Changing a Property from Commercial Rental
Property to Personal Residence
Here is some brief information on things to understand when

you decide to change from a commercial rental property to a
personal residence and some of the tax implications.

Capital Gains Tax:

Converting the property may trigger capital gains tax implications. When you sell or convert a property, any
increase in its value could be subject to capital gains tax. Understanding the basis of the property and the length
of ownership is crucial in determining the tax impact.

Depreciation Recapture:

If you previously claimed depreciation on the commercial property, converting it to residential use might trigger
depreciation recapture. This means you may need to report and pay taxes on the depreciation you deducted
during commercial use.

Tax Deductions:

Residential properties often have different tax deductions compared to commercial properties. You may be
eligible for deductions related to mortgage interest, property taxes, and other homeowner-related expenses.

1031 Exchange:

If you plan to sell the commercial property and purchase another property for residential use, you might
consider a 1031 exchange. This allows you to defer capital gains taxes by reinvesting the proceeds in a similar
property.

Tax Forms

The specific forms you need to file with your taxes when converting a commercial rental property to a residence
depend on various factors, including the nature of the transaction, your ownership structure, and the tax
implications involved. It's highly recommended to consult with a tax professional or accountant to ensure you
meet all the necessary requirements. However, here are some common forms that may be relevant:

e Form 4797 - Sales of Business Property:

If you sell or dispose of the commercial property, you may need to report the transaction on Form 4797. This
form is used to report gains or losses from the sale of business property.

e Form 8824 - Like-Kind Exchanges:

If you participate in a 1031 exchange by reinvesting the proceeds from the sale of the commercial property into
another property, you might need to file Form 8824 to report the exchange.



e Form 4562 - Depreciation and Amortization:

If you claimed depreciation on the commercial property, you may need to address depreciation recapture. Form
4562 is used to report depreciation and any recapture of previously claimed depreciation.

e Form 1040 - Schedule D:

Schedule D of Form 1040 is used to report capital gains and losses. If the conversion results in a capital gain or
loss, it should be reported on Schedule D.

e Form 1040 - Schedule E:

Schedule E is used to report rental income, and it may be relevant if you continue to receive rental income during
the conversion process. You might need to report changes in the property's use on this schedule.

e Form 1099-S - Proceeds from Real Estate Transactions:

If you sell the commercial property, the buyer may issue a Form 1099-S to report the proceeds from the sale. You
should receive a copy of this form, and it may be needed for your tax filing.

e State and Local Tax Forms:

Be aware of any state or local tax forms that may be required based on the conversion and sale of the property.
State and local tax laws can vary significantly.
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DISCLAIMER: The information in this summary is provided for general informational purposes only and does not constitute professional tax advice.
While we have made every attempt to ensure the accuracy and completeness of the information provided, it should not be relied upon as a
substitute for obtaining personalized advice from a qualified tax professional. Clario Consulting Corporation disclaims any liability for the accuracy,
completeness, or usefulness of any information contained in these documents. It will not be held responsible for any losses or damage, direct or
indirect, arising out of or in connection with the use of this information.



