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Please note that this guide will focus solely on U.S. vacation homes. If you are interested in purchasing a vacation home abroad, there will be different lending and
ownership rules depending on the country, and you will want to consider country and currency risk. Consult a financial advisor for more information.

Vacation Homes

A LIFESTYLE CHOICE
Buying a vacation home is often called “lifestyle investing” because a vacation home is
not just a piece of real estate - it’s a lifestyle choice. Anyone who has owned a vacation
home can likely attest that with ownership comes a lot of benefits, but it’s not without
its potential drawbacks. Before making the leap, make sure you’ve done so with careful
consideration. Speaking to a financial advisor can also be helpful to determine whether
this type of lifestyle investment fits into your financial plans and investing strategy.
If you’re considering buying a vacation home, you’ll want to consider several factors that
can impact your decision.
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QUESTIONS TO ASK YOURSELF
Do I have the income and assets necessary
to buy a second home? There are myriad costs
associated with vacation home ownership that
aren’t all upfront costs.

THE PROCESS

Assess your finances & reasons
for purchasing a vacation home

Have I thought about the finances to accommodate traveling to and from the house?
If the property isn’t local, there can be costs
associated with getting to the vacation house
and back home.

Decide where you want to buy
and what kind of home you want
to fit your needs

Is this truly the location we want to spend
most of our time? Even if you use the vacation
home regularly, you can sometimes feel bound
by the place you’re investing in.

Establish a budget so your
purchase isn’t a financial burden

Do I have a local expert? Local experts can give
you the scoop on the local market, as well as
other considerations you might not think of.

Engage a local expert in the
market where you’re looking

How old am I? If you have kids at home versus in college, this can factor into your decision
regarding free time to devote to a second home.

Shop around - a good rule of
thumb is to view 8-10 properties
before committing

What kind of activities do I enjoy? Where you
decide to purchase a home can be influenced by
what activities you would like to do.
How committed am I? You may think about
renting for a couple of years in the location
you’re interested in before making a long-term
commitment.
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Enjoy your vacation home!

NOTE: This guide will focus on buying a vacation home, not a
second property as an investment. As always, you should consult
a professional before making any kind of vacation home buying
decisions.
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ASSESS YOUR FINANCES
Owning a vacation home is a big purchase - you will want to figure out whether it’s going to
be a wise long-term decision for you. Here are some questions you can ask yourself to help
determine whether your financial picture supports this purchase:
1.

How strong is your income? During
an economic downturn, the vacation
property market is typically the first
to get hit, and it often suffers the
biggest declines as well. During financial
crises, people not only suffer pay cuts,
they may also lose their jobs and face
impactful hits to their investment
portfolios.

2. Does your vacation home have rental
income potential? Rental income can be
a great way to support the ongoing cost
of owning a vacation property during
the weeks you will not be there. The IRS
allows you to rent out your home for up
to 14 days a year without paying taxes
on the rental income generated from
those days; however, after 14 days you
must claim the income.
3. Are you maxed out of your mortgage
indebtedness? The IRS states you can
write off a maximum of $1 million in
mortgage indebtedness between your
primary and qualified secondary home.
If you are already capped out with a
$1 million or greater mortgage on your
primary home, you can no longer write
off your vacation property mortgage to
your income. But if you rent out your
vacation property, you are able to deduct
the interest as an expense off your rental
income. Use schedule A to make the
deductions, and see the IRS for more
details.
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4. Do you need to finance the vacation
property? Getting a mortgage for a
vacation property can be difficult.
Banks are quite strict on limiting
borrowers for a vacation property to a
42% debt-to-income ratio or less.
5. Do you plan to own your vacation
home for at least five years? Given
the high transaction costs associated
with buying property, you may want to
own your vacation home for as long as
possible. If you know where you want
to retire and are interested in a current
vacation home in this location, buying a
retirement property decades in advance
might not only bring tremendous capital
appreciation, but also give you a place
where you’ll have already paid down
your mortgage.
6. What is your current asset allocation?
When the financial crisis hit, the average
American saw their net worth greatly
impacted because property accounted
for a large majority of it. While each
person’s risk tolerance is different, it’s
typically not a great idea for anyone to
have more than 50% of his or her net
worth in any single asset class, especially
one where leverage is required.
Property is one of the least liquid
investment classes. You can view your
net worth using Personal Capital’s free
financial tool.
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Is a Vacation Home
Right for You?

WHAT TO CONSIDER WHEN BUYING A VACATION HOME
It’s often tempting to think about real estate from a speculative position, but —as with
homeownership in general— ownership can be riddled with costs like Realtor commissions
(on both sides of the transaction), mortgage interest, insurance, maintenance, property taxes, etc, which can cut deep into the profit of a transaction even in the fastest appreciating
geographies. It’s often best, then, to make a decision based on your intention to actually
utilize your vacation property.
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EVALUATE YOUR LONG-TERM GOALS
If you’re looking to capitalize on your vacation home investment, you are likely wanting
to make a return by renting, selling, or retiring at the property. Therefore, it’s important to
know ahead of time whether you are buying a vacation property for a better lifestyle, to
make money, or a little bit of both. Some good questions to ask yourself include:

INHABITANCY
EXPECTATION

How often will you use the property yourself?

TRAVEL PATTERNS

Do you want to spend the majority of your
time in the same place, or would you like
to stay on the move for your vacations?

RENT POTENTIAL

Do you want, or need, rental income to offset
costs when you’re not using the property?

PROPERTY
APPRECIATION

Have you considered property appreciation and the
need to offset maintenance costs over time?

FUTURE PLANS

Is there a possibility you will retire at this property,
or live there full time in the future?

PERSONAL CAPITAL INSIGHT
A real estate agent and lender can give you expert advice on lifestyle investments
like vacation homes. Real estate agents will help you find homes, clarify local transaction fees, taxes, and commissions, and advise you on local zoning and rental rules.
Loan advisors will help you analyze your options and determine which loan options
you are eligible for given your employment profile, and which is most efficient from
a budget and tax standpoint. You also can talk to a registered financial advisor to
discuss how this type of lifestyle investment fits into your overall financial strategy.
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UNDERSTAND THE CURRENT MARKET
Prior to the early 2000s, home prices historically were relatively flat after accounting for
inflation. Even though most people had lived through the peak and subsequent burst of
the 2008 financial/real estate bubble, many still seem conditioned to believe real estate is a
guaranteed “win” after nearly another decade of rapid growth. Just like with the stock market, however, it’s easy to make emotional - but irrational - decisions with regards to
real estate.
There are many factors that can drive the local market up or down, many of which simply
aren’t foreseeable: Major employers come and go, weather events leave lasting impacts,
zoning changes, and more. Working with an agent knowledgeable in the area you’re exploring can give you a good understanding of market activity and pricing trends. A local expert
is also likely to call attention to items that potential second home buyers may neglect to ask
about, like the need for (and cost of) flood or hurricane insurance, for example.

CURRENT STATE OF THE UNION
>	According to the National Association of Realtors, vacation home sales cooled off a bit in 2015,
but remained the second highest they’ve been in nearly a decade. Sales in the United States
last year were at an estimated:

920,000

2016 US HOME SALES

18.5%
down from their most recent peak of
1.13 million in 2014. Vacation-home
buyers in 2015 had a median household income of $103,700. Buyers plan
to own their property for a median
of seven years.
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Vacation Home
Purchasing Strategies

WHAT KIND OF HOME SHOULD YOU BUY, AND WHERE?
If you’ve decided that a vacation home is the right fit for your long-term plan, it’s hard to
know where to start. There are myriad things to think about once you are committed to the
idea of a vacation home.
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THE TYPES OF VACATION HOMES TO CONSIDER
What kind of place best suits your vacation needs?
There are several types of properties to consider, all with their own advantages and drawbacks. We’ve reviewed some of the more popular types of vacation homes:

Waterfront Houses
The beach!
Likely to be easier to find tenants if
you decide to rent your vacation
home - and justify higher rent rates
Potential for higher ROI
A multitude of water activities,
such as swimming, boating,
water skiing and more

There can be a lot of red tape
regarding waterfront property
changes, e.g. docks or seawalls
Insurance requirements can be
lengthy and expensive
 eather elements, such as sea
W
air erosion or tropical storms, can
greatly impact your property
Waterfront properties can be
more expensive and lenders tend
to work only with very qualified
buyers

Mountain Cabins/Ski Condos
 asy access to amenities, such as
E
skiing, hiking, biking, and state/
national parks

In rural areas, utility services
may not be readily available at
the property

Beautiful views and access to nature,
wilderness and fresh air

Weather elements, such as
snowfall and winter storms, can
greatly impact your property

 otential access to larger acreage
P
at a lower cost than other types of
homes
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Many cabins are on countymaintained roads, which aren’t
always maintained well
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Urban Condos
 OAs or condo associations will
H
usually relieve burdens associated
with outside maintenance and
repairs

Potential restrictive CC&Rs

 ftentimes condos come with
O
shared amenities, such as a pool or
party rooms

Less privacy and more noise

 osts associated with HOAs and
C
other property management fees

 asy access to city amenities, like
E
restaurants, music venues, and
museums

HOMEOWNERSHIP OPTIONS
There are several ways you can purchase your vacation home. The most common
ways include owning the home yourself, with other people (joint ownership or
tenants-in-common, also known as a TIC), as a limited liability company (LLC), or a
living trust if you already have one setup.
There are benefits and drawbacks to each kind of home ownership. For example,
if you purchase your vacation home as an LLC, then you may not get as optimal a
rate, depending on the lender. You should contact your financial advisor to determine which option is right for you.
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THE IMPORTANCE OF LOCATION
The adage is: location, location, location – and that’s still applicable to purchasing a vacation
home. Once you’ve decided to invest in a vacation home, an initial question to consider is
where? According to a recent survey by the National Association of Realtors, the average
vacation homebuyer purchased a property that is a median distance of 200 miles from his
or her primary residence.
Before purchasing, you’ll want to consider all the potential costs of homeownership, plus the
costs of traveling back and forth with the family to the property if it’s not local, and determine whether you’ll get the kind of use you want out of the property. Even for people who
have the time and funds to use the vacation home regularly, some find it restrictive when
they want to explore new areas but feel bound to the place they’ve already invested in.
And outside of these considerations, one big question to ask yourself is: what activities are
important to you and your family? Knowing you can meet the activity needs of your family
will help you make sure your vacation home is in the right location for you.

ACTIVITY CONSIDERATIONS
Skiing

Shopping

Wine/beer tasting

Hiking

Fishing

Museums

Swimming

Surfing

Boating

Golfing

Paddle boarding

Horseback riding

Nightlife

Kayaking

Tennis

Restaurants

Biking

Yacht or beach club

IT’S ALL ABOUT LOCATION
A Census Bureau analysis found the top 10 counties with the largest share of
second homes are mostly tourist destinations. For example, Alpine County in
California is between Lake Tahoe and Yosemite, and contains the Bear Valley and
Kirkwood ski resorts.
The median price of homes currently listed in Alpine County is $319,000. Dukes
County, Mass., contains Martha’s Vineyard and the Elizabeth Islands. The median
price of homes currently listed in Dukes County is $1,337,500.
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FUTURE EXPANSIONS ON VACATION HOMES
Once you know your desired location, you may be wondering whether you should be
buying a pre-existing or building a new home there. One thing that might help you decide
is that while many experts consider location to be the most important factor for buying a
property with long-term appreciation potential, expanding a property gives you another
way to make money in real estate.
Property expansion entails creating additional living space that gets input into the property’s value when it’s sold. The first step to this is buying a home with expansion potential. Its
selling price should be at least 50% more than the construction costs, based on the research
you’ve done. If you decide to expand your home in a location with a high cost per square
foot, and you can expand at a relatively low cost per square foot, then you could end up
with added value onto your home. However, it’s good to keep in mind that spending a
significant amount of money on building materials and quality oftentimes has diminishing
returns.
There are other downsides to expansion to consider as well. When you expand a home, you
create more value, and your home will be taxed on the value that you’ve created. However,
these property taxes are based on the cost of construction and not on the market value of
the property, which is subjective. Additionally, expansions oftentimes come from money
that could be used for other investments. Before beginning a home investment process, you
should run realistic worst-case cash flow numbers to see how long you can survive before
your money runs out. Having two years in cash flow is a good guideline.

while many experts consider location to be the most important factor for
buying a property with long-term appreciation potential, expanding a property gives you another way
to make money in real estate.

PERSONAL CAPITAL 2017 VACATION HOME BUYING GUIDE

p13

REMODELING & RENOVATIONS - YAY OR NAY?
Remodeling and renovation are not the same as property expansion, and investing in these
will most likely not get you a return in investment when you sell it. This doesn’t mean,
however, that that remodels and renovations are never worth it. Buying a cheaper vacation
home and then remodeling parts that are important to you over time — as opposed to
purchasing a more expensive home upfront — is one strategy to save money. Furthermore,
if you want to rent out your vacation home, renovations may allow you to charge more for
rent, even if they don’t have a full return in value.

RENOVATIONS
PROJECT

2017 NATIONAL AVERAGES
JOB COST

RESALE VALUE

COST RECOUPED

Garage Door Replacement

$3,304

$2,810

85.0%

Entry Door Replacement (Fiberglass)

$3,276

$2,550

77.8%

Window Replacement (Vinyl)

$15,282

$11,286

73.9%

Window Replacement (wood)

$18,759

$13,691

73.0%

Grand Entrance (Fiberglass)

$8,358

$5,855

70.1%

SOURCE: Remodeling Magazine

Key Trends in Renovation & Remodeling
1.

“Curb appeal” projects - changes to doors,
windows, and siding - typically generate
higher returns on investment than work
inside the home does.

2.

Replacements (such as doors or
windows) score higher among real estate
professionals.

3.

Putting loose-fill insulation in the attic is
still the only project that returns a higher
value than its cost.

4.

Expensive projects - bathroom remodels,
grand entrances, master suites - saw
the biggest year-over-year % increases
in values, rising between 5.6% and 7.8%.
As the real estate market continues to
recover, real estate professionals are rating
these home improvements more highly.

5.

Both cost and value vary dramatically
based on where you live; in general, the
hotter the market, the bigger the payback.

SOURCE: Realtor.com
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BEWARE THE TIMESHARE!
You may be wondering if it would just be easier and cheaper to buy a timeshare instead.
However, if you weigh the pros and cons, they are usually an unwise purchase.

 ou only pay for what you use - this
Y
means the use of a very expensive
property could be more affordable
If you go to the same place for vacation every year, you have a guaranteed property to use
You might be able to trade times and
locations with other owners, allowing
travel to new places
You might be able to rent out your
block of time if you can’t use it (although some timeshare contracts do
not permit this)

SOURCE: Forbes

 here are annual maintenance fees
T
for your timeshare property and
you lack control over their annual
increases. These fees can often be
quite high, and you could also be liable for special assessments. And if
you don’t pay on time, the developer can foreclose on your timeshare.
They are hard to sell. Used timeshares are sold at a steep discount
because there are so many on the
market. Like cars, they depreciate
once you take ownership, and it is
rare that they increase in value. The
likelihood of you recovering your
initial investment is very low, and
that’s not considering recovering
maintenance fees you’ve paid over
the years.
If you sell your timeshare at a loss,
the IRS doesn’t let you claim a
capital loss as you would with other
investments and real property.

KEY TAKEAWAY:
Unlike vacation homes, timeshares are NOT investments. They do not give you
all the advantages that owning real estate normally does. In fact, because they
do not generate income, they should be considered an expense.
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Vacation
Home
Finances

THE NUMBER CRUNCHING BEHIND VACATION HOMES
There is a considerable amount of number crunching that goes into determining whether a
vacation home is right for you - and whether you can afford it. Because there is a considerable
amount of financial topics you should think about when considering this purchase, a financial
advisor can help you understand how a vacation home can fit into your long-term strategy.
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VACATION HOME LOANS
Interest rates play an important role when it comes to home loans, so it’s important to
find a lender that can offer a product with the best rates and terms. The first step in this
is knowing your credit. Start by getting your free credit report from annualcreditreport.
com, and check for errors. Then shop around for lenders and see who is willing to offer you
the best rate. As a rule of thumb, you should talk to at least three lenders and approach
your bank to see what else they can offer. You also usually want to get all the credit checks
accomplished within 30-60 days, so you don’t negatively impact your credit with too many
inquiries. And you may consider consulting a local market expert, too, since some markets
will have a preference for local lenders.
Once again, a loan advisor can be a big help in analyzing your options and determining both
which loan options you are eligible for given your employment profile, and which are most
efficient from a budget and tax standpoint.

When it comes to loans on a vacation home, there are three main options:
PRIMARY RESIDENCE LOANS
Using your “vacation” home as your primary residence and then renting out your current
primary home is one option you can consider. These are used for buying a home to live
in. With this type of loan, you can buy for as little as 3% down if the loan doesn’t exceed
$424,100 (in 2017). Additionally, mortgage rates are the lowest they can be, and you can get
significant homeowner tax benefits. To qualify for a primary residence loan, you must live in
the property as your primary home for at least one year; after a year you will be able to rent
it or change it to a secondary home.
INVESTMENT PROPERTY LOANS
These are for buying a home you want to rent out. The loans allow you to use the home
when it’s not rented, and the rental income can help you qualify. Rates are between 0.25%
and 0.375% higher than second home rates. Down payments often start with 30% down, but
can start at 20% down if the loan doesn’t exceed $424,100. If rental income exceeds expenses each year, the income is taxable. If, alternatively, expenses exceed rental income, the losses can create lower taxable income each year or can accrue as an offset to capital gains taxes
when you sell. Be sure to ask your tax advisor about which one fits your tax profile.
SECOND HOME LOANS
These are meant for when you are buying a vacation home for personal use only. You can
buy for as little as 20% down, and mortgage rates and tax benefits are the same as primary
residences. Make sure to read the fine print - most agreements say you can’t rent out the
home for a certain period of time.
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TAX CONSIDERATIONS AROUND VACATION HOMES
Taxes are complex, and can get even more complex when it comes to your vacation home.
Here is a high-level overview of tax considerations for your vacation home. It’s best to consult a tax professional before making any kind of decision that could cause a taxable event
- such as buying a vacation home.
If you use your property as a second home and not a rental, OR if you use the property for
more than 14 days or 10 % of the total days the home was rented, your property is a vacation property. For information on investment/rental properties (to qualify, your home must
be rented out for 15-plus days, or you use it less than 14 days) please consult a financial
advisor or a tax professional.
Generally, when it comes to a vacation home, you can:
> D
 educt mortgage interest the same way you would for your primary home
> D
 educt up to 100% of the interest you pay on up to $1.1 million of
total debt between both homes
> Deduct property taxes on your second home
> R
 ent your home out for up to 14 nights each year without that
income being reported to the IRS

However, like with a primary home, you cannot write off any costs associated with utilities,
upkeep, or insurance. You can use the IRS Schedule A of your personal 1040 tax return to
make the deductions.
If you choose to sell your vacation home, tax laws allow you to take up to $500,000
profit ($250,000 if you are unmarried) tax free on the sale of your primary residence.
This does not apply if you sell your second home, however, and you will have to pay the
usual capital gains tax.
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YOUR RETIREMENT PORTFOLIO & YOUR VACATION HOME
Are you thinking about using your vacation property as the home you’ll retire in?
If so, you should decide whether you want to rent or sell your current place, and
how you will use the equity. If you have enough equity in your current home, you
may be able to use it to pay off your vacation home - or you may decide to invest
it. Discuss this with your financial advisor to decide what makes sense for you and
ensure you’re on the right track for retirement.

WHAT ABOUT THE SHARE-ECONOMY?
With the rise in popularity of the share-economy, many people wonder about how services like HomeAway and Airbnb fit into tax regulations. While renting out your vacation
home may help offset some of the costs with purchasing and maintaining it, there are
many legal and financial implications that come with doing so. In addition, don’t forget
to factor in management headaches and possible changes to local housing laws that
could restrict your ability to generate income from your vacation home in this manner.
For example, vacation homes listed on Airbnb are considered rental homes under the
same guidelines as all other homes, and you must follow the same rental home tax
rules. However, some expenses can be deducted during the rental time period, including
advertising, cleaning services, repairs, property insurance, interest on a loan/mortgage
taken out to buy or improve the property, and fees paid to collect rent.
It’s also important to note that some cities have laws restricting your ability to host
paying guests for short periods. In many cities, you must register, get a permit, or obtain
a license before listing your property or accepting guests. Local governments vary in
how they enforce these rules, and it is important to understand your city’s rules if you
are considering renting your vacation home through services like these. We encourage
you to consult a professional for more information.
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CASE STUDY

A LAKE HOUSE DREAM REALIZED

THE BACKGROUND
A couple from the Midwest, John and Jill, purchased land on a
lake that is 75 miles from their current home. They purchased
the land several years ago while they were both in their late
40s. Now that they are both in their mid-50s, they want to
start considering options to build their dream lake house so
they can host their children and their families. Once John and
Jill retire, they intend to make the lake house their primary
residence.
THE CHALLENGE
As the couple considers options for building their lake house, they have found that finding a construction loan for a second home is more difficult than they originally anticipated. After shopping
around and speaking with different banks, they found a regional bank that is familiar with the
area and is willing to finance part of the construction as long as they put 30% down.

THE SOLUTION
Deciding where to get the cash for the 30% down payment was going to need some thought;
most of their money was invested in their primary home and the market. After connecting with
their financial advisor they realized that they have a few avenues that could help them attain
their lake house goal:
1.

Because it will take them a year to build the property, they could put all their after-tax savings toward the down payment for the next year. While this would help them get closer to
the required 30% down, it only covered a portion of the amount needed.

2.

Since their primary residence is paid off, the couple learned they could use a cash-out refinance to raise what is needed for the full 30% down payment.

This second option ended up making the most sense for John and Jill. They will have some mortgage payments on the lake house and the primary residence while they are still working, but once
they retire, they will be able to sell their current home and pay off the lake house with the equity.

THE RESULTS
John and Jill’s lake house is almost complete, but it has taken over a year since there was issues
getting the city to approve occupancy to the home. While that process has taken two months,
John and Jill are looking forward to hosting their children – and their first grandchild – in their
new lake house soon.

This case study is fictional and does not depict any actual person or event
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About Personal Capital
Personal Capital is the smart way to
track and manage your financial life.
Personal Capital combines awardwinning online financial tools that
provide unprecedented transparency into
your finances with personal attention
from registered financial advisors. The
result is a complete transformation in
the way you understand, manage and
grow your net worth.
Personal Capital’s state-of-the-art
personal finance software enables real
time financial visibility and management
for 1.4 million registered users. The firm
manages more than $4.9 billion in assets
on behalf of its clients and tracks $350
billion in assets for registered users.
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This guide and all data are for informational purposes only and do not
constitute a recommendation to buy or sell securities. You should not rely
on this information as the primary basis of your investment, financial, or
tax planning decisions. You should consult your legal or tax professional
regarding your specific situation. Third party data is obtained from sources
believed to be reliable. However, PCAC cannot guarantee that data’s currency, accuracy, timeliness, completeness or fitness for any particular
purpose. Certain sections of this commentary may contain forward-looking statements that are based on our reasonable expectations, estimate,
projections and assumptions. Forward-looking statements are not guarantees of future performance and involve certain risks and uncertainties,
which are difficult to predict. Past performance is not a guarantee of future
return, nor is it necessarily indicative of future performance. Keep in mind
investing involves risk. The value of your investment will fluctuate over
time and you may gain or lose money.

ONE CIRCLE STAR WAY, FIRST FLOOR
SAN CARLOS, CALIFORNIA 94070

999 18TH STREET, SUITE 800
DENVER, COLORADO 80202

250 MONTGOMERY ST, SUITE 700
SAN FRANCISCO, CA 94104

GO TO WWW.PERSONALCAPITAL.COM TO LEARN MORE ABOUT OUR FREE FINANCIAL TOOLS
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