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Important Reminder
Form 8829.  If you file Schedule C, Profit or
Loss From Business,  with your Form 1040,
you must use Form 8829, Expenses for Busi-
ness Use of Your Home,  to determine your de-
duction for business use of your home.

Introduction
You must meet specific tests to take a deduc-
tion for the business use of your home. Even if
you meet these tests, your deduction may be
limited. This publication explains the require-
ments for taking the deduction and how to fig-
ure the limit. If you are an employee or file
Schedule F, the worksheet at the end of this
publication will help you figure the limit on the
amount you can deduct.

The term home includes a house, apart-
ment, condominium, mobile home, or boat. It
also includes structures on the property, such
as an unattached garage, studio, barn, or
greenhouse. However, it does not include any
part of your property used exclusively as a ho-
tel or inn.

The publication is written for those who
prepare their own returns. It does not discuss
renting out your home, part of your home, or
vacation property. For information about rent-
ing out your property, see Publication 527,
Residential Rental Property.

The rules in this publication apply to indi-
viduals, trusts, estates, partnerships, and S
corporations. They do not apply to corpora-
tions, other than S corporations. There are no
special rules for the business use of a home by
a partner or S corporation shareholder.

Useful Items
You may want to see:

❏ 523 Selling Your Home

❏ 534 Depreciation

❏ 551 Basis of Assets

❏ 583 Taxpayers Starting a Business

❏ 946 How to Begin Depreciating Your
Property



Form (and Instructions) is not a trade or business, you cannot take a Principal Place of Business 
deduction for its business use.❏ 2106 Employee Business Expenses You can have more than one business loca-

Example.  You use part of your home ex- tion, including your home, for a single trade or❏ 2106–EZ Unreimbursed Employee
clusively and regularly to read financial period- business. To deduct expenses for the busi-Business Expenses
icals and reports, clip bond coupons, and do ness use of your home, you must determine

❏ 4562 Depreciation and Amortization
similar activities for your own investments. that it is your principal place of business for

❏ 8829 Expenses for Business Use of You do not make investments as a broker or that trade or business based on all the facts
Your Home dealer. Therefore, your activities are not a and circumstances.  The two primary factors

trade or business and you cannot take a de- are:
duction for the business use of your home. 1) The relative importance of the activitiesOrdering publications and forms.  To order

performed at each business location, andfree publications and forms, call our toll-free
Exclusive Use telephone number 1–800–TAX–FORM (1– 2) The amount of time spent at each

800–829–3676). You can also write to the IRS location.‘‘Exclusive use’’ means only for business. If
Forms Distribution Center nearest you. Check you use part of your home as your business of-
your income tax package for the address. The relative importance test is consideredfice and also use it for personal purposes, you

first.do not meet the exclusive use test.
Telephone help.  You can call the IRS with A comparison of the relative importance of

Example.  You are an attorney. You use ayour tax question Monday through Friday dur- the activities performed at each business loca-
den in your home to write legal briefs and pre-ing regular business hours. Check your tele- tion depends on the characteristics of each
pare client tax returns. You also use the denphone book for the local number or you can business.  If the nature of your business re-
for personal purposes. Therefore, you cannotcall toll-free 1–800–829–1040. quires that you meet or confer with clients or
claim a business deduction for using it. patients, or requires that you deliver goods or

Telephone help for hearing-impaired per- services to a customer, the place where that
sons.  If you have access to TDD equipment, contact occurs must be given great weight inExceptions to
you can call 1–800–829–4059 with your tax determining where the most important activi-Exclusive Use question or to order forms and publications. ties are performed.  Performance of necessary
See your tax package for the hours of There are two exceptions to the exclusive use or essential activities in your home office (such
operation. test: as planning for services or the delivery of

goods, or the accounting or billing for those ac-
The use of part of your home for the stor- tivities or goods) is not controlling.

age of inventory, and If the relative importance test does notUse Tests 
clearly establish the principal place of busi-The use of part of your home as a day-care

Whether you are an employee or self-em- ness, such as when you deliver goods or ser-facility, discussed later under Day-Care
ployed, you generally cannot deduct expenses vices at both the office in your home and else-Facility.
for the business use of your home. But you can where, then the time test is considered. The
take a limited deduction for its business use if time test compares the amount of time spent

Storage of inventory.  You can deduct ex-you use part of your home exclusively and on business at your home office with the
penses that relate to the use of part of yourregularly: amount of time spent at other locations. In
home for the storage of inventory, if you meet some cases, there may be no principal place1) As the principal place of business for any all of the following five tests. of business.trade or business in which you engage,
1) You must keep the inventory for use in Example 1.  Jane Williams is an anesthesi-2) As a place to meet or deal with patients,

your trade or business. ologist.  Her only office is a room in her homeclients, or customers in the normal course
used regularly and exclusively to contact pa-of your trade or business, or 2) Your trade or business must be the tients, surgeons, and hospitals by telephone;

3) In connection with your trade or business, wholesale or retail selling of products. to maintain billing records and patient logs; to
if you are using a separate structure that prepare for treatments and presentations; to3) Your home must be the only fixed locationis not attached to your house or satisfy continuing medical education require-of your trade or business.residence. ments; and to read medical journals and

4) You must use the storage space on a reg- books.
Employee use.  Even if you meet the exclu- ular basis. Jane spends approximately 10 to 15 hours
sive and regular use tests, you cannot take a week doing work in her home office.  She

5) The space you use must be a separatelyany deduction for the business use of your spends 30 to 35 hours per week administering
identifiable space suitable for storage.home if you are an employee and either of the anesthesia and postoperative care in three

following situations apply to you. hospitals, none of which provided her with an
1) The business use of your home is not for office.Example.  Your home is the sole fixed lo-

the convenience of your employer. The essence of Jane’s business as an an-cation of your business of selling mechanics’
Whether your home’s business use is for esthesiologist requires her to treat patients intools at retail. You regularly use half of your
your employer’s convenience depends on hospitals.  The home office activities, althoughbasement for inventory storage and some-
all the facts and circumstances. However, essential, are less important to Jane’s busi-times use it for personal purposes. The ex-
business use is not considered for your ness and take less time than the services shepenses for the storage space are deductible
employer’s convenience merely because performs in the hospitals.  Her home office iseven though you do not use this part of your
it is appropriate and helpful. not her principal place of business. Therefore,basement exclusively for business.

she cannot deduct expenses for the business2) You rent all or part of your home to your
use of her home.employer and use the rented portion to Regular Use perform services as an employee. Example 2.  Sam Stone is a self-employed

‘‘Regular use’’ means on a continuing basis. plumber. His only office is a room in his home
Trade or business use.  You must use your Occasional or incidental business use of part which he uses regularly and exclusively to talk
home in connection with a trade or business to of your home does not meet the regular use with customers on the telephone, decide what
take a deduction for its business use. If you test even if that part is used for no other supplies to order, and review the books of the
use your home for a profit-seeking activity that purpose. business. Sam also employs Helen Green, a
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full-time unrelated employee, to perform ad- with students at the school and to grade pa- Separate Structures 
pers and tests. In addition to a small shared of-ministrative services in Sam’s office such as

You can deduct expenses for a separate free-fice at the school, Nelson maintains a home of-answering the telephone, scheduling Sam’s standing structure, such as a studio, garage,fice for use in class preparation and for gradingappointments, ordering supplies, and keeping or barn, if you use the structure exclusivelypapers and tests. Nelson spends approxi-Sam’s books. and regularly for your business. The structuremately 25 hours per week at the school, andSam spends approximately 40 hours a does not have to be your principal place of30 to 35 hours per week in his home office.week at his customers’ homes and offices, in- business or a place where you meet patients,The essence of Nelson’s work as a teacherstalling and repairing plumbing. He spends ap- clients, or customers.requires him to teach and meet with studentsproximately 10 hours a week doing work in his
Example.  John Berry operates a floralat the school. Although the class preparationhome office.

shop in town. He grows the plants for his shopand grading take more time and are essential,
The essence of Sam’s trade or business as in a greenhouse behind his home. Since hethey are less important than the activities at

a plumber requires him to perform services uses the greenhouse exclusively and regularlythe school. Nelson cannot deduct expenses
and deliver goods at the homes or offices of for the business use of his home. Because his in his business, he can deduct the expenses
his customers. Sam’s home office activities, home office is not the principal place of busi- for its use subject to the deduction limit, ex-
although essential, are less important and take ness, it is not necessary to determine whether plained later.
less time than the work Sam does in the cus- he maintains the office for the convenience of
tomers’ homes and offices. Therefore, Sam’s his employer.
office in the home is not his principal place of

Business Part of Homebusiness and he cannot deduct expenses for More than one trade or business.  Whether
the business use of the home. The fact that your home office is the principal place of busi- Expenses ness must be determined separately for eachHelen, Sam’s employee, performs administra-

trade or business activity. One home officetive activities at Sam’s office does not alter this If you use part of your home for business and
may be the principal place of business for meet the requirements discussed earlier, youresult.
more than one activity; however, you will not must divide the expenses of operating yourExample 3.  Joe Smith is a salesperson. meet the exclusive use test for any activity un- home between personal and business use.His only office is a room in his house used reg- less each activity conducted in that office This section explains how to divide each

ularly and exclusively to set up appointments, meets all the tests for the business use of the expense.
store product samples, and write up orders home deduction. Some expenses you pay to maintain your
and other reports for the companies whose Example.  Tracy White is employed as a home are directly related to its business use.
products he sells. teacher. Her principal place of work is the Some are indirectly related, and some are un-

Joe’s business is selling products to cus- school. She also has a mail order jewelry busi- related. You can deduct all of your direct ex-
tomers at various locations within the metro- ness. All her work in the jewelry business is penses and part of your indirect expenses,
politan area where he lives.  To make these done in her home office and the office is used both subject to the limit discussed later. If you
sales, he regularly visits the customers to ex- exclusively for the business. If she meets all file Schedule C, figure the allowable deduction
plain the available products and to take orders. the other tests, she may deduct expenses for on Form 8829. If you are an employee or file
Joe makes only a few sales from his home of- business use of her home for the jewelry Schedule F, you may find it convenient to use
fice. Joe spends an average of 30 hours a business. the worksheet at the back of this publication to
week visiting customers and 12 hours a week If Tracy makes any use of the office for help figure your deductible expenses.
working at his home office. work related to her teaching, the exclusive use If you use the cash method of accounting,

test is not met for the jewelry business. SheThe essence of Joe’s business as a sales- you can deduct only the expenses you pay
may not take any home office deduction for ei-person requires him to meet with customers during the tax year. You use the cash method
ther activity because her job as a teacher does of accounting if you deduct expenses whenprimarily at the customer’s place of business.
not meet the tests for the deduction. they are actually paid. However, a special ruleThe home office activities, although essential,

for insurance is explained later underare less important to Joe’s business and take
Insurance.less time than the sales activities he performs Place To Meet Patients,

The total expenses you can deduct for bus-when visiting customers. Therefore, Joe’s Clients, or Customers iness use of your home are limited to the grosshome office is not his principal place of busi-
If you meet or deal with patients, clients, or income from the business use of your home,ness and he cannot deduct expenses for the
customers in your home in the normal course as discussed later under Deduction Limit.business use of his home. of your business, even though you also carry Unrelated expenses benefit only the parts

Example 4.  Fred Jones, a salesperson, on business at another location, you can de- of your home that you do not use for business.
duct your expenses for the part of your homeperforms the same activities in his home office These include repairs to personal areas of
used exclusively and regularly for business.as Joe Smith in Example 3, except that Fred your home, lawn care, and landscaping. You
This applies only to an office visited by your cli-makes most of his sales to customers by tele- cannot deduct unrelated expenses.
ents. It does not apply to a room where youphone or mail from his home office. Fred
make or receive phone calls, but do not meetspends an average of 30 hours a week work- Part year use.  You cannot take a deduction
with clients.ing at his home office and 12 hours a week vis- for business use of the home for expenses in-

Doctors, dentists, attorneys, and other pro-iting prospective customers to deliver products curred during any part of the year you did not
fessionals who maintain offices in their homesand occasionally take orders. use your home for business purposes. For ex-
will generally meet this requirement.The essence of Fred’s business as a sales- ample, if you begin using part of your home for

The part of your home you use exclusivelyperson requires him to make telephone or mail business on July 1, and you meet all of the
and regularly to meet patients, clients, or cus- tests from that date until the end of the year,contact with customers primarily from his of-
tomers does not have to be your principal only your expenses for the last half of the cal-fice, which is in his home.  Actually visiting cus-
place of business. endar year are taken into consideration in fig-tomers is less important to Fred’s business

Example.  June Quill, an attorney, works 3 uring your allowable deduction.and takes less time than the sales activities he
days a week in her city office. She works 2performs from his home office. Therefore, he
days a week in her home office used only forcan deduct expenses for the business use of Direct Expenses business. She regularly meets clients there.his home. Direct expenses benefit only the business partHer home office qualifies for a business de-

Example 5.  Nelson Lewis is employed as of your home. They include painting or repairsduction because she meets clients there in the
made to the specific area or room used fora teacher. He is required to teach and meet normal course of her business.
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a five-room house for business, you use one-
fifth, or 20%, of the total area for business.

Real Estate Taxes 
To figure the business part of your real estate
taxes, multiply the real estate taxes paid by the
percentage of your home used for business.

For more information on amounts allowa-
ble as a deduction for taxes, see Publication
530 ,  Tax  In fo rmat ion  fo r  F i rs t -T ime
Homeowners.

Deductible Mortgage Interest 
To figure the business part of your deductible
mortgage interest, multiply this interest by the
percentage of your home used in business.
You can include interest on a second mort-
gage in this computation. For more information
on what interest is deductible, see Publication
936, Home Mortgage Interest Deduction.

Casualty Losses 
If you have a casualty loss on your home or
other property you use in business, you can
deduct the business part of the loss as a busi-
ness expense. Treat a casualty loss as an un-
related expense, a direct expense, or an indi-
rect expense depending on the property
affected.

If the loss is on property you do not use in
your business, no business deduction
is allowed for it (an unrelated expense).

If the loss is on property you use only in
your business, the entire loss is a busi-
ness deduction (a direct expense).

If the loss is on property you use for both
business and personal purposes, only
the business part is a business deduc-
tion (an indirect expense).

If your business property is completely de-
stroyed (becomes totally worthless), your de-
ductible loss is the adjusted basis of the prop-
erty, minus any salvage value and any
insurance or other reimbursement you receive
or expect to receive. Figure the loss withoutbusiness. You can deduct direct expenses in Figuring the business percentage.  To fig-
taking into account any decrease in fair marketfull. ure deductions for the business use of your
value.home, find the business percentage. You can

In a partial destruction, the deductible loss
do this by dividing the area used for businessIndirect Expenses is the decrease in fair market value of the prop-
by the total area of your home. You may mea- erty or the adjusted basis of the property,Indirect expenses are for keeping up and run-
sure the area in square feet. To figure the per- whichever is less. You must reduce thisning your entire home. They benefit both the
centage of your home used for business, di- amount by any insurance or other reimburse-business and personal parts of your home. Ex-
vide the number of square feet of space used ment you receive or expect to receive.amples of indirect expenses include:
for business by the total number of square feet You must figure separately each individual

Real estate taxes, of space in your home. If the rooms in your identifiable property damaged or destroyed.
home are about the same size, you can alsoDeductible mortgage interest, Casualty losses to nonbusiness use prop-
figure the business percentage by dividing the erty are only deductible if you itemize deduc-Casualty losses,
number of rooms used for business by the tions and the loss exceeds $100 plus 10% of

Rent, number of rooms in the home. You can also your adjusted gross income. For a loss on
use any other reasonable method to deter- property which you use both for business andUtilities and services,
mine the business percentage. nonbusiness purposes, these limits will apply

Insurance, only to the nonbusiness part.Example 1.  Your home measures 1,200
If your business property is stolen, your de-Repairs, square feet. You use one room that measures

ductible loss is your adjusted basis in the prop-Security systems, and 240 square feet for business. Therefore, you
erty, reduced by any insurance or other reim-

use one-fifth (240 ÷ 1,200), or 20%, of the totalDepreciation. bursement you receive or expect to receive.
area for business. For information on a casualty loss to non-

Example 2.  If the rooms in your home areYou can deduct the business percentage of business property, see Publication 547, Non-
about the same size, and you use one room inyour indirect expenses. business Disasters, Casualties, and Thefts.
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If you began to use part of your home forRent Security System 
business in 1994, depreciate that part as non-If you install a security system that protects allIf you rent, rather than own, a home and meet
residential real property under the modified ac-the doors and windows in your home, you canthe requirements for business use of the
celerated cost recovery system (MACRS).deduct the business part of the expenses youhome, you can deduct part of the rent you pay. Under MACRS, nonresidential real property isincur to maintain and monitor the system. YouTo figure your deduction, multiply your rent depreciated using the straight line methodcan also take a depreciation deduction for thepayments by the percentage of your home over 39 years. See Publication 946 for morepart of the cost of the security system relatingused for business. information.to the business use of your home.If you own your home, see Depreciation, To figure depreciation on the business part

later. You cannot deduct the fair rental value of of your home, you need to know:Depreciation your home.
1) The business-use percentage of yourThe cost of property that can be used for more

home,than 1 year, such as a building, a permanentUtilities and Services 
2) The first month in your tax year for whichimprovement, or furniture, is a capital expendi-

Expenses for utilities and services, such as you can deduct business use of yourture. You generally cannot deduct its entire
electricity, gas, trash removal, and cleaning home expenses, andcost in 1 year. Nor can you deduct the principal
services, are primarily personal expenses. payments you make on your home mortgage 3) The adjusted basis and fair market valueHowever, if you use part of your home for busi- or on improvements to your property because of your home at the time you qualify for aness, you can deduct the business part of these payments are capital expenditures. deduction.these expenses. Generally, the business per- However, you may be able to recover this cost
centage for utilities is the same as the percent- by taking annual deductions for depreciation. Adjusted basis of home.  The adjusted basisage of your home used for business, but it may Land is not depreciable property. You gen- of your home is generally its cost plus the costbe different. erally cannot recover the cost of land until you of any permanent improvements that you

dispose of it.Example.  Your electric bill is $400 for made to it minus any casualty losses deducted
lighting, cooking, laundry, and television. Only in earlier tax years. For a discussion of ad-

Permanent improvements.  A permanent im-the lighting is used for business. If $250 of your justed basis, see Publication 551.
provement increases the value of property,electric bill is for lighting and you use 10% of When you change part of your home from
adds to its life, or gives it a new or differentyour home for business, then $25 is deductible personal to business use, your basis for depre-
use. Examples of improvements are replace-as a business expense. ciation is the business use percentage times
ment of electric wiring or plumbing, a new roof, the lesser of:
an addition, paneling, remodeling, or majorTelephone.  The basic local telephone service 1) The adjusted basis of your home (exclud-modifications.charge, including taxes, for the first telephone ing land) on the date of change, orIf you make repairs as part of an extensiveline into your home is a nondeductible per- 2) The fair market value of your home (ex-remodeling or restoration of your home, thesonal expense. However, charges for busi- cluding land) on the date of change.entire job is an improvement. You must care-ness long-distance phone calls on that line, as
fully distinguish between repairs and improve-

well as the cost of a second line into your home Depreciation table.  If 1994 was the first yearments. You must also keep accurate records
used exclusively for business, are deductible you used your home for business, you may fig-of these expenditures. These records will help
business expenses. You may deduct these ex- ure your 1994 depreciation for the businessyou decide whether an expenditure is a de-
penses even if you do not qualify to deduct ex- part of your home by using the appropriateductible expense or a capital expenditure.
penses for the business use of your home. De- percentage from the following table.Example.  You buy an older home and fixduct these charges separately on the

up two rooms as a hairdressing shop. You Month of Tax Yearappropriate schedule. Do not include them in
patch the plaster on the ceilings and walls, First Used for Business Percentagesyour home office deduction.
paint, repair the floor, put in an outside door, 1 2.461%
and install new wiring, plumbing, and other 2 2.247%Insurance equipment. The plaster patching, painting, and 3 2.033%
floor work are repairs. However, since thisYou can deduct the cost of insurance that cov- 4 1.819%
work is done as part of a general plan to alterers the business part of your home. However, 5 1.605%
your home for business use, the amount youif your insurance premium gives you coverage 6 1.391%
pay for this work is a capital expenditure. Youfor a period that extends past the end of your 7 1.177%
cannot deduct it as a repair expense.tax year, you can deduct only the business 8 0.963%

percentage of the part of the premium that 9 0.749%
Basis adjustment.  You must decrease thegives you coverage for your tax year. You can 10 0.535%
basis of your property by the amount of depre-deduct the business percentage of the part 11 0.321%
ciation you could have deducted on your taxthat applies to the following year in that year. 12 0.107%
returns under the method of depreciation you

Multiply the depreciable basis of the busi-selected. If you took less depreciation than youRepairs ness part of your home by the percentage fromcould have under the method you selected,
The cost of repairs and supplies that relate to the table for the first month in your tax year thatyou must decrease the basis by the amount
your business, including labor (other than your you use your home for business. See Table A–you could have taken under that method.
own labor), is a deductible expense. For exam- 7a in Appendix A in Publication 534 for the per-If you deducted more depreciation than
ple, a furnace repair benefits the entire home. centages for the remaining tax years of the re-you should have, you must decrease your ba-
If you use 10% of your home for business, you covery period.sis by the amount you should have deducted,
can deduct 10% of the cost of the furnace plus the part of the excess deducted that actu- Example.  In April 1994, George Miller be-
repair. ally decreased your tax liability for any year. gan to use one room in his home exclusively

Repairs keep your home in good working For more information, see Publication 551. and regularly to meet clients. This room is 8%
order over its useful life. Examples of common of the square footage of his home. He bought
repairs are patching walls and floors, painting, Depreciating your home.  If you began to use the home in 1980 for $100,000. He determined
wallpapering, repairing roofs and gutters, and part of your home for business before 1994, from his property tax records that his adjusted
mending leaks. However, repairs are some- continue to use the same depreciation method basis in the house (exclusive of land) is
times treated as a permanent improvement. you used in past tax years. See Publication $90,000. The house had a fair market value of
See Permanent improvements, later. 534 for complete information on depreciation. $165,000 in April. He multiplies his adjusted
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basis (which is less than fair market value) by fully under Indirect Expenses, earlier), added to your depreciation for 1995, subject to
and your 1995 gross income limit.8%. The result is $7,200, his depreciable basis

for the business part of the house. 2) The business expenses that are not attrib-
More than one place of business.  If part ofGeorge files his return based on the calen- utable to the business use of your home
the gross income from your trade or businessdar year. April is the 4th month of his tax year. (for example, salaries or supplies).
is from the business use of part of your homeHe multiplies his depreciable basis of $7,200
and part is from a place other than your home,by 1.819% (.01819), the percentage from the If you are self-employed, do not include in (2) you must determine the part of your gross in-table for the 4th month. The result is $130.97, above your deduction for half of your self-em- come from the business use of your homehis depreciation deduction for 1994. ployment tax. before you figure the deduction limit. In making

You can carry forward to your next tax year this determination, consider the amount of
deductions over the current year’s limit. TheseRecordkeeping time you spend at each location, the business
deductions are subject to the gross incomeYou do not have to use a particular method of investment in each location, and any other rel-
limit from the business use of your home forrecordkeeping, but you must keep records that evant facts and circumstances.
the next tax year. The amount carried forwardprovide the information needed to figure your
will be allowable only up to your gross incomedeductions for the business use of your home. Where To Deduct in the next tax year from the business in whichYou should keep canceled checks, receipts,

Deduct expenses for the business use of yourthe deduction arose, whether or not you live inand other evidence of expenses you paid.
home on Form 1040. Where you deduct thesethe home during that year.Your records must show:
expenses on Form 1040 depends on whetherIf your total mortgage debt is more than

1) The part of your home you use for you are:$1,000,000 or your home equity debt is more
business, than $100,000, your deduction may be limited. 1) An employee, or

See Publication 936 to compute your deducti-2) That you use this part of your home exclu- 2) A self-employed person.ble home mortgage interest.sively and regularly for business as either
For more information on nonbusiness cas-your principal place of business or as the

ualty losses, see Publication 547. For informa-place where you meet or deal with clients Employees tion on business casualty losses, see Casualtyor customers in the normal course of your
As an employee, you must itemize deductionslosses, earlier.business (however, see the earlier dis-
on Schedule A (Form 1040) to claim expensescussion, Exceptions to Exclusive Use),
for the business use of your home and anyFiguring deduction limit and carryover.  Ifand
other employee business expenses. This ap-you are an employee or file Schedule F, Profit3) The depreciation and expenses for the plies to all employees, including outsideor Loss From Farming, use the worksheet atbusiness part of your home. salespersons.the back of this publication to figure your de-

If you have employee expenses for whichduction limit. If you file Schedule C, figure your
You must keep your records for as long as they you were not reimbursed, report them on linededuction limit on Form 8829.
are important for any Internal Revenue law. 20 of Schedule A. You generally must also

Example.  You meet the requirements forThis is usually 3 years from the date the return complete Form 2106, if:
deducting expenses for the business use ofwas due or filed, or 2 years from the date the 1) You claim any travel, transportation,your home. You use 20% of your home for thistax was paid, whichever is later. meal, or entertainment expenses, orbusiness. In 1994, your gross income, busi-Keep records that support your basis in
ness expenses, and computation of expenses 2) Your employer paid you for any of youryour home for as long as they are needed to
for the business use of your home are as job expenses reportable on line 20.figure the correct basis of your original or re-
follows: (Amounts your employer included in box 1placement home. This includes records of any

of your Form W–2 are not considered paidimprovements to your home and any deprecia-
Gross income from business $ 6,000 by your employer).tion you are allowed because you maintained
Less: Deductible mortgage interest and

an office in your home. You may keep copies
real estate taxes (20% allowable as However, you may use a simpler form,of Forms 8829 or the Publication 587 work-
business part) 3,000 Form 2106–EZ, instead of Form 2106, if:sheets as records of depreciation.

Balance $ 3,000 1) You were not reimbursed for your ex-For more information on recordkeeping,
Less: Business expenses other than for penses by your employer, or if you weresee Publication 583.

use of home (business phone and reimbursed, the reimbursements were in-
depreciation on office equipment) 2,000 cluded in box 1 of your Form W–2, and

Gross income limit $ 1,000 2) If you claim car expenses, you use theDeduction Limit Less: Other expenses allocable to standard mileage rate.
business use of home:If your gross income from the business use of

1) Maintenance, insurance, and When your employer pays for your ex-your home equals or exceeds your total busi-
utilities (20%) 800 penses, the payments generally should not beness expenses (including depreciation), you
Limit on further deduction $ 200 on your Form W–2 if you:can deduct all of your expenses for the busi-

2) Depreciation (20%) 1,600ness use of your home. But if your gross in- 1) Account to your employer for the ex-
come from that use is less than your total busi- penses, andDepreciation carried over to 1995 subject
ness expenses, your deduction for certain to income limit in 1995 $ 1,400 2) Are required to return, and do return, anyexpenses for the business use of your home is

payments not spent for businesslimited. The total of your deductions for other-
You can deduct all of the business part of expenses.wise nondeductible expenses, such as utili-

your deductible mortgage interest and real es-ties, insurance, and depreciation (with depre-
tate taxes. You can also deduct all of the busi- If you account to your employer and yourciation taken last) cannot be more than your
ness part of your expenses for maintenance, business expenses equal your reimburse-gross income from the business use of your
insurance, and utilities, because the total is not ment, do not report the reimbursement as in-home minus the sum of:
more than the $1,000 gross income limit. But come and do not deduct the expenses.

1) The business percentage of the otherwise your deduction for depreciation for the busi-
deductible mortgage interest, real estate ness use of your home is limited to $200 for Accounting to employer.  You account to
taxes, and casualty and theft losses 1994 because of the gross income limit. The your employer when you give your employer
(these three items are discussed more $1,400 balance can be carried forward and documentary evidence and an account book,
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diary, or similar statement to verify the amount, home. Your employer does not reimburse you subtract that amount from your total real estate
time, place, and business purpose of each ex- for any of your business expenses, and you taxes on line 11. The remainder is deductible
pense. You are also treated as accounting to are not otherwise required to file Form 2106 or on Schedule A, line 6. Do not deduct any of the
your employer if your employer gives you a Form 2106–EZ. business part of real estate taxes on Schedule
fixed allowance that is similar in form to an al- As an employee, you do not have gross re- A.
lowance specified by the federal government ceipts, cost of goods sold, etc. You begin with If you file Schedule F, include the business
and you verify the time, place, and business gross income from the business use of your part of real estate taxes with your total busi-
purpose of each expense. See the instructions home, which you determine to be $6,000. Your ness use of the home expenses on line 34.
for Form 2106 and Publication 463, Travel, En- total employee business expenses not attribu- Enter the nonbusiness part of your real estate
tertainment, and Gift Expenses, for more table to the use of your home, such as adver- taxes on line 6 of Schedule A.
information. tising, supplies, and telephone use, total

$3,000. Subtract this amount from your gross Casualty losses.  If you file Schedule F, enter
income from the business use of your home.Deductible mortgage interest.  Although you the business part of casualty losses (line 31 if
Your balance is $3,000.generally can deduct expenses for the busi- you use the worksheet) on line 27 of Form

The percentage of expenses attributable toness use of your home on line 20 of Schedule 4684, Section B. Also complete lines 19
the business use of your home is 20%. Your al-A, do not include any deductible home mort- through 26 of Section B. Write ‘‘See attached
lowable mortgage interest and real estategage interest on that line. Instead, deduct both statement’’ above line 27.
taxes are $2,000. Deduct this amount on thethe business and nonbusiness parts of this in- If you are using Form 8829, refer to the
lines of your Schedule A for interest and taxes.terest on line 9a or 9b of Schedule A. specific instructions for lines 9 and 27, and
Subtract this $2,000 from your balance ofIf the home mortgage interest you can de- enter the amount from line 33 on line 27 of
$3,000. Your gross income limit is $1,000.duct on lines 10 or 11 is limited by the home Form 4684, Section B. Write ‘‘See Form 8829’’
Your other expenses for the business use ofmortgage interest rules, you cannot deduct the above line 27. See the instructions for Form
your home cannot be more than $1,000.excess as an employee business expense on 4684.

 The business part of your maintenance, in-line 20 of Schedule A, even though you use
surance, and utilities for your home is $800.part of your home for business. To determine if Other expenses.  Report the other home ex-
The business part of your depreciation isthe limits on home mortgage interest apply to penses that would not be allowable if you did
$1,600. Add $1,000 ($800 plus $200 of the de-you, see the instructions for Schedule A or not use your home for business (insurance,
preciation expense) to the $3,000 for yourPublication 936. maintenance, utilities, depreciation, etc.), on
other business expenses, and deduct the the appropriate lines of your Form 8829. If you
$4,000 total as a miscellaneous deduction onReal estate taxes.  Deduct both the business rent rather than own your home, include the
line 20, Schedule A. It is then subject to the 2%and nonbusiness parts of your real estate rent you paid on line 20. If any of these ex-
of adjusted gross income limit. Carry over thetaxes on line 6 of Schedule A. For more infor- penses exceed the deduction limit, carry them
$1,400 of your depreciation expense that ex-mation on amounts allowable as a deduction over to next year. They will be subject to the
ceeds the deduction limit to the next tax year,for taxes, see Publication 530. gross income limit from the business use of
subject to the deduction limit for that year. your home next year.

Casualty losses.  Compute the deductible If you file Schedule F, include your other
business part of casualty losses in Section B of home expenses that would not be allowable ifSelf-Employed Persons 
Form 4684, Casualties and Thefts. Enter the you did not use your home for business (insur-If you are self-employed and file Schedule C,
business part of casualty losses (line 31 of the ance, maintenance, utilities, depreciation,attach Form 8829 to your return. If you file
worksheet) on line 27 of Form 4684, Section B. etc.), with your total business use of the homeSchedule F, report your entire deduction for
Also complete lines 19 through 26. Write ‘‘See expenses on line 34 of Schedule F. If any ofbusiness use of the home, up to the limit dis-
attached statement’’ above line 27. these expenses exceed the deduction limit,cussed earlier (line 32 if you used the work-

carry them over to the next year. They will besheet) on line 34 of Schedule F. Write ‘‘Busi-
Other expenses.  If you file Form 2106 or subject to the gross income limit from the busi-ness Use of Home’’ on the line beside the
Form 2106–EZ, report the business part of ness use of your home next year.entry.
your other expenses (utilities, maintenance,
insurance, depreciation, etc.) that do not ex- Business expenses not for the use of yourDeductible mortgage interest.  If you file
ceed the limit on line 4 of Form 2106 (or Form home.  Deduct in full your business expensesSchedule C, enter all your deductible mort-
2106–EZ). Add these to your other employee that are not for the use of your home (dues,gage interest on line 10 of Form 8829. After
business expenses and complete the rest of salaries, supplies, certain telephone ex-you have figured the business part of the mort-
the form. The total from line 10, Form 2106, or penses, etc.) on the appropriate lines ofgage interest on Form 8829, subtract that
line 6, Form 2106−EZ, is entered on line 20 of Schedule C or Schedule F. Because these ex-amount from the total mortgage interest on line
Schedule A, where it is subject to the 2% of ad- penses are not for the use of your home, they10. The remainder is deductible on Schedule
justed gross income limit. If you do not have to are not subject to the deduction limit for busi-A, lines 10 and 11. Do not deduct any of the
file Form 2106 or Form 2106–EZ, enter your ness use of the home expenses.business part on Schedule A. If the amount of
total expenses directly on line 20 of Schedule interest you deduct on Schedule A for your
A. home mortgage is limited, enter the excess on

Business expenses not attributable to line 16 of Form 8829. Day-Care Facility use of your home.  If you have any employee If you file Schedule F, include the business
business expenses not attributable to the use part of your deductible home mortgage inter- You can deduct expenses for using part of
of your home, such as advertising, and you est with your total business use of the home your home on a regular basis to provide day-
were not reimbursed for them, and you are not expenses on line 34. You can use the work- care services if you meet the following
claiming travel, transportation, meal, or en- sheet at the back of this publication to figure requirements.
tertainment expenses, do not fill out Form the deductible part of mortgage interest.

1) You must be in the trade or business of2106 or Form 2106–EZ. Enter these expenses To determine if the limits on qualified home
providing day care for children, for per-directly on line 20 of Schedule A, where they mortgage interest apply to you, see the in-
sons 65 or older, or for persons who areare subject to the 2% of adjusted gross income structions for Schedule A or Publication 936.
physically or mentally unable to care forlimit.
themselves.Example.  You are an employee who Real estate taxes.  If you file Schedule C,

works at home for the convenience of your em- enter all your deductible real estate taxes on 2) You must have applied for, been granted,
ployer. Your business use meets the require- line 11 of Form 8829. After you have figured or be exempt from having a license, certi-
ments for deduction for business use of your the business part of your taxes on Form 8829, fication, registration, or approval as a day-
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care center or as a family or group day- basement is used for day care for a total of the cost of food consumed by you or your
family.care home under applicable state law. 3,000 hours (250 days × 12 hours). The base-

If you deduct the cost of food for your day-You do not meet this requirement if your ment can be used 8,760 hours (24 hours × 365
care business, keep a separate record (withapplication was rejected or your license or days) during the year. Only 34.25% (3,000 ÷
receipts) of your family’s food costs.other authorization was revoked. 8,760) of the expenses of her basement are

Reimbursements you receive from a spon-business expenses. Mary may deduct 34.25%
sor under the Child and Adult Food Care Pro-If you regularly use part of your home for of any direct expenses for the basement.
gram of the Department of Agriculture are onlyday care, figure what part of your home is used However, only 34.25% of the basement part of
taxable to the extent they exceed your ex-for it, as explained earlier under Business Part her indirect expenses are business ex-
penses for food for eligible children. If your re-of Home Expenses. If you use that part exclu- penses. Because the basement is 50% of the
imbursements are more than your expensessively for day care, deduct all the allocable ex- total area of her home, she can deduct 17.13%
for food, show the difference as income in Partpenses, subject to the deduction limit. (34.25% of 50%) of her indirect expenses.
I of Schedule C. If your food expenses areIf the use of part of your home as a day- Mary completes Part I of Form 8829 as
greater than the reimbursements, show thecare facility is regular, but not exclusive, you shown in Figure B.
difference as an expense in Part V of Schedulemust figure what part of available time you ac-

Example 2.  Assume the same facts as in C. Do not include payments or expenses fortually use it for business. A room that is availa-
Example 1 except that Mary also has another your own children if they are eligible for theble for use throughout each business day and
room that is available each business day for program. Follow this procedure even if you re-that you regularly use in your business is con-
children to take naps in. Although she did not ceive a Form 1099 reporting a payment fromsidered to be used for day care throughout

the sponsor.keep a record of the number of hours the roomeach business day. You do not have to keep
was actually used for naps, it was used for partrecords to show the specific hours the area
of each business day. Since the room waswas used for business. You may use the area
available during regular operating hours eachoccasionally for personal reasons. However, a Sale or Exchangebusiness day and was used regularly in theroom you use only occasionally for business
business, it is considered to be used for daydoes not qualify for the deduction. of Your Home 
care throughout each business day. There-To find what part of the available time you If you sell your home and within 2 years buyfore, in figuring her expenses, 34.25% of anyactually use your home for business, compare one that costs more than the sale price of yourdirect expenses of the basement and room arethe total business-use time to the total time old home, you must generally postpone recog-
deductible. In addition, 34.25% of the indirectthat part of your home can be used for all pur- nizing any gain on the sale. But if in the year of
expenses of the basement and room are busi-poses. You may compare the hours of busi- sale you were able to deduct expenses for the
ness expenses. Because the basement andness use in a week with the number of hours in business use of a part of your home, postpone
room are 60% of the total area of her home,a week (168). Or you may compare the hours recognizing gain only on the nonbusiness part.
Mary can deduct 20.55% (34.25% of 60%) ofof business use for the tax year with the num- You must recognize any gain on the business
her indirect expenses.ber of hours in your tax year (8,760 in 1994). part. Similarly, if you have a loss on the sale of

Example 1.  In 1994, Mary Lake uses her your home, you can deduct the loss only on
Meals.  If you provide food for your day-carebasement to operate a day-care business for the business part. You cannot deduct any loss
business, do not include the expense as a costchildren. Her home totals 3,200 square feet, on the nonbusiness part.
of using your home for business. Claim it as aand the basement includes 1,600 square feet To figure whether the cost of your new
separate deduction on your Schedule C. Youor 50% of the total area of the home (1,600 ÷ home is more than the sale price of your old
can deduct 100% of the cost of food consumed3,200). She uses the basement for day care an home for postponing recognition of gain, com-
by your day-care recipients and 50% of theaverage of 12 hours a day, 5 days a week, for pare the nonbusiness part of your old home’s
cost of food consumed by your employees as50 weeks. During the other 12 hours, the fam- sale price with the nonbusiness part of your

ily can use the basement. During the year, the a business expense. But you can never deduct new home’s cost.
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If your business use does not meet the re- 50% or less, you cannot take a section 179 de- for use in the active conduct of your business.
quirements for the allowance of a business de- duction. You must figure the depreciation for it You cannot take a section 179 deduction for
duction for the year of sale, do not divide the using the Alternate Depreciation System the basis of the business part of your home.
gain on the sale between the business and (ADS) method (straight line), as explained The total cost you can deduct in 1994 can-
nonbusiness parts. Under these circum- under ADS System, in Publication 534. not exceed $17,500. But there are certain pro-
stances, all your gain can be postponed if your visions that can reduce this maximum.If you use listed property more than 50% in
purchase of another home meets all the other The total cost that you can deduct each taxa business in the tax year the property is
requirements for this treatment. year is limited to your total taxable incomeplaced in service but not in a later year of the

For more information on the sale or ex- from the active conduct of all your trade or bus-recovery period, determine your depreciation
change of a home used partly for business, iness activities, including wages, during thefor property placed in service before 1987 us-
see Publication 523. tax year. Figure taxable income for this pur-ing Table C–16 in Appendix C of Publication

pose in the usual way but without a deduction534. For property placed in service after 1986,
for the cost of the section 179 property or a de-Depreciation.  If you used any part of your you must use the ADS method. You determine
duction for half of the self-employment tax.home for business, you must adjust the basis your depreciation for the tax year and any sub-
See How To Figure the Deduction, in Chapterof your home for any depreciation you were al- sequent tax years as if that listed property
2 of Publication 534, for more information.lowed for its business use, even if you did not were not used more than 50% for business in

You choose how much (subject to the limit)claim it. If you took less depreciation than you the year it was placed in service.
of the cost you want to deduct under sectioncould have under the method you selected, In the tax year for which the use is 50% or
179 and how much you want to depreciate.you must decrease the basis by the amount less you may have to include in income (recap-
You do not have to deduct the full cost of theyou could have taken under that method. For ture) part of the depreciation claimed in earlier
property. You can deduct part of its cost undermore information, see Publication 551. tax years. For more information on recapturing
section 179 and depreciate the rest over its re-If you used ACRS, MACRS, or some other depreciation on listed property, see Publica-
covery period. You can spread the section 179accelerated method to figure your deprecia- tion 534.
deduction over several items of property in anytion, some of the gain on the sale of the busi- Employee.  If you use listed property, such
way you choose as long as the total does notness part of your home may be treated as ordi- as a home computer, in your work as an em-
exceed the maximum allowable.nary income. ployee, it will not be treated as used for busi-

You elect to take the section 179 deductionness for the more-than-50% test unless:
by completing Part I of Form 4562.

1) The use is for the convenience of your In Part II of Form 4562 you depreciate,
employer, andBusiness Furniture and under MACRS, the cost of depreciable prop-

2) The use is required as a condition of your erty bought in 1994 that is not deducted underEquipment 
employment. section 179. Most business property in a home

Even if you do not qualify for a business use of office is either 5-year or 7-year property under
the home deduction, you may be allowed to MACRS.‘‘As a condition of your employment’’
take a depreciation deduction or elect a sec- means that the use of the property is neces- 5-year property includes computers andtion 179 deduction for furniture and equipment sary for you to properly perform your work. peripheral equipment, typewriters, cal-you use in your home for business or work as Whether the use of the property is required for culators, adding machines, andan employee. this purpose depends on all the facts and cir- copiers.There are different rules, explained later, cumstances. Your employer does not have to

7-year property includes office furniturefor property you bought to use for business tell you specifically to have a computer in your
and equipment such as desks, files,and property you previously used for personal home. Nor is a statement by your employer to
and safes.purposes. that effect sufficient.

If you placed furniture or equipment in ser- Investment time.  The time you use the
Under MACRS, you generally use the half-vice in your business before 1994, you con- computer for investments does not count as

year convention, which allows you to deduct atinue to claim depreciation deductions over its business-use time for the more-than-50% test.
half year of depreciation in the first year yourecovery period. See Publication 534 for more However, if you meet the more-than-50% test,
use the property in your business. If more thaninformation. you can take into account the combined busi-
40% of your depreciable basis is placed in ser-ness and investment time to figure your depre-
vice during the last 3 months of your tax year,ciation deduction under MACRS. If you do notListed Property 
you must use the mid-quarter convention in-meet the test, you can use the combined timeIf you use certain types of property, called stead of the half-year convention).to figure the depreciation deduction under thelisted property, in your home, special rules Figure your depreciation by applying thestraight line method.apply to the depreciation deductions you are appropriate percentage from the following ta-If you use your computer to produce in-allowed to take. Listed property includes any ble (which has been adjusted for the half-yearcome from investments, see Publication 529,property of a type generally used for entertain- convention) to each property’s cost minus anyMiscellaneous Deductions.ment, recreation, and amusement (including section 179 deduction taken on the property.

photographic, phonographic, communication,
Reporting and substantiation require-and video recording equipment). Listed prop- Percentages
ments.  If you use listed property in your busi-erty also includes computers and related Recovery year 5-year property 7-year property
ness, you must file Form 4562 to claim a de-equipment unless they are used in a qualifying 1 20% 14.29%
preciation or section 179 deduction. Begin withoffice in your home. If you use your computer 2 32% 24.49%
Part V, Section A of that form.in a qualifying office in your home, see Prop- 3 19.2% 17.49%

You must keep adequate records to proveerty Bought for Business Use, later. For a com- 4 11.52% 12.49%
your business use of any listed property.plete discussion of listed property, see Chap- 5 11.52% 8.93%

ter 4 in Publication 534. 6 5.76% 8.92%
7 8.93%Property Bought for

More-than-50% test.  If you bought and 8 4.46%Business Use placed in service listed property in 1994, spe-
See Publication 534 for a discussion of thecial rules apply. More than 50% of your use of If you bought certain property to use in your

mid-quarter convention and for complete per-the property must be for business (including business, you can elect to deduct all or part of
centage tables.work as an employee) during the tax year for its cost as a section 179 deduction. You can

you to claim a section 179 or an accelerated generally claim the section 179 deduction on Example 1.  On September 16, 1994, Don-
depreciation deduction. If your business use is depreciable tangible personal property bought ald Kent bought a desk for $1,500 and three
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chairs for $475 to use in his office. His total bill Example 2.  Assume the same facts as in 8829 he shows that, based on the square foot-
Example 1. However, the property is a com- age, the room is 10% of his home.was $1,975. For 1994, his taxable business in-
puter. Under both ACRS and MACRS, a com-come was $3,000 without any deduction for
puter is 5-year property. Under ACRS, its de- Form 8829, Part II.  Dan uses Part II of Formthe office furniture. He can elect to take a sec-
prec ia t ion is  $90.  Under  MACRS, i ts 8829 to figure his allowable home officetion 179 deduction for all or any part of the cost
depreciation is $120 (20%, the first year per- deduction.of the furniture.
centage for 5-year property, of $600). Since its Step 1.  First, Dan figures the business part

Example 2.  Assume the same facts as in depreciation is greater using MACRS, James of expenses that would be deductible even if
Example 1. However, Donald elects not to take must use ACRS to depreciate his computer. he did not use part of his home for business.
a section 179 deduction for the furniture. The Because these expenses ($4,500 deductible
furniture is 7-year property. He multiplies mortgage interest and $1,000 real estate
$1,975, his cost, by 14.29% (.1429) to get his taxes) relate to his entire home, he entersSchedule C Example depreciation of $282.23. them in column (b) of lines 10 and 11. He then

subtracts the $550 business part of these ex-The filled-in forms for Dan Stephens that follow
penses (line 14) from his tentative businessshow how to report deductions for the busi-Property Changed From
profit (line 8). The result, $28,295 on line 15, isness use of your home if you file Schedule C.Personal Use the maximum amount he can deduct for hisThe first page of Schedule C, Form 8829, and
other home office expenses.If you began to use property in your home of- Form 4562 are shown later. Only the expenses

Step 2.  Next, Dan figures his deduction forfice that was used previously for personal pur- and information that relate to the business use
operating expenses. He paid $300 to have hisposes, you cannot take a section 179 deduc- of the home are discussed.
office repainted. He enters this amount on linetion. The method of depreciation you use
18, column (a) because it is a direct expense.depends on when you first use the property for Schedule C.  The following bold line refer-
All of his other expenses ($400 homeowner’sences apply to Schedule C.personal purposes.
insurance, $1,400 roof repairs, and $1,800Line 13.  Dan enters his deduction for de-If you began to use the property for per-
heating and lighting) relate to his entire home.preciation of assets used in his home office onsonal purposes before 1981 and change it to
Therefore, he enters them in column (b) on theForm 4562, shown later, and on line 13.business use in 1994, depreciate the property
appropriate lines. He adds the $300 direct ex-When Dan began using part of the homeby the straight line or declining balance
penses (line 21) to the $360 total for indirectfor business in 1986, the furniture in it was 5-method based on salvage value and useful
expenses (line 22) and enters the total, $660,year property under ACRS. Tax year 1990 waslife.
on line 24. Because this amount is less thanthe last year of the recovery period for thatIf you began to use the property for per- his deduction limit, he can deduct it in full. Theproperty. He has recovered his total deprecia-sonal purposes after 1981 and before 1987 $27,635 balance of his deduction limit (line 26)ble basis in that property. He cannot deductand change it to business use in 1994, you is the maximum amount he can deduct forany depreciation for that property in 1994.generally depreciate the property under the depreciation.In March 1994 he bought a file cabinet foraccelerated cost recovery system (ACRS). Step 3.  Next, Dan figures his allowable de-$600 and a copier for $2,500 to use in his busi-However, if the depreciation under ACRS is preciation deduction for the business use ofness. He did not elect to take a section 179 de-

greater in the first year than the depreciation his home. In Part III of Form 8829, he deter-duction for either item. The file cabinet is 7-
under MACRS, you must depreciate it under mines that the basis of his home office (line 38)year property. The percentage from the table
MACRS. is $6,000. Because he began using the officeunder Property bought for business use, ear-

If you began to use the property for per- in August 1986, it is 19-year real propertylier, for the first year for 7-year property is
sonal purposes after 1986 and change it to under ACRS. 1994 is the ninth year of the re-14.29%.  He multiplies $600 by .1429 to get
business use in 1994, depreciate the property covery period and, because Dan files his re-$86 ($85.74 rounded to the nearest dollar).
under MACRS. turn based on the calendar year, August is theThe copier is 5-year property. The percentage

eighth month of his tax year. Using Table C–6For a discussion of ACRS, see Chapter 6 in for the first year is 20%. He multiplies $2,500
in Appendix C of Publication 534, Dan findsPublication 534. For a discussion of the other by .20 to get $500.
that the depreciation percentage for the ninthdepreciation methods, see Chapter 7 of Publi- Dan enters the $500 depreciation for the
year of the recovery period, for assets placedcation 534. copier on Form 4562, line 14(b), because it is
in service in the eighth month, is 4.5%. There-The basis for depreciation of property 5-year property. He enters the $86 deprecia-
fore, his depreciation for 1994 (line 40) ischanged from personal to business use is the tion for the file cabinet on line 14(c) because it
$270. He enters that amount in Part II on linesis 7-year property. He enters the $586 total onlesser of:
28 and 30. Because it is less than the availableline 13 of Schedule C.

1) The adjusted basis of the property on the balance of his deduction limit (line 26), he canLine 16b.  This amount is the interest on in-
date of change, or deduct the full amount of depreciation.stallment payments for the business assets

Step 4.  Finally, Dan figures his total de-Dan uses in his home office.2) The fair market value of the property on
duction for his home office by adding togetherLine 25.  Because Dan had a separatethe date of change.
his otherwise deductible expenses (line 14),telephone line in his home office that he used
his operating expenses (line 25), and depreci-only for business, he can deduct the $347 ex-

Example 1.  James Roe bought a desk for ation (line 31). He enters the result, $1,480, onpense for it.
$1,000 on November 1, 1986. He began to use lines 32 and 34, and on Schedule C, line 30.Lines 28-30.  On line 28, Dan totals all of
it in his home office on February 5, 1994, when his expenses other than those for the business
it had a fair market value of $600. The depre- use of his home, and then he subtracts that to- Instructions for the
ciable basis of the desk is the fair market value tal from his gross income. He uses the result, Worksheet of $600, which is less than its cost. Under on line 29, to figure the deduction limit on his
ACRS, a desk is 5-year property. Under expenses for the business use of his home. He
MACRS, it is 7-year property. Under ACRS, its Part 1—Part of Your Home Usedenters that amount on line 8 of Form 8829, and
depreciation is $90 (15%, the first year ACRS for Business then completes the form. He enters the
percentage for 5-year property, of $600). amount of his home office deduction from line If you are an employee or file Schedule F, use
Under MACRS, its depreciation is $85.74 34, Form 8829, on line 30 of Schedule C. the worksheet on the following page to figure
(14.29%, the first year percentage for 7-year your deduction limits for each type of expense.
property, of $600). Since the depreciation is Form 8829, Part I.  Dan began to use one If you file Schedule C, use Form 8829 to figure
greater using ACRS, James must use MACRS room of his home exclusively and regularly to the deductions and attach the form to your re-
to depreciate his desk. meet clients in August 1986. In Part I of Form turn. The amounts you enter on the worksheet
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may differ from your actual deductions for bus- expenses. Farmers should generally enter  On lines 27 through 29, figure your allowa-
iness expenses. Differences will be explained ble excess casualty losses and depreciation.their total farm expenses before deducting of-
when they occur. If you claimed a deduction for business usefice in the home expenses. Do not enter the

If you use the area-basis method, use lines of your home on your 1993 tax return, enterdeduction for half the self-employment tax.
1 through 3 to figure the business use percent- the amount from line 40 of your 1993 work-Add these expenses to the line 10 amount,
age. Enter the percentage on line 3. You may sheet on line 27.and enter the total on line 12. Subtract the line
use any other reasonable method that accu- On line 30 total all allowable business use12 amount from line 4, and enter the result on
rately reflects your business use percentage. If of the home deductions.line 13. This is your gross income limit. You
you operate a day-care facility and you meet On line 31, add the casualty losses shownuse it to determine whether you can deduct
the exception to the exclusive use test for part on line 10 and line 29. Enter the amount fromany of your other expenses for business use of
or all of the area you use for business, you line 31 on line 27 of Form 4684, Section B. Seethe home this year. If you cannot, you will carrymust figure the business use percentage for

the instructions for Form 4684 for more infor-them over to next year.that area as explained under Day-Care Facil-
mation on completing that form.If line 13 is zero, deduct your expenses fority, earlier.

Line 32 is the total amount (other than cas-deductible home mortgage interest, real estate
ualty losses) allowable as a deduction for busi-taxes, and casualty losses that would be de-Part 2—Figure Your Allowable
ness use of your home. If you file Schedule F,ductible if you did not use your home for busi-Deduction report this amount as an entry on line 34 ofness. Also deduct any business expenses not

If you file Schedule F, enter your total gross in- Schedule F and write ‘‘Business Use of Home’’attributable to use of your home on the appro-
come from the business use of your home on on the line beside the entry. Do not add thepriate lines of the schedule(s) for  Form 1040line4. This would generally be the amount on specific expenses into other line totals of Partas explained earlier under Where To Deduct.line 11 of Schedule F. II.On lines 14 through 18, enter the total ex-If you are an employee, enter your total If you are an employee, see Where To De-penses for the business use of your home thatwages that were from business use of the

duct, earlier, for information on how to claimwould not be allowable if your home were nothome on line 4.
the deduction.used for business. These include utilities, in-Enter your total expenses paid for deducti-

surance, repairs, and maintenance. If you fileble mortgage interest, real estate taxes, and
Schedule F, they also include any part of your Part 3—Depreciation of Yourcasualty losses on lines 5 through 7 of the
home mortgage interest that is more than theworksheet. Under column (a), Direct Ex- Home 
limits given in Publication 936. (If you are anpenses, enter expenses that benefit only the Figure your depreciation deduction on lines 33
employee, do not enter any excess homebusiness part of your home. Under column (b), through 38. On line 33, enter the smaller of the

Indirect Expenses, enter expenses that benefit mortgage interest). In column (a), enter the ex- adjusted basis or the fair market value of the
the entire home. You generally enter 100% of penses that benefit only the business part of property at the time you first used it for busi-
the expense. However, if the business per- your home (Direct Expenses). In column (b), ness. Do not adjust this amount for changes incentage of an indirect expense is different from enter the expenses that benefit the entire basis or value after that date. Allocate the ba-the percentage on line 3, enter only the busi- home (Indirect Expenses). Multiply line 19, sis between the land and the building on linesness part of the expense on the appropriate column (b) by the business use percentage 34 and 35. You cannot depreciate any part ofline in column (a), and leave that line in column and enter this amount on line 20. the land. On line 37, enter the correct percent-(b) blank. See Utilities and Services, earlier. If you claimed a deduction for business use age for the current year from the tables in Pub-Enter only the amounts that would be de- of your home on your 1993 tax return, enter lication 534. Multiply this percentage by theductible whether or not you used your home the amount from line 39 of your 1993 work- business basis to get the depreciation deduc-for business. In other words, these amounts sheet on line 21. tion. Enter this figure on line 38 and line 26.would normally be allowable as itemized de-

On lines 24 through 29, figure your limit on Complete and attach Form 4562 to your returnductions on Schedule A. Only the part of a cas-
deductions for excess casualty losses and if this is the first year you used your home or anualty loss that exceeds $100 plus 10% of ad-
depreciation. improvement or addition to your home injusted gross income is included here.

On line 25, figure the excess casualty loss business.Multiply your total expenses by the busi-
by multiplying the business use percentageness percentage from line 3. Enter the result
from line 3 by the part of casualty losses thaton line 9. Add this amount to the total Direct Part 4—Carryover of Unallowed
would not be allowable if you did not use yourExpenses and enter the total on line 10. Expenses to 1995 home for business ($100 plus 10% of your ad-On line 11, enter any other business ex-

Complete these lines to determine the ex-justed gross income).penses that are not attributable to business
penses that must be carried forward to nextOn line 26, enter the depreciation deduc-use of the home. For employees, examples in-
year.tion from Part 3 below.clude travel, supplies, and business telephone
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Figure B. Worksheet to Figure the Deduction for Business Use of Your Home

PART 1—Part of Your Home Used for Business:

1) Area of home used for business . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
 . . . . . . . . . . . . . 1)

2) Total area of home . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
 . . . . . . . . . . . . . . . . . . . . . . . . . . . 2)

3) Percentage of home used for business (divide line 1 by line 2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3) %

PART 2—Figure Your Allowable Deduction:

4) Gross income from business (see instructions) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4)

(a) (b)
Direct Indirect

Expenses Expenses

5) Casualty losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5)

6) Deductible mortgage interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6)

7) Real estate taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7)

8) Total of lines 5 through 7 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8)

9) Multiply line 8, column (b), by line 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9)

10) Add line 8, column (a), and line 9 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10)

11) Business expenses not from business use of home (see instructions) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11)

12) Add lines 10 and 11 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
 . . . . . . . . . . . . . . . . . . . . . . . . . . 12)

13) Gross income limit. Subtract line 12 from line 4 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13)

14) Excess mortgage interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14)

15) Insurance. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15)

16) Repairs and maintenance. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16)

17) Utilities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17)

18) Other expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18)

19) Add lines 14 through 18 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19)

20) Multiply line 19, column (b) by line 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20)

21) Carryover of operating expenses from 1993 (See Instructions). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21)

22) Add line 19, column (a), line 20, and line 21 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
 . 22)

23) Allowable operating expenses. Enter the smaller of line 13 or line 22 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23)

24) Limit on excess casualty losses and depreciation. Subtract line 23 from line 13
 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24)

25) Excess casualty losses (see instructions) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25)

26) Depreciation of your home from line 38 below. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26)

27) Carryover of excess casualty losses and depreciation from 1993 (See Instructio
ns) . . . . . . . . . . . . . . . 27)

28) Add lines 25 through 27 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
 . . . . . . . . . . . . . . . . . . . . . . 28)

29) Allowable excess casualty losses and depreciation. Enter the smaller of line 24 or line 28. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 29)

30) Add lines 10, 23, and 29. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
 . . . . . . . . . . . . . . . . . . . . . . 30)

31) Casualty losses included on lines 10 and 29 (see instructions) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31)

32) Allowable expenses for business use of your home. (Subtract line 31 from line
30). See instructions for where to enter
on your return . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32)

PART 3—Depreciation of Your Home

33) Smaller of adjusted basis or fair market value of home (see instructions) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33)

34) Basis of land. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34)

35) Basis of building (Subtract line 34 from line 33) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35)

36) Business basis of building (Multiply line 35 by line 3). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36)

37) Depreciation percentage (from applicable table or method) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37)

38) Depreciation allowable (multiply line 36 by line 37). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38)

PART 4—Carryover of Unallowed Expenses to 1995

39) Operating expenses. Subtract line 23 from line 22. If less than zero, enter –0–
 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 39)

40) Excess casualty losses and depreciation. Subtract line 29 from line 28. If less
 than zero, enter –0– . . . . . . . . . . . . . . . . . . . . . 40)
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