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The Australian Tax Office recognises a Residential Rental 
Property as: 
 

‘A residential premises used to provide residential 
accommodation for the purpose of producing assessable income’ 
  
An example is a house or a unit used as residential 
accommodation for the purpose of producing rental income.  A 
caravan or a house-boat is generally not considered to be 
residential rental property. 
 

Record Keeping 
 
If you invest in a rental property you will need to keep records 
from the time you purchased the property until the time that 
you sell the property.    Any gain you make when selling or 
disposing of the property may be subject to capital gains tax.    
 
 

The purpose of this booklet is to answer some of the questions 
that property investors often ask me when it comes to 
completing the Rental Property Schedule for their Income Tax 
Return. 
 
This booklet is not a comprehensive explanation of Taxation 
Legislation relating to Rental Property Investments but I have 
tried to give a brief overview of some of the general issues that 
would be of interest to Rental Property Owners.    

 

 

The Purpose of this Booklet  
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You cannot claim a deduction from your rental 
income for the cost of acquiring or disposing of your 

rental property. 

Rental Property Income  

Rental income is the income received by the owners of a rental 
property in the same proportion as the ownership interest 
shown on the title and must be declared in the year it is 
received.   

Rental Property Deductions  

You are able to claim the costs involved in renting out the 
property as deductions for the period your property is rented 
or is available for rent each financial year.  You can claim 
management costs, the cost of repairs and maintenance and 
the interest on the loan to purchase the rental property in the 
current financial year.  Some borrowing expenses, depreciation 
and capital works are claimable over a number of years. 

You cannot claim a deduction from your rental income for the 
cost of acquiring or disposing of your rental property.  Expenses 
that cannot be claimed include the purchase cost of the 
property, conveyance costs, advertising expenses for selling the 
property and stamp duty on the transfer of the property.   
 
However these costs will form part of the cost base of the 
property for capital gains tax purposes when selling the 
property. 
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You can claim a 
deduction on the 

interest charged on 
the loan provided that 

all the money 
borrowed was used to 

purchase the 
property.  

To claim the full year of interest 
deductions on the loan the 
property must be rented or 
available for rent in the income 
year for which you are claiming 
a deduction.  You must be able 
to show a clear intention to 
rent the property, such as 
advertising the property for 
rent in line with similar  
properties in the area.  

 

If you take out a loan to purchase a rental property, you can 
claim a deduction on the interest charged on the loan provided 
that all the money borrowed was used to purchase the 
property.  If you use some of the loan money for personal use, 
you cannot claim that part of the interest on the loan.  You can 
only claim that part of the interest that relates to the rental 
property.   

 

.Claiming interest on your loan  

If the total borrowing expenses incurred in taking out a loan for 
the property are more than $100, the deduction is to be spread 
over a five years period or the term of the loan, whichever is 
less.  If the total deductible borrowing expenses are $100 or less 
they are fully deductible in the income year they are incurred.  

 

Borrowing expenses incurred 
when taking out a loan for an 
investment property 
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Making repairs prior to renting out 
the property 

When you do repairs to a newly purchased rental property prior to 
the tenants moving in (repainting walls and repairing doors etc), the 
expenses are capital in nature because they are incurred to make 
the property suitable for the initial rental and are not claimable  as 
a deductible expense against your rental income in your income tax 
return.  Repairs must relate directly to wear and tear or other 
damage that has occurred as a result of you renting out the 
property.   

 

Making repairs while renting out 
the property 

Ongoing repairs that result directly to wear and tear or damage to 
the property while you are renting out the property can be claimed 
in full in the same income year that the expense is incurred.  Items 
that would be classed as repairs include: repairs to broken windows 
and repairs to electrical appliances.  Repairs carried out within the 
first twelve months may not be classed as rental expenses 
(depending on the circumstances of the repairs) but may be used to 
reduce a capital gain on disposal.   
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If you completely replace a damaged item that is detachable from 
the house and it costs more than $300 (replacing an entire hot 
water system), the cost must be depreciated over a number of 
years.   

Replacing an entire structure on the other hand, such as renovating 
a bathroom or building a new fence would not be classified as a 
repair but an improvement and would not be deductible as an 
expense but classified as a capital expense.   Depending on the 
circumstances you may be able to claim a capital works deduction 
over a number of years.   Capital works deductions is too large a 
subject to discuss in this booklet but information can be obtained 
from the Australian Tax Office Website. 

 

Travel expenses to your rental 
property   

From 1 July 2017, travel expenses relating to a residential rental 
property are generally not deductible.  

Travel expenses are the costs of travel, accommodation and meals, 
to inspect, maintain or collect rent for the property.  
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You can only claim a deduction for travel expenses you incur 
relating to your rental property from 1 July 2017 the following 
apply:  

 you are an excluded entity, or  

 you are using the property in carrying on a business 
(including a rental property business), or 

 the property is not a residential rental property. 

Decline in value of second-hand 
assets 

From 1 July 2017, you may not claim a deduction for a decline in 
value of certain second-hand depreciating assets against your 
residential rental property income unless you are using the property 
in carrying on a business (including a rental property business), or 
you are an excluded entity.  

 

 

From 1 July 2017, you may not claim a deduction for a decline in 
value of second-hand depreciating assets against your 
residential rental property income. 

Example:  Sarah bought a one year old residential rental property for 
$500,000 on 1 July 2017 and rents it out. The property contains 
various depreciating assets that were used by its previous owner. 
Since Sarah bought the property after 9 May 2017, she cannot claim 
deductions for the decline in value of any existing depreciating assets 
in the property. 
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Assets in new residential rental 
properties 

If you acquire a newly built residential property from a developer, 
or buy a residential property that has been substantially renovated, 
you can claim a deduction for a decline in value of a depreciating 
asset in the property (or its common area) if no one was previously 
entitled to a deduction for the asset, and either: 
 

 no one resided in the property before you acquired it, or 

 the asset was installed for use or used at this property and 
you acquired the property within six months of it being built 
or substantially renovated.  

 

Getting your capital gains right 
when selling your rental property 

When you sell your rental property, you may make a capital gain or 
a capital loss.  This amount is the difference between what it has 
cost you to buy the property and any improvements to the property 
and the amount that you received when selling the property.  
Building Cost Write off claims may also affect a Capital Gain if the 
asset was purchased after 13 May 1997. 

If you make a capital gain you will need to include the gain in your 
tax return for the financial year.  If you make a capital loss, you can 
claim the loss forward and deduct it from capital gains that you 
receive in future years.   
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When you are a co-owner of a 
rental property  

If you own a rental property with another person, you must declare 
rental income and claim deductions according to your legal 
ownership of the property.   

The way that rental income and expenses are divided between co-
owners varies depending on whether the co-owners are joint 
tenants or tenants in common or there is a partnership carrying on 
a rental property business. 

 Co-owners who are not carrying on a rental property business must 
divide the income and expenses for the rental property in line with 
their legal interest in the property.  

 If they own the property as joint tenants, they each hold an 
equal interest in the property. 

 If they own the property as tenants in common, they may 
hold unequal interest in the property. Eg. One may hold a 
20% interest and the other an 80% interest. 

This means that for income tax purposes rental income and 
expenses must be attributed to each co-owner according to their 
legal interest in the property, despite any agreement between co-
owners stating otherwise.  

Example:  Joint tenants  

Mr and Mrs Joint own an investment rental property as joint 
tenants.  Mr and Mrs Joint agreed that Mrs Joint should claim 80% 

of the rental loss and Mr Joint should claim 20% of the rental loss 
on their income tax returns for the year because during the 
year Mrs Joint paid most of the expenses for the rental 
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property.  As Mr and Mrs Joint hold the property as joint tenants 
the rental loss must be share in line with their legal interest in the 
property.  Mr and Mrs Joint must each include half of the total 
income and half of the total expenses in each of their tax returns. 

 Example:  Tenants in common  

 If Mr and Mrs Joint owned their property as tenants in common in 
equal shares they would still claim 50% each of the total property 
deduction. 

 If Mr and Mrs In Common own an investment rental property as 
tenants in common and Mrs In Common’s legal interest was 75% 
and Mr In Common’s legal interest was 25% they would each 
include their actual legal interest percentage of income and 
expenses on their tax return.  

Disclaimer: The contents of this booklet are general in nature 
and we accept no responsibility for persons acting on the 
information provided.  

Reference:  Booklet information has been sourced from the 
Australian Tax Office Website, 
https://www.ato.gov.au/general/property/residential-rental-
properties/ 
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