
Australia Rental Property Tax Deduction Guide
(FY2025-2026)

An Essential Guide for Landlords, Property Investors, and Property Managers

1. Categorization of Rental Expenses

Rental property expenses are legally split into three distinct taxation treatments by the ATO. Claiming them
incorrectly is one of the most heavily audited areas.

Treatment Expense Type ATO Compliance Rules & Examples

1. Immediate
Deductions
(Claimable in full this
financial year)

Direct management
and recurring
operational costs.

Management & Advertising: Property manager fees,
commissions, and tenant leasing advertising.

Holding Costs: Council rates, water rates, strata
levies, and land tax.

Maintenance & Protection: Landlord insurance,
building/contents insurance, pest control, garden
maintenance, and cleaning.

Interest: Interest on the loan used to purchase the
rental property or execute genuine repairs.

2. Depreciable
Allowances
(Claimed
progressively over
multiple years)

Structural changes
and removable,
standalone assets.

Division 43 (Capital Works): Structural
improvements, extensions, or major alterations (e.g.,
adding a deck, a new garage, or retaining walls).
Usually depreciated at 2.5% per annum over 40 years.

Division 40 (Plant & Equipment): Removable,
mechanical, or electronic assets (e.g., air conditioners,
dishwashers, carpets, blinds). Depreciated based on
their unique ATO "effective life" schedule.

3. Non-
Deductible Costs
(Added to the Cost
Base for Capital
Gains Tax)

Capital acquisition
and private/unrelated
costs.

Purchase Costs: Property purchase price, stamp duty,
conveyancing fees, and buyer's agent fees Cannot be
claimed as an annual deduction (reduces CGT when
sold).

Loan Principal: Only the interest component is
deductible; principal repayments are not.

Travel to Property: Travel to inspect, maintain, or
collect rent for residential investment properties is 
strictly prohibited since 2017.
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2. Deep Dive: "Repairs & Maintenance" vs. "Capital Improvements"

Genuine Repairs & Maintenance (Immediate 100% Deduction)

Defined as fixing defects, damage, or wear-and-tear to restore an item back to its original functional state
without upgrading it.

Replacing broken window glass after a storm or tenant damage.

Fixing a leaking roof plumbing joint or replacing a few damaged tiles.

Servicing a broken air conditioning unit or repairing an existing fence line.

Repainting faded internal walls or structural components to maintain standard condition.

Capital Improvements & Initial Repairs (Must Be Depreciated)

Defined as adding value, extending the asset's structural life, or replacing an entire unit with an improved/
modern equivalent.

Initial Repairs: Fixing structural damage or defects that existed *at the time you purchased* the
property. The ATO views these as capital costs embedded in the purchase, not ongoing operational
repairs.

Entire Replacements: Replacing an entire fence line or replacing a whole kitchen/bathroom layout rather
than fixing structural parts.

Upgrades: Replacing laminate kitchen benchtops with stone benchtops (this constitutes an improvement
rather than a repair).

3. Critical ATO Audit Focus Areas & Pitfalls

⚠️ Watch Out for These High-Risk Audit Zones:

Co-owned Properties: Income and corresponding expense deductions must be split strictly in
accordance with legal ownership percentages shown on the property title (e.g., 50/50 for joint
tenants). You cannot arbitrarily shift deductions to the higher income earner.

Private Use Apportionment: If the property is used as a holiday home for part of the year, or is
rented to family/friends at discounted mates-rates, deductions must be proportionately reduced. You
can only claim full expenses for periods the property was genuinely available for commercial rent.

Loan Re-drawing Traps: If you re-draw funds from your investment loan to pay for personal items
(like a holiday, a private car, or funding your own home), the interest on that re-drawn portion is 
strictly non-deductible. Splitting or tracking the loan account accurately is essential.

Pre-Rental and Post-Rental Expenses: Costs incurred *before* the property is genuinely
advertised/available for rent, or *after* the tenant vacates to convert it back to your private home,
are private and cannot be claimed.

4. Compliant Record Keeping & Capital Depreciation Schedules

Quantity Surveyor Depreciation Reports: For older or newly built properties, it is highly recommended
to commission an official tax depreciation schedule from a qualified Quantity Surveyor. This ensures
legitimate maximum Division 40 and 43 claims. The cost of the report itself is 100% tax-deductible under
D10/Accountancy costs.
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The 5-Year Property Rule: For standard property deductions, retain records for 5 years from the
lodgement date. However, for Capital Works (Div 43) or purchase documents affecting CGT, records must
be kept for 5 years after the property is sold.

Required Evidence Checklist:

Annual property management statements and individual repair invoices.

Bank statements clearly showing interest charged on investment-specific loan accounts.

Historical tenancy agreements, advertising logs, and evidence of market-rate pricing to prove the
property was genuinely available for rent.
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