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Home-Office Deduction If You Operate as a Corporation

Question
What does the IRS audit manual say about the home office for an individual who operates his or her business

as a corporation?

Answer

You will be interested in two boilerplate explanations from the Internal Revenue Manual that examiners use to
explain why the IRS is denying the home-office deduction:’

1. We [the IRS] have disallowed your deductions for office-in-the-home expense because you have
not established that it was for the convenience of your employer. Voluntary, vocational, or

incidental use of part of your home in connection with your employment does not entitle you to
a business deduction.

2. Ifyou rent all or part of your residence to your employer and use the rented portion when
performing services for the employer, you cannot deduct home office expenses.

If you want to avoid the disallowances above and achieve a full deduction for the home office, follow these
directions:

= Make your corporation write you a letter stating that you must find office space and that space
may be in your home.

= Do not rent the office in your home to your corporation.

= Have your corporation reimburse your home office expenses to you as an employee business
expense.

= Do not report reimbursed employee expenses as taxable income.

Your corporation gets the deduction for its reimbursement of your employee expenses. But with this deduction
comes the need for proof. Make sure you submit proof to your corporation that backs up the deduction—for
example:

. Receipts for expenses
s Photos that show the office set up for exclusive business use

= Alogbook, for at least a sample period, that shows use of the office for more than 10 hours a
week.

Planning tip. Complete IRS Form 8829 showing your home-office expenses for the year. Do not file this form
with your tax return. Instead, attach the form to an expense report that you give to your corporation as the
basis for corporate reimbursement to you for the home-office expenses.
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Share this entire article with a friend

1 IRM 4.10.10-2 Standard Explanations for Report Writing, last reviewed or updated Sep. 10, 2021, paragraphs 4809, 4816.
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