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1120 Connecticut Avenue NW, Suite 460
Washington, DC 20036 
202-822-NAEA (6232); 202-822-6270 fax
800-424-4339 (EA referral)
info@naea.org • www.naea.org

Tax laws are subject to change at any time. Consult your local Enrolled Agent  
for the latest information. Please Note: This information is provided to you by 
NAEA for use as general guidance. The association is not engaged in rendering 
specific legal, tax, or accounting advice. Only a qualified professional with all the 
facts at his or her disposal can determine the appropriateness of the application of 
any law to a given fact situation. If assistance is required, an Enrolled Agent  
should be consulted. 

Enrolled Agents (EAs) are federally-authorized tax practitio-
ners who have technical expertise in the field of taxation and 
are licensed to represent taxpayers before the Internal Revenue 
Service at all administrative levels for audits, collections, and 
appeals. In addition, Enrolled Agents are the only tax practitio-
ners required by federal law to maintain their expertise through 
continuing professional education. When you need up-to-date 
tax assistance, see an Enrolled Agent.

Enrolled Agents – The Tax Professionals

 Claiming
  the Home Office Deduction
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REGULAR AND EXCLUSIVE USE

For expenses associated with a home office to be deductible, it 
must be used on a regular basis. It isn’t enough to use the of-
fice occasionally. Use must be continuous, ongoing, or recur-
ring. If you did not operate a business for the entire year, you 
can only deduct the expenses paid or incurred for the portion 
of the year you used your home for business.

The exclusive use test is not met if an area is used exclusively 
for business purposes during business hours, but for personal 
purposes at other times. If you use the room to watch TV, 
house overnight guests, or even play games on the computer 
in that room, it does not qualify for the deduction. Your office 
space must be a designated area set apart from the rest of the 
house for only business use. A spare bedroom in the house 
can be converted to a legitimate home office by removing  
the bed. The U.S. Tax Court has held that a portion of a room 
can qualify for the home-office deduction even though the 
room is not divided by a partition or physically separated in 
some manner. However, this determination is based on facts 
and circumstances. 

PRINCIPAL PLACE OF BUSINESS

If your home is the sole location of your business, and you 
supply services or sell goods from that location, then you 
automatically meet the principal place of business test. Begin-
ning in 1999, a home office qualified as a principal place of 
business if it was used to conduct administrative or manage-
ment activities of a business or practice, as long as there was 
no other fixed location used to conduct substantial adminis-
trative or management activities 

DEDUCTIBLE EXPENSES

Certain costs of operating and maintaining the part of the 
home used for business are deductible.

  Indirect expenses are the expenses that cover the entire 
home. These include rent (if your home is rented), or if 
owned, real estate taxes, mortgage interest, and deprecia-
tion of the home. Include only mortgage interest that quali-

HOW CAN I CLAIM THE HOME OFFICE DEDUCTION?

To claim a home office deduction, your home office must 
be used regularly and exclusively:

1. As the principal place of your trade or business;

2.  To meet or deal with patients, clients, or customers in 
the normal course of your trade or business; or

3.  In connection with your trade or business if it is a 
separate structure that is not attached to your home.

Employees must meet an additional requirement. Their 
use of the home for any of the above conditions must be 
for the convenience of the employer. In addition, home-
related deductions are available for space regularly 
used for inventory storage by a wholesaler or retailer or 
for use as a day care facility.

fies as an indirect expense. You cannot include interest on a 
mortgage loan that did not directly benefit your home (e.g., 
a home equity loan used to pay off credit card bills, buy a 
car, or pay tuition costs). Other indirect expenses are utili-
ties such as lights and heating, home insurance, and repairs. 
The deductible portion is based on the percentage of your 
home used for business.

  Direct expenses are those that cover only the area used for 
business; for example, painting, decorating, or repairs of 
your home office. Direct expenses are deductible in full.

LIMIT ON DEDUCTIONS

Your home office deductions cannot exceed the net income 
derived from the business. This means you cannot use home 
office expenses to create or increase a tax loss from your 
business. However, unallowed home office expenses can be 
carried over to later years when there is more income from 
the business. 

EFFECT OF BUSINESS AUTO DEDUCTIONS

If your home office is your principal place of business, the 
costs of travelling between the home office and other work 
locations in the same trade or business, regardless of whether 
the other work location is regular or temporary, and regard-
less of its distance, are deductible transportation expenses.

EFFECT ON SALE OF HOME

Depreciation recapture rules apply to the profit on the por-
tion of the residence used as a home office. Consult your 
Enrolled Agent for details.

RECORDKEEPING

Good records are vital to ensure that you will be able to 
substantiate all your deductions in the event of an audit. Save 
bills, receipts, and cancelled checks. Keep a work diary of all 
hours spent working in and out of the office. Take a picture of 
your home office so you can show that it indeed existed in the 
event you move or change offices.
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