ATO Holiday Home Deductions:
Before vs After TR 2025/D1

Case Study: How The New Rules Apply in Practise »
Property Value Annual Rental Income Personal Use (Peak Periods)
$1,500,000 $25,000 10 weeks (Christmas, Easter, school
' ' ' holidays)
Rented (Off-Peak) Vacant (Listed Available)
20 weeks at commercial rates 22 weeks

Annual Expenses Breakdown

Mortgage Interest $60,000
Council Rates $5,000
Insurance $3,000
Airbnb Platform Fees $2,000
Total Expenses $70,000

BEFORE: Old Rules (IT 2167)

STEP
Rental Income 1
All rental income is assessable
Income: $25,000

STEP
Simple Apportionment Test 2
Question: How many days was it rented or available?
« Rented: 140 days (20 weeks)
« Available: 154 days (22 weeks)
« Personal use: 71 days (10 weeks)

STEP
Calculate Deduction % 3
Days rented + available = 294 days
Total days in year = 365 days
294 : 365 = 80.5% deductible

STEP
Apply to Holding Costs <
Interest + Rates + Insurance = $68,000
Interest + Rates + Insurance = $68,000

STEP

5

Add Direct Rental Costs

Airbnb fees (100% deductible)

$54,740 + $2,000 = $56,740

v Total Deductions Allowed

$56,740

Taxable Loss: $31,740
Tax Benefit @ 47%: $14,918

AFTER: New Rules (TR 2025/D1)

STEP
Rental Income 1
All rental income is assessable
Income: $25,000

STEP
Leisure Facility Test (s.26-50) 2

Critical Question: Is the property used (or held) MAINLY to produce
income?
ATO Focus: WHEN is it used?

STEP

Peak Period Analysis 3

Personal use: 10 weeks during Christmas, Easter, school holidays
(PEAK periods)

Rental use: 20 weeks during off-peak periods

! Problem: Personal use prioritised during highest-earning periods

STEP
ATO Determination &
Property is a LEISURE FACILITY
Not mainly used to produce income
Result: Section 26-50 applies
STEP
5

Holding Costs DENIED

X Mortgage Interest: $60,000
X Council Rates: $5,000

X Insurance: $3,000

Denied: $68,000

v Only Direct Rental Costs Allowed

$2,000
Taxable Income: $23,000
Tax Liability @ 47%: $10,810
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The Unexpected Clarity Moment

The ATO isn't just counting days anymore. They're asking: WHEN are you using it? Using the property for 10 weeks (only 19% of
the year) sounds minimal. But when those 10 weeks are during Christmas, Easter, and school holidays—the highest-earning
periods—the ATO sees personal recreation prioritised over income production. That changes everything.

Category Before After Difference
Rental Income (Assessable) $25,000 $25,000 No change
Holding Costs Deductible $54,740 $0 -$54,740
Direct Rental Costs $2,000 $2,000 No change
Total Deductions $56,740 $2,000 -$54,740
Taxable Income/(Loss) ($31,740) $23,000 +$54,740
Tax Impact @ 47% $14,918 benefit $10,810 liability $25,728 worse

The Financial Impact

For this property owner, the change from old to new rules means an annual tax impact of $25,728. Over five years, that's
$128,640 in additional tax—more than enough to fund alternative structuring, professional advice, or simply accepting the
property as a lifestyle asset with no deductions claimed.
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