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Home Office with More than One
Business or Spouse Invasion
The office-in-the-home deduction produces good-to-excellent cash benefits when it eliminates
commuting mileage. That’s the result you achieve when you claim an administrative office in
your home.1
To qualify for the home-office deduction, you must use the office exclusively for the business or
businesses for which you are claiming the deduction.
Your ability to qualify for the office-in-the-home deduction is straightforward if you have no
spouse and only one business.
Add a spouse or another business to the equation and this deduction can become more
complicated.

Adding a Second Business to the Home Office
In Hamacher,2 the Tax Court ruled in a precedent-setting regular decision that




Mr. Hamacher could deduct a home office that he used for more than one business, but
should any one business use of that home office not qualify for the office in the home
deduction, then
Mr. Hamacher would get no deduction for the office in the home.

Because this is a regular decision of the Tax Court, this is the rule you need to follow: All
business uses of the home office must pass the tests for a qualified home-office deduction or you
get no deduction for that home office. In other words, one personal use or one unqualified
business use of the home office destroys the home-office deduction.
In the Hamacher case, Mr. Hamacher had both an employee use and an independent contractor
use of the home office. He failed to follow the home-office rules for his employee use. This
failure tainted his independent contractor use and destroyed his home-office deduction.

Rule to Follow
If you are going to have more than one business use of your office in the home, make sure each
business use separately qualifies on its own merits for the home-office deduction.
If you are married, all uses of the same office by the spouses must be deductible uses or the
office fails the exclusive-use test.

1

If one spouse uses one half of the room and the other spouse uses the other half of the room, then
each spouse is responsible only for his or her use of that half.
Example. Sally uses her half of the room for qualified business uses. She gets to deduct her half.
George uses his half for his fantasy sports leagues, which he obviously can’t deduct, but because
he does this in his half of the room, he does not destroy Sally’s home-office deduction.

What the IRS Publication Says
In its office-in-the-home publication, the IRS uses Tracy White as an example. 3 Ms. White is a
schoolteacher who also operates a jewelry business on the side.
Ms. White uses an office in her home to correct student papers and to conduct her jewelry
business. To deduct the office, Ms. White must use the home office in ways that qualify for
deduction both for her work as an employee teacher and as a jewelry business. If either business
fails to qualify for the home office, Ms. White gets no home-office deduction.
Planning. Ms. White should consider grading papers at the kitchen table and using the office
only for the jewelry business.

The IRS Audit Guide
Here is what the IRS MSSP Training Guide says about multiple business activities:4
When a taxpayer has multiple business activities, all of the activities for which the office is used
must meet the qualifications. If any of the activities uses the home office and does not meet the
requirements, the exclusive use test is not met and no deduction is allowed.
In this guide, the IRS makes it clear to its audit personnel that a taxpayer’s failure to win the
home-office deduction generally calls for disallowing some business mileage, as trips from home
to the office are now personal trips.

Takeaways
First, make sure that all uses of the home office qualify for the home-office deduction. You need
exclusive business use of the home office for the business for which you are claiming the
deduction.
If you use the office for more than one business, then each business must qualify. No exceptions.
It’s okay for spouses to split a room and one spouse not to qualify so long as this is a physical
split. If one spouse does not qualify for the home deduction and uses your space, your space does
not qualify.
You have to admit that this tax rule is straightforward and easy to understand. So make sure that
you follow the rule and earn your rightful cash rewards from your home office.
2

1

For a discussion on how tax law allows the administrative office as a principal office, see
Home-Office Deduction—Show Me the Proof!
2

Hamacher v Commr., 94 TC 348.

3

IRS Pub. 587, Business Use of Your Home (2016), Dated December 27, 2016, p. 6.

4

IRS Entertainment Audit Technique Guide Dated October 9, 2015, Chapter 9, p. 42.
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Home Office Deduction—Show Me the
Proof!
Question: If you have an office outside your personal home, can you have a taxdeductible office inside your home for the same trade or business?
Answer: Yes.
Q: Who says that?
A: The IRS and lawmakers!
Q: Show me where they say that!
Have you ever been down this road with the office-in-the-home deduction? We have.
That’s what prompts this article. We have had many requests from subscribers demanding,
“Show me where it says that!”

What IRS Publications Say
Let’s start with some quotes from IRS publications that show you how the IRS views the officein-the-home deduction when you have an office outside the home for the same business.
The home office is going to qualify for deduction when you make it an administrative office for
your business.
This is true regardless of how you operate your business: proprietorship, LLC, or corporation.
If you operate as a corporation, you may not deduct an office in your home that you rent to the
corporation.

IRS Publication 587
In IRS publication 587, the IRS says this: 1
Your home office will qualify as your principal place of business for deducting expenses for its
use if you meet the following requirements:
1. You use it exclusively and regularly for administrative or management activities of your
trade or business.
2. You have no other fixed location where you conduct substantial administrative or
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management activities of your trade or business.
The quote above mirrors the law and the legislative history, as you will see below. Note the
following points:






The administrative office is a “principal” office.
You must use this office exclusively for business.
You must use this office regularly for business.
You must do your administrative work in your home office.
You must not do your administrative work in the office outside the home.

Here is a second important quote from IRS Publication 587:
You can have more than one business location, including your home, for a single trade or
business.
It is very straightforward: You may have more than one office for your business, including an
office in your home.

IRS Publication 17
In IRS Publication 17, the IRS says this: 2
If you have an office in your home that qualifies as a principal place of business, you can deduct
your daily transportation costs between your home and another work location in the same trade
or business.
Let’s examine where we are at the moment:
1. IRS publication 17 states that this principal office eliminates the commute from your
home to your outside-the-home office.
2. IRS publication 587 says that your administrative office is a principal office.
This can be huge. For example, let’s say you are driving a vehicle that costs you $1.00 a mile to
drive. Further, let’s say that your personal commute to and from your office is 24 miles a day,
five days a week, 48 weeks a year. That’s $5,760 in new deductions.
Let’s look at one other quick example. Say you are driving a $50,000 vehicle 40 percent of the
time for business. Now say that eliminating commuting with your administrative office increases
your business use of this vehicle from 40 to 80 percent. Here are the results:



With 40 percent, you were depreciating a $20,000 business vehicle (40 percent times
$50,000).
With 80 percent, you are depreciating a $40,000 business vehicle (80 percent times
$50,000).

5

You might benefit even more by driving more than one vehicle for business.

What the Legislative History Says
The IRS does a good job of summarizing the tax-deductible home office in its publications. The
IRS’s overall approach in its publications is simply to reiterate what the law says, with care and
precision.
What follows is the legislative history of this topic from the Ways and Means Committee’s
report that accompanied passage of the new home office law in 1997 (effective in 1999). 3 The
first thing lawmakers looked at was the present law. Then they considered the reasons to make
changes to that law. Finally, they looked at explanations of how the new law would work.
Present law (1997). In Commissioner v. Soliman, 113 S.Ct. 701 (1993), the Supreme Court
reversed lower court rulings and upheld an IRS interpretation of Section 280A that disallowed a
home office deduction for a self-employed anesthesiologist who practiced at several hospitals but
was not provided office space at the hospitals.
Although the anesthesiologist used a room in his home exclusively to perform administrative and
management activities for his profession (i.e., he spent two or three hours a day in his home
office on bookkeeping, correspondence, reading medical journals, and communicating with
surgeons, patients, and insurance companies), the Supreme Court upheld the IRS position that
the “principal place of business” for the taxpayer was not the home office, because the taxpayer
performed the “essence of the professional service” at the hospitals.
Reasons for change. The [Ways and Means] Committee believes that the Supreme Court’s
decision in Soliman unfairly denies a home office deduction to a growing number of taxpayers
who manage their business activities from their home.
Thus, the statutory modification adopted by the Committee will reduce the present-law bias in
favor of taxpayers who manage their business activities from outside their home, thereby
enabling more taxpayers to work efficiently at home, save commuting time and expenses, and
spend additional time with their families.
Moreover, the statutory modification is an appropriate response to the computer and
information revolution, which has made it more practical for taxpayers to manage trade or
business activities from a home office.
Explanation of Provision. Section 280A is amended to specifically provide that a home office
qualifies as the “principal place of business” if



the office is used by the taxpayer to conduct administrative or management activities of a
trade or business and
there is no other fixed location of the trade or business where the taxpayer conducts
substantial administrative or management activities of the trade or business.
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As under present law, deductions will be allowed for a home office meeting the above two-part
test only if the office is exclusively used on a regular basis as a place of business by the taxpayer
and, in the case of an employee, only if such exclusive use is for the convenience of the employer.
Thus, under the bill, a home office deduction is allowed (subject to the present-law “convenience
of the employer” rule governing employees) if a portion of a taxpayer's home is exclusively and
regularly used to conduct administrative or management activities for a trade or business of the
taxpayer, who does not conduct substantial administrative or management activities at any other
fixed location of the trade or business, regardless of whether administrative or management
activities connected with his trade or business (e.g., billing activities) are performed by others at
other locations.
If a taxpayer conducts some administrative or management activities at a fixed location of the
business outside the home, the taxpayer still will be eligible to claim a deduction—so long as the
administrative or management activities conducted at any fixed location of the business outside
the home are not substantial (e.g., the taxpayer occasionally does minimal paperwork at another
fixed location of the business).
In addition, a taxpayer’s eligibility to claim a home office deduction under the bill will not be
affected by the fact that the taxpayer conducts substantial non-administrative or nonmanagement business activities at a fixed location of the business outside the home (e.g., meeting
with, or providing services to, customers, clients, or patients at a fixed location of the business
away from home).
If a taxpayer in fact does not perform substantial administrative or management activities at any
fixed location of the business away from home, then the second part of the test will be satisfied,
regardless of whether or not the taxpayer opted not to use an office away from home that was
available for the conduct of such activities.
However, in the case of an employee, the question of whether an employee chose not to use
suitable space made available by the employer for administrative activities is relevant to
determining whether the present-law “convenience of the employer” test is satisfied.

What the Internal Revenue Code Says
The above background is used by the IRS and the courts to explain the law. The actual wording
of the law appears below:4
For purposes of [a home office] qualifying as a principal place of business, the term “principal
place of business” includes a place of business which is used by the taxpayer for the
administrative or management activities of any trade or business of the taxpayer if there is no
other fixed location of such trade or business where the taxpayer conducts substantial
administrative or management activities of such trade or business.

Takeaways

7

You can see that the law clearly authorizes the administrative office inside the home. The
legislative history shows that the new law is a direct result of lawmakers finding that the Soliman
case produced an unfair result.
Thus, the change in the law gives you the opportunity to do several things:
1. Create an office in the home as an administrative office.
2. Have an office outside the home for business activities other than your administrative
activities.
Deduct, as business trips, the trips from your home to your outside-the-home office and back.

1

IRS Publication 587, Business Use of Your Home (2008), p. 3.

2

IRS Publication 17, Your Federal Income Tax (2008), p. 182.

3

Taxpayer Relief Act of 1997 (P.L. 105-34), H. Rept. 105-148; Home office deduction:
clarification of definition of principal place of business (Section 942 of the bill and Section
280A of the Code).
4

IRC Section 280A(c).
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Test Your Tax IQ: Home-Office Tax
Deduction with Regular Office
Situation
Eddie Fiss works 40 hours a week at his small downtown office that he owns.
He also spends 12 hours a week working at home doing all the administrative tasks required for
his consulting business.

Questions
Can Eddie claim tax deductions for any of these?
A.
B.
C.
D.

His downtown office only
His home office only
Neither office
Both offices

Answer
D. Eddie can claim deductions for both offices.

Explanation
Over the years, we’ve come across many small-business owners and tax advisors who believe
that a home office is not deductible unless it’s the only place of business.
We designed this question-and-answer scenario to debunk the only-office misconception and
illustrate that office space inside your home may qualify for a home-office deduction even if you
also have an office for the same business outside your home.
Repairs and other costs related to maintaining a home are normally considered non-deductible
personal expenses under the tax code.1 But exceptions apply.
One of the most notable is Section 280A(c)(1)(A), which allows for deductions of costs allocable
to a portion of the home the taxpayer uses “exclusively on a regular basis” as his “principal place
of business.” (We’ll explain what each of these underlined terms means later.)
So which office is Eddie’s “principal place of business”?

9

Logic suggests it’s the downtown office, since Eddie spends 40 hours there and only 12 in the
home office.
But, alas, many are the occasions when tax law and logic go their separate ways. And as we’ll
see, under tax law rules, the home office is, in fact, Eddie’s “principal place of business.” Result:
Eddie can claim deductions on both offices. So D is the correct answer.

Why Wrong Answers Are Wrong
A is wrong because Eddie can claim his home office as his principal place of business.
To see why this is true, look at Section 280A(c)(1) of the tax code: 2
The term “principal place of business” includes a place of business which is used by the
taxpayer for the administrative or management activities of any trade or business of the taxpayer
if there is no other fixed location of such trade or business where the taxpayer conducts
substantial administrative or management activities of such trade or business.
Since Eddie does all his administration in the home office and none in the downtown office, the
home office is his principal office. Here, tax law overrules the Merriam-Webster definition of
what is “principal.”
And the IRS agrees with the administrative part and goes on to say: 3
You can have more than one business location, including your home for a single trade or
business.
Translation. Having a second office location doesn’t rule out the home-office deduction.
Question. When is the home-office deduction allowed when you have more than one business
location?
We’ll answer that question when we talk about Choice C below.

B Is Wrong
B is wrong because Eddie can deduct his downtown office. The home-office deduction has no
effect on Eddie’s downtown office tax deductions.

C Is Wrong
C is wrong because you may deduct both offices.

Principal Place of Business
Let’s prove that the home office is the principal place of business.
10

To do this, take a quick look back at the quoted language from Section 280A(c)(1)(A). Note that
we underlined three words/phrases—“exclusive” use, “regular” use and “principal place of
business.” To claim the home-office deduction the way he wants, Eddie must meet all three of
these requirements.
Since the Code doesn’t specifically define these terms, we need to find the crucial missing details
in the IRS guidance, legislative history, and case law. Let’s now go through the requirements one
by one.

Requirement 1: Exclusive Use
To meet the “exclusive use” requirement, Eddie must use a specific area of his home, i.e., a
room(s) or other “separately identifiable space,” only for his trade or business.
EXAMPLE
An Illinois attorney named Paul Sengpiehl used the dining room of his house as a conference
room to host clients. He and his family also dined in the room on weekends.
Result. The tax court upheld the IRS’s decision to deny Mr. Sengpiehl a home-office
deduction for the room, because he violated the “exclusive use” rule. 4
Rule of thumb. Use the office area exclusively for the business for which you seek the
deduction and for nothing else.
De minimis personal use. Tax courts tolerate some personal or mixed use as long as it’s de
minimis, i.e., minor to the point of insignificant.
What’s the difference between de minimis personal use and personal use significant enough to
violate the “exclusive use” requirement?
The answer varies from case to case.
WINNERS AND LOSERS
Here are two actual cases illustrating when personal use is and is not de minimis:
Taxpayer Wins
Taxpayer Loses
Claimed deduction. Taxpayer claims home-office
Claimed deduction. Taxpayer claims
deduction for walk-in closet, which takes up 20
home-office deduction for breakfast area
percent of the area of his studio apartment. (The 20
of his home.
percent is not a typo!)
Personal Use. Taxpayer admits that he
Personal Use. Taxpayer had to walk through the
and his family might have eaten in the
closet to get to the bathroom.
breakfast area on one or two occasions
during the year.
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Ruling. Deduction allowed. The taxpayer’s
personal use was de minimis and didn’t violate the
exclusive use rule.5

Ruling. Deduction disallowed. The
taxpayer’s personal use was not de
minimis and violated the exclusive use
rule.6

Takeaway. Do not hope that the de minimis rule will save your home-office deduction. Instead,
use the home-office area exclusively for business.

Requirement 2: Regular Use
To claim the home-office deduction, Eddie must also use the office on a “regular” basis.
“Incidental or occasional business use” is not regular use, notes the IRS.7
According to the IRS audit manual,8 “regular use” means use “on a continuing basis.”
In court, the following uses survived “regular use” scrutiny:



New York Times editor used his home office for an average of one conversation per night
(including many conversations requiring more than one call to complete) with politicians,
labor leaders, and other public figures. 9
Account executive used his home office to field client calls 2.25 hours a night for five
nights a week because he couldn’t be reached during the day. 10

If you want a clear target for the number of hours to meet the regular use test, we suggest it’s
using the office for 10 or more hours a week. Note that the 10 or more hours can include all
activities (administrative, sales, etc.).

Requirement 3: Principal Place of Business
Eddie has three choices for the home-office deduction. He can deduct a home office when he
uses a portion of his home exclusively and regularly11
1. as his principal place of business;
2. as a meeting place for patients, clients, or customers; or
3. in the case of a separate structure that’s not attached to the dwelling, in connection with
Eddie’s business.
So that he can eliminate commuting mileage from his home to his regular office, Eddie wants his
home office to qualify as his principal place of business.
Section 280A(c)(1) says that your home office qualifies as a principal place of business when
you use it for your business’s administration or management and you use no other fixed location
to conduct substantial administrative or management activities. 12 The IRS gives you the
following examples of administrative or management activities: 13


Billing customers, clients, or patients
12







Keeping books and records
Ordering supplies
Setting up appointments
Forwarding orders
Writing reports

In addition, the IRS gives you examples of activities that won’t disqualify you from getting the
home-office deduction, including: 14






having others conduct administrative or management activities at locations other than the
home, e.g., hiring another company to do billing for the taxpayer’s business at the billing
company’s location;
conducting administrative or management activities at locations that are not fixed
locations of the taxpayer’s business;
“occasionally” conducting “minimal” administrative or management activities at a fixed
location outside the taxpayer’s home;
conducting “substantial” non-administrative or non-management business activities
outside the home, e.g., meeting with clients at outside locations; and
choosing to conduct administrative or management activities at home even though the
taxpayer has suitable space to conduct them outside the home.

Eddie’s home office meets the tests. Accordingly, it’s his principal place of business and Eddie
can claim his home-office deduction. Moreover, because of the “principal place of business”
qualification, Eddie gets the second benefit of “no commuting” from his home office to his
regular office.
Are you like Eddie? Do you have a home office? Is it a principal office that eliminates
commuting?
If you are not getting this double benefit, be more like Eddie.

1

IRC Section 280A(a).

2

IRC Section 280A(c)(1).

3

IRS Pub. 587, Business Use of Your Home (2012), Jan. 5, 2013, p. 3.

4

Paul M. Sengpiehl v Commr., TC Memo 1998-23.

5

Hughes v. Commr., TC Memo 1981-140.

6

Rayden v. Commr., TC Memo 2011-1.
13

7

IRS Pub. 587, Business Use of Your Home (2012), Jan. 5, 2013, p. 3.

8

Internal Revenue Manual Exhibit 4.10.10.3—Standard Explanation Paragraph 4814 Test for
Home Office.
9

Frankel v. Commr., 82 TC 318.

10

Green v. Commr., 78 TC 428; Rev’d on another issue, 52 AFTR 2d 83-5130.

11

IRC Section 280A(c)(1).

12

Ibid.

13

IRS Pub. 587, Business Use of Your Home (2012), Jan. 5, 2013, p. 4.

14

Ibid.
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Shedding Doubts about the Home-Office
Tax Deduction
Reader Comment
I think you missed the steps in how the administrative or management office becomes a principal
office in your article Test Your Tax IQ: Home-Office Tax Deduction with Regular Office.
The article is about Eddie Fiss, who works 40 hours a week at the small downtown office that he
owns, and 12 hours a week working at a home office doing all the administrative tasks required
for his consulting business.
Your article correctly explains that Eddie can claim deductions for both offices and it correctly
concludes that he can deduct his home office as his principal place of business. 1 But I think your
article missed the sequence of events that gives Eddie his home-office tax deduction as his
principal place of business.

Our Response
We agree with the reader and will combine his comments into the dialogue below. We also thank
the reader for his comments.

Big Picture
When possible, you want to claim that your office in the home is a principal place of business
because this classification



gives you the home-office deduction, and
eliminates commuting from your home to your regular office.

Current law gives you two ways to claim your office in the home as a principal office:



First, as a principal office under the rules that the Supreme Court finalized in Soliman2
Second, as a principal office under the after-Soliman rules when lawmakers added this
alternative: “... the term principal place of business includes a place of business which is
used by the taxpayer for the administrative or management activities of any trade or
business of the taxpayer if there is no other fixed location of such trade or business where
the taxpayer conducts substantial administrative or management activities of such trade
or business.”3

Test Under Soliman
15

In the legislative history, lawmakers note that in response to the Supreme Court’s decision in
Soliman, the IRS revised its Publication 587, Business Use of Your Home, to more closely follow
the comparative analysis used in Soliman by focusing on the following two primary factors in
determining whether a home office is a taxpayer’s principal place of business: 4



The relative importance of the activities performed at each business location
The amount of time spent at each location

Eddie fails both tests. Here’s why. First, Eddie makes the cash register ring at his downtown
office where his sales activity takes place, and that’s clearly where he does his most important
activity.
Second, he spends 40 hours a week in his downtown office and only 12 hours a week in his
home office. He clearly fails the time test.
Under the 1976 law that still exists and that Soliman clarified, Eddie does not qualify for the
home-office deduction.
But Eddie does not fail. He qualifies for the home office under the changed law that added the
administrative or management activities as a means to qualify for the home-office tax deduction.

Instead of Soliman
In 1997, because of Soliman, lawmakers added the words that allow Eddie to qualify for the
home-office deduction as a principal place of business if he uses his office in the home
exclusively and regularly for the administrative or management activities of his business, and he
does not use his downtown office to conduct substantial administrative or management activities.
Eddie does all his administrative or management activities at his home office, so he clearly
passes the alternative test under the 1997 rules and his home office is his principal place of
business.

Takeaways
When lawmakers addressed the home-office deduction in 1997, they did not do away with
Soliman as a test for the home-office deduction as a principal place of business. They simply
made Soliman one of two tests that you can use to qualify for the home-office deduction.
Test 2 allows you to qualify your home office as a principal place of business when you use it for
the administrative or management activities of your business and don’t use any other fixed
location (like Eddie’s downtown office) to conduct substantial administrative or management
activities of that business.

16

1

IRC Section 280A(c)(1)(A).

2

Commr. v Soliman, 113 S.Ct. 701 (1993).

3

P.L. 105-34, Section 932.

4

H Rept. 105-220, p. 463, footnote 35.
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Administrative Home Office Is a
Principal Office
Question
I believe that I qualify for that “office in the home” deduction that eliminates commuting
mileage. If so, this would create some excellent deductions for me.
My CPA says no.
Here are my facts:
1. I have never claimed a home office for tax purposes during any of my 23 years in
business.
2. I operate my medical practice as a single-member LLC. It’s located 28 miles from my
home (56 miles round-trip).
3. I have a private office in the clinic.
4. I have an office inside my home with two workspaces. One is personal; the other is 100
percent business.
5. I do all the tax filings, government reports, QuickBooks work, payroll, banking,
reconciliations of deposits, and business bill payments from my home. I also remote to
my office computer from that desk/office in my home. I don’t do any of the
administrative tasks just described at the clinic where my focus is seeing patients. On
average, I use my home office about 15 hours a week for the tasks just described,
business planning, and continuing education purposes.
6. I believe (after your excellent articles opened my eyes) that I might qualify for a home
office that would allow me to treat my 56-mile round-trip four times a week as business
miles.
I won’t find much benefit in the deduction for the home office itself as that workspace is only 40
square feet or so. My real benefit would come from eliminating the commuting.
If I eliminate the commute, my business use of vehicle percentage would rise from 750 miles (6
percent) to 11,502 miles (96 percent).
I want to buy a $50,000, more-than-6,000-pound gross vehicle weight–rated pickup truck with a
six-foot or longer bed that qualifies for the Section 179 deduction.
My CPA told me to forget about deducting the commute and start deducting for small trips to the
hardware store and other business stops. He also said that my home office doesn’t qualify as a
principal office, but if I wanted to take a home-office deduction, he would claim it as a nonprincipal home office. He also said the home-office deduction is a red flag.
18

Do you have thoughts that can set me straight?

Answer
Yes, we think you absolutely qualify for the home-office deduction as a principal place of
business for your single-member LLC that is taxed as a proprietorship (disregarded entity).
You said that you sent your CPA the following two articles that clearly explain how the
administrative or management office creates a tax code–defined principal office:
1. Home-Office Deduction—Show Me the Proof!
2. Shedding Doubts about the Home-Office Tax Deduction
Your CPA said that he found the articles interesting but that your home office did not qualify as
a principal office. Even so, he stated that he would claim your home office as a tax deduction if
you insisted.
Wrong! Your CPA is technically incorrect here. In your situation, you have only one tax code
way to qualify for the home-office deduction and that’s as an administrative or management
office, which is by law a principal office (and principal offices eliminate commuting).
What’s worse is that you offered your CPA a three-way conversation on the home office with
you, your CPA, and Murray Bradford, CPA. Your CPA declined the three-way conversation.
That’s outrageous. In our opinion, your CPA has a duty to seriously look at this tax strategy on
your behalf, especially since you are virtually spoon-feeding him the technical information that
grants you this deduction.
He’s robbing you of $48,000 in Section 179 deductions on the truck (96 percent of $50,000).

Red-Flag Myth
On the “red flag” front, we disagree with your CPA based on the evidence that we’ve seen.
Based on what we have learned from our member tax professionals and business owners, we
think that if your odds of an IRS audit at the moment are 3.1 percent, the addition of a homeoffice deduction to your tax return increases your odds either not at all or at most to 3.2 percent.

Only Four Ways to Qualify for the Home-Office Deduction
The tax code gives you only four ways to qualify for the home-office deduction: 1
1. Cash register. Principal place of business (the office from which you make the cash
register ring—generally referred to as the Soliman rule.
2. Administration. Principal place of business (a place of business used by you for the
administrative or management activities of any trade or business of yours if there is
19

no other fixed location where you conduct substantial administrative or management
activities of such trade or business).
3. Physical meet and greet. A non-principal place of business (a place of business used
by patients, clients, or customers in meeting or dealing with you in the normal course
of your trade or business).
4. Detached structure. A non-principal place of business (a separate structure that is
not attached to the dwelling unit but is used in connection with the taxpayer’s trade or
business).
Based on your facts, you have only No. 2, the administrative or management way to qualify for
the home-office deduction. And the good news is that this one way also qualifies you to treat
commuting mileage as business mileage.

Your CPA Should Be Your Advocate
The Statements on Standards for Tax Services (SSTSs) by the American Institute of CPAs are
enforceable tax practice standards for members of the AICPA. SSTS No. 1, paragraph 8, states: 2
“When recommending a tax return position, a member has both the right and the responsibility to
be an advocate for the taxpayer with respect to any position satisfying the aforementioned
standards.” The “aforementioned standards” are simply complying with the tax law.
In paragraph 11 of SSTS No. 1, you see this: “In addition to a duty to the taxpayer, a member has
a duty to the tax system. However, it is well established that the taxpayer has no obligation to
pay more taxes than are legally owed, and a member has a duty to the taxpayer to assist in
achieving that result.”
By ignoring the articles that you sent and by refusing a three-way technical conference call, we
think your CPA has blatantly ignored the home-office deduction laws and violated his code of
ethics (assuming he’s a member of the AICPA, as most CPAs are).
Most tax professionals operate under a code of ethics that requires advocacy for the client and
compliance with the tax code. Advocacy and compliance are not at all incompatible.

Takeaways
You qualify for the home-office deduction as a principal office when you use the office in your
home under the administrative or management rules.
Once the office in your home qualifies as a principal office, your commute to an outside office in
the same trade or business is a business trip that produces business mileage.
If you meet the rules for the home-office deduction, your tax advisor should be at your side
helping you. If your tax advisor believes the home-office deduction is a red flag, he should
convey his belief to you. But he also should help you with the home-office deduction if you
decide the red flag is not a big problem for you. (We don’t think the home-office deduction is a
red flag worth worrying about.)
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1

IRC Section 280A(c)(1).

2

For the AICPA’s SSTS No. 1, see:
http://www.aicpa.org/InterestAreas/Tax/Resources/StandardsEthics/StatementsonStandardsfor
TaxServices/DownloadableDocuments/SSTS-No.1-Tax-Return-Positions.pdf
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Lock in the Home-Office Deduction for
Your S Corporation
Question
I used to operate my business as a single-member LLC, but recently made an S corporation
election. I never had an issue deducting my home-office expenses on my proprietorship tax
return, but now that I’m operating as a corporation, I want to make sure I get the same benefit
with my S corporation.
How can I make sure the IRS doesn’t “take away” the home-office tax deduction from me?

Answer
Welcome to your new S corporation world of tax strategy, where you encounter additional rules
that you need to know and follow to ensure that home-office deduction.

Reimbursement—The One Right Way
There’s one right way to get the benefit of the home-office deduction for your corporation, and
that’s by using the reimbursement method. The reason the reimbursement method is the one right
way is simple—it’s the only way that works!
Let’s take a quick look at one other method.

Why Rent Fails
One method some taxpayers mistakenly use is renting the office to the corporation. This will
provide you a tax benefit of exactly zero dollars.
The S corporation deducts the rent paid to you. You include the rent in your taxable income on
your personal tax return. But the tax code does not allow you to claim tax deductions against this
rental income.1
Result. You simply moved the money from one hand to the other, and that results in no tax
benefit whatsoever!

Back to the One Right Way for Deductions
The one and only way to get your rightful home-office deduction is with the reimbursement
method. Here’s how this works:
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1. As an employee of your corporation, you submit expense reports to your corporation for
the expenses of your home office.
2. The corporation reimburses you for the home office and claims 100 percent of the homeoffice deduction as office space.
3. You receive the reimbursement as reimbursed employee business expenses. Such
employee reimbursements are not taxable to you.

Why Reimbursement Works
The reason the reimbursement method works is simple—the IRS gives you a road map!
IRS Regulation Section 1.62-2(c) allows your S corporation employer to reimburse you (the
employee) under an accountable plan for certain expenses. 2 You, the employee, exclude from
income all amounts reimbursed by your S corporation employer under an accountable plan, and
the corporate employer gets a tax deduction for the full amount. 3
The same IRS regulation further states that expenses that qualify for reimbursement under an
accountable plan include those listed in part VI, subchapter B, chapter 1 of the code, as long as
the employee pays or incurs the expense in connection with the performance of services as an
employee for the employer.4
The tax code sections in part VI, subchapter B, chapter 1 include all the deductions that apply to
the home office, such as depreciation, repairs, interest, utilities, and taxes.

Doing the Reimbursement Right (Audit-Proofing)
When you submit your expenses to the S corporation, you need to ensure that the expenses
comply with tax law. For the home office, you have the following requirements: 5
1. Proof of the expense (e.g., photocopy of the utility bill)
2. Proof of exclusive use (e.g., attesting to exclusive use; photo of exclusive use setup)
3. Proof of regular use (e.g., attesting to regular use; submitting a document with hours of
use)
4. Proof of business use (e.g., adding the type of business use to the hours of use document)
5. Proof that your employee use of the home office is for the convenience of your S
corporation employer
Your employee use of a home office is for the convenience of your S corporation employer when
your facts and circumstances satisfy any one of the following: 6




You must maintain the home office as a condition of employment.
Your home office is necessary for the functioning of the S corporation’s business.
The home office is necessary to allow you to perform your duties properly.

We recommend that you create a statement that satisfies the requirements above, submit it at
least annually with your expense reports, and update it annually.
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The home office must not be “purely a matter of personal convenience, comfort, or economy
with respect to the employee.”7

Tax Return Preparation Tip
On the S corporation tax return, report the total reimbursement of the home office in the other
deductions category in a line item labeled “office space” or something similar.
On your personal tax return, reduce your itemized deductions by the dollar amounts you
received as reimbursements from the S corporation for the home-office mortgage interest and
property taxes.
In the permanent file that you maintain for your personal taxes, make sure to track the straightline depreciation that the corporation reimburses to you for the home office. You need to treat
this depreciation as if you claimed it personally. This means the depreciation reduces your basis
in the home. This also means that at the time of sale, the straight-line depreciation reimbursed to
you is subject to taxation of up to 25 percent as unrecaptured Section 1250 gain. 8

Reimbursement Request
We created an Excel spreadsheet for your use that clarifies and simplifies the calculation you
need for the reimbursement. Further, the request contains the audit-proofing elements you want
in place to protect this reimbursement.
To access the reimbursement spreadsheet, click here.

Takeaways
If you operate your business as an S corporation and you also want to benefit from the homeoffice deduction, you need to follow the accountable plan rules to accumulate your proper
benefits.
The accountable plan is basically a fancy way of describing an expense report. To obtain your
rightful home-office deduction benefits, you (the owner-employee) need to submit properly
prepared expense reports to your S corporation.
The expense-report method is the only right way to achieve a full deduction for the home office.
Using the rent strategy produces a zero deduction.
Solution—the one right way: reimbursement!

1

IRC Section 280A(c)(6).
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Reg. Section 1.62-2(c).

3

Reg. Section 1.62-2(c)(4).

4

Reg. Section 1.62-2(d)(1).

5

IRC Section 280A(c)(1).

6

Hamacher v Commr., 94 T.C. 348.

7

Ibid.

8

IRS Section 1(h)(6)(A).
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