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Important Changes

Storage of product samples. For tax years
beginning after 1995, you may be able to de-
duct expenses for the part of your home you
use to store product samples. For more infor-
mation, see Storage of inventory or product
samples later.

Increase in the section 179 deduction. Be-
ginning after 1996, the total cost of section
179 property that you can deduct increases.
For 1997, the total is increased to $18,000.
For more information on the increases, get
Publication 553, Highlights of 1996 Tax
Changes. For more information on the section
179 deduction, get Publication 946.

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 figure your deduc-
tion 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 rules for
taking the deduction and how to figure 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 orinn.

The publication does not discuss renting
out your home, part of your home, or vacation
property. For information about renting out
your property, see Publication 527, Residen-
tial 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:

0523 Selling Your Home

(0534 Depreciating Property Placed in
Service Before 1987

(0551 Basis of Assets

[0 583 Starting a Business and Keeping
Records

(1946 How to Depreciate Property

Form (and Instructions)
02106 Employee Business Expenses

0 2106-EZ Unreimbursed Employee
Business Expenses

04562 Depreciation and Amortization

(18829 Expenses for Business Use of
Your Home

See How To Get More Information near
the end of this publication for information
about getting these publications and forms.

Help from the Problem Resolution Office.
Problem Resolution Officers can help you with
tax problems that you have so far not been
able to resolve with the IRS. Also, they can of-
fer you special help if you have a significant
hardship as a result of a tax problem. For more
information, write to the Problem Resolution
Office at the district office or service center
where you have the problem, or call 1-800—
829-1040 (1-800-829-4059 for TDD users).

Use Tests

Whether you are an employee or self-em-
ployed, you generally cannot deduct expenses
for the business use of your home. But you can
take a limited deduction for its business use if
you use part of your home exclusively and
regularly:

1) As the principal place of business for any
trade or business in which you engage, or

2) As a place of business to meet or deal
with patients, clients, or customers in the
normal course of your trade or business,
or

3) In connection with your trade or business,
if you are using a separate structure that
is not attached to your home.

Employee use. Even if you meet the exclu-
sive and regular use tests, you cannot take
any deduction for the business use of your
home if you are an employee and either of the
following situations apply to you.

1) The business use of your home is not for
the convenience of your employer.
Whether your home’s business use is for
your employer’s convenience depends on
all the facts and circumstances. However,
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business use is not considered for your
employer’s convenience merely because
it is appropriate and helpful.

2) You rent all or part of your home to your
employer and use the rented portion to
perform services as an employee.

Trade or business use. You must use your
home in connection with a trade or business to
take a deduction for its business use. If you
use your home for a profit-seeking activity that
is not a trade or business, you cannot take a
deduction for its business use.

Example. You use part of your home ex-
clusively and regularly to read financial period-
icals and reports, clip bond coupons, and do
similar activities for your own investments.
You do not make investments as a broker or
dealer. Therefore, your activities are not a
trade or business and you cannot take a de-
duction for the business use of your home.

Exclusive Use

“Exclusive use” means only for business. If
you use part of your home as your business of-
fice and also use that part for personal pur-
poses, you do not meet the exclusive—use
test. The business part of your home can be a
room or other separately identifiable space; it
is not necessary that the part be marked off by
a permanent partition.

Example. You are an attorney. You use a
den in your home to write legal briefs and pre-
pare client tax returns. You also use the den
for personal purposes. Therefore, you cannot
claim a business deduction for using it.

Exceptions to
Exclusive Use

There are two exceptions to the exclusive use
test:

1) The use of part of your home for the stor-
age of inventory or product samples, and

2) The use of part of your home as a day-
care facility, discussed later under Day-
Care Facility.

Storage of inventory or product samples.
You can deduct expenses that relate to the
use of part of your home for the storage of in-
ventory or product samples, if you meet all the
following five tests.

1) You keep the inventory for use in your
trade or business.

2) Your trade or business is the wholesale or
retail selling of products.

3) Your home is the only fixed location of
your trade or business.

4) You use the storage space on a regular
basis.

5) The space you use is a separately identifi-
able space suitable for storage.

Example. Your home is the sole fixed loca-
tion of your business of selling mechanics’
tools at retail. You regularly use half of your

basement for storage of inventory and product
samples and sometimes use it for personal
purposes. The expenses for the storage
space are deductible even though you do not
use this part of your basement exclusively for
business.

Regular Use

“Regular use” means use on a continuing ba-
sis. Occasional or incidental business use of
part of your home does not meet the regular
use test even if that part is used for no other
purpose. Therefore, expenses attributable to
that occasional or incidental business use are
not deductible.

Principal Place of Business

You can have more than one business loca-
tion, including your home, for a single trade or
business. To deduct expenses for the busi-
ness use of your home, you must determine
that it is your principal place of business for
that trade or business based on all the facts
and circumstances. The two primary factors
are:

1) The relative importance of the activities
performed at each business location, and

2) The amount of time spent at each
location.

The relative importance test is considered
first.

A comparison of the relative importance of
the activities performed at each business loca-
tion depends on the characteristics of each
business. If the nature of your business re-
quires that you meet or confer with clients or
patients, or requires that you deliver goods or
services to a customer, the place where that
contact occurs must be given great weight in
determining where the most important activi-
ties are performed. Performance of necessary
or essential activities in your home office (such
as planning for services or the delivery of
goods, or the accounting or billing for those
activities or goods) is not controlling.

If the relative importance test does not
clearly establish the principal place of busi-
ness, such as when you deliver goods or ser-
vices at both the office in your home and else-
where, then the time test is considered. The
time test compares the amount of time spent
on business at your home office with the
amount of time spent at other locations. In
some cases, there may be no principal place
of business.

Example 1. Jane Williams is a self-em-
ployed anesthesiologist. Her only office is a
room in her home used regularly and exclu-
sively to contact patients, surgeons, and hos-
pitals by telephone; to maintain billing records
and patient logs; to prepare for treatments and
presentations; to satisfy continuing medical
education requirements; and to read medical
journals and books.

Jane spends approximately 10 to 15 hours
a week doing work in her home office. She
spends 30 to 35 hours per week administering
anesthesia and postoperative care in three



hospitals, none of which provide her with an
office.

The essence of Jane’s business as an an-
esthesiologist requires her to treat patients in
hospitals. The home office activities, although
essential, are less important to Jane’s busi-
ness and take less time than the services she
performs in the hospitals. Her home office is
not her principal place of business. Therefore,
she cannot deduct expenses for the business
use of her home.

Example 2. Sam Stone is a self-employed
plumber. His only office is a room in his home,
which he uses regularly and exclusively to
phone customers, decide what supplies to or-
der, and review the books of the business. He
also employs Helen Green, a full-time unre-
lated employee, to perform administrative ser-
vices in his office such as answering the tele-
phone, scheduling his appointments, ordering
supplies, and keeping his books.

Sam spends approximately 40 hours a
week at his customers’ homes and offices, in-
stalling and repairing plumbing. He spends ap-
proximately 10 hours a week doing work in his
home office.

The essence of Sam’s trade or business as
a plumber requires him to perform services
and deliver goods at the homes or offices of
his customers. His home office activities, al-
though essential, are less important and take
less time than the work he does in the custom-
ers’ homes and offices. Therefore, his office in
the home is not his principal place of business
and he cannot deduct expenses for the busi-
ness use of the home. The fact that Helen per-
forms administrative activities at his office
does not alter this result.

Example 3. Joe Smith is a salesperson.
His only office is a room in his house used reg-
ularly and exclusively to set up appointments,
store product samples, and write up orders
and other reports for the companies whose
products he sells.

Joe’s business is selling products to cus-
tomers at various locations within the metro-
politan area where he lives. To make these
sales, he regularly visits the customers to ex-
plain the available products and to take or-
ders. He makes only a few sales from his
home office. He spends an average of 30
hours a week visiting customers and 12 hours
a week working at his home office.

The essence of his business as a salesper-
son requires him to meet with customers pri-
marily at the customer’s place of business.
The home office activities, although essential,
are less important to Joe’s business and take
less time than the sales activities he performs
when visiting customers. Therefore, his home
office is not his principal place of business and
he cannot deduct expenses for the business
use of his home.

Example 4. Fred Jones, a salesperson,
performs the same activities in his home office
as does Joe Smith in Example 3, except that
Fred makes most of his sales to customers by
telephone or mail from his home office. He

spends an average of 30 hours a week work-
ing at his home office and 12 hours a week vis-
iting prospective customers to deliver prod-
ucts and occasionally take orders.

The essence of Fred’s business as a
salesperson requires him to make telephone
or mail contact with customers primarily from
his office, which is in his home. Actually visiting
customers is less important to his business
and takes less time than the sales activities he
performs from his home office. Therefore, he
can deduct expenses for the business use of
his home.

Example 5. Nelson Lewis is employed as a
teacher. He is required to teach and meet with
students at the school and to grade papers
and tests. In addition to a small shared office
at the school, he maintains a home office for
use in class preparation and for grading pa-
pers and tests. He spends about 25 hours per
week at the school, and 30 to 35 hours per
week at his home office.

The essence of Nelson’s work as a
teacher requires him to teach and meet with
students at the school. Although the class
preparation and grading take more time and
are essential, they are less important than the
activities at the school. He cannot deduct ex-
penses for the business use of his home. Be-
cause his home office is not the principal place
of business, it is not necessary to determine
whether he maintains the office for the conve-
nience of his employer.

More than one trade or business.

Whether your home office is the prin-
@ cipal place of business must be deter-
mined separately for each trade or

business activity. One home office may be the
principal place of business for more than one
activity; however, you will not meet the exclu-
sive use test for any activity unless each activ-
ity conducted in that office meets all the tests
for the business use of the home deduction.

Example. Tracy White is employed as a
teacher. Her principal place of work is the
school. She also has a mail order jewelry busi-
ness. All her work in the jewelry business is
done in her home office and the office is used
exclusively for the business. If she meets all
the other tests, she may deduct expenses for
business use of her home for the jewelry
business.

If Tracy makes any use of the office for
work related to her teaching, the exclusive use
test is not met for the jewelry business. She
may not take any home office deduction for ei-
ther activity because her job as a teacher does
not meet the tests for the deduction.

Place To Meet Patients,
Clients, or Customers

If you meet or deal with patients, clients, or
customers in your home in the normal course
of your business, even though you also carry
on business at another location, you can de-
duct your expenses for the part of your home
used exclusively and regularly for business.

You must physically meet with patients, cli-
ents, or customers on your premises and their
use of your home must be substantial and inte-
gral to the conduct of your business. Occa-
sional meetings and telephone calls do not
qualify you to deduct expenses for the busi-
ness use of your home.

Doctors, dentists, attorneys, and other pro-
fessionals who maintain offices in their homes
will generally meet this requirement.

The part of your home you use exclusively
and regularly to meet patients, clients, or cus-
tomers does not have to be your principal
place of business.

Example. June Quill, an attorney, works 3
days a week in her city office. She works 2
days a week in her home office used only for
business. She regularly meets clients there.
Her home office qualifies for a business de-
duction because she meets clients there in the
normal course of her business.

Separate Structures

You can deduct expenses for a separate free-
standing structure, such as a studio, garage,
or barn, if you use it exclusively and regularly
for your business. The structure does not have
to be your principal place of business or a
place where you meet patients, clients, or
customers.

Example. John Berry operates a floral
shop in town. He grows the plants for his shop
in a greenhouse behind his home. Since he
uses the greenhouse exclusively and regularly
in his business, he can deduct the expenses
for its use subject to the deduction limit, ex-
plained later.

Business Part of Home
Expenses

If you use part of your home for business and
meet the requirements discussed earlier, you
must divide the expenses of operating your
home between personal and business use.
This section explains how to divide each
expense.

Some expenses you pay to maintain your
home are directly related to its business use.
Some are indirectly related, and some are un-
related. You can deduct all of your direct ex-
penses and part of your indirect expenses,
both subject to a limit. See Deduction Limit,
later.

Unrelated expenses benefit only the parts
of your home that you do not use for business.
These include repairs to personal areas of
your home, lawn care, and landscaping. You
cannot deduct unrelated expenses.

If you file Schedule C, figure the allowable
deduction on Form 8829. If you are an em-
ployee or file Schedule F, you may find it con-
venient to use the worksheet near the end of
this publication to help figure your deductible
expenses.
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Figure A. Can You Deduct Business Use of the Home Expenses?*

Start Here:

No Is part of your home used
<€———————— in connection with a trade

or business?

¢Yes

Ars you an employee?

¢Yes

empioyer?

No | Do you work at homs for

rC————— the convenlencs of your

¢ Yes

Yes | Do you rent part of your No

——————— home used for business
to your employer?

¥

Is the use regular

Yes | and exclusive?

business

Is it your principal ptace of

Yes

>

=

home?

Do you meet patlents, Yeos
clients, or customers in

— >

Y

v v

No

-«

No deduction

Is it a separate structure?

Yos
> Deduction allowed

Do not use this chart if you use your home for the storage of inventory or product samples, or to operate a day-care
faclity. See Exceptions to Exclusive Uss, sariier, and Day-Care Fecility, later.

Part-year use.

You cannot take a deduction for busi-
@ ness use of the home for expenses
incurred during any part of the year

you did not use your home for business pur-
poses. For example, if you begin using part of
your home for business on July 1, and you

meet all of the tests from that date until the

end of the year, you consider only your ex-

penses for the last half of the calendar year in
figuring your allowable deduction.

Direct Expenses

Direct expenses benefit only the business part
of your home. They include painting or repairs
made to the specific area or room used for
business. You can deduct direct expenses in
full. Direct expenses for the portion of your
home used regularly, but not exclusively, as a
day-care facility must be adjusted for the time
the space is used for business, as discussed
later under Day-Care Facility.
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Indirect Expenses

Indirect expenses are for keeping up and run-
ning your entire home. They benefit both the
business and personal parts of your home. Ex-
amples of indirect expenses include:

¢ Real estate taxes,

¢ Deductible mortgage interest,
e Casualty losses,

* Rent,

e Utilities and services,

* |nsurance,

e Repairs,

® Security systems, and

e Depreciation.

If you otherwise qualify, you can deduct the
business percentage of your indirect
expenses.

Expenses related to tax-exempt income.
Generally, you cannot deduct expenses that
are related to tax-exempt allowances. How-
ever, if you receive a tax-exempt parsonage

allowance or a tax-exempt military housing al-
lowance, your expenses for mortgage interest
and real estate taxes are deductible under the
normal rules. No deduction is allowed for other
expenses related to the tax-exempt
allowance.

If your housing is provided free of charge
and the value of the housing is tax-exempt,
you cannot deduct the rental value of any por-
tion of the housing.

Figuring the business percentage.

To figure deductions for the business
@ use of your home, find the business
percentage. You can do this by divid-

ing the area used for business by the total area
of your home. You may measure the area in
square feet. To figure the percentage of your
home used for business, divide the number of
square feet of space used for business by the
total number of square feet of space in your
home. If the rooms in your home are about the
same size, you can also figure the business
percentage by dividing the number of rooms
used for business by the number of rooms in
your home. You can also use any other rea-
sonable method to determine the business
percentage.

Example 1. Your home measures 1,200
square feet. You use one room that measures
240 square feet for business. Therefore, you
use one-fifth (240 + 1,200), or 20%, of the to-
tal area for business.

Example 2. If the rooms in your home are
about the same size, and you use one room in
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 Information for First-Time
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. If your total mort-
gage debt is more than $1,000,000 or your
home equity debt is more than $100,000, your
deduction may be limited. For more informa-
tion on what interest is deductible, see Publi-
cation 936, Home Mortgage Interest
Deduction.

Casualty Losses

If you have a casualty loss on your home that
you use in business, treat the casualty loss as
an unrelated expense, a direct expense, or an
indirect expense, depending on the property
affected.

1) If the loss is on the portion of the property
you use only in your business, the entire



loss is used to figure the business use of
the home deduction (direct expense).

2

~

If the loss is on property you do not use in
your business, none of the loss is used to
figure the deduction (an unrelated
expense).

3

~

If the loss is on property you use for both
business and personal purposes, only the
business portion is used to figure the de-
duction (an indirect expense).

If you are filing Schedule C (Form 1040),
get Form 8829 and follow the instructions for
casualty losses. If you are an employee or file
Schedule F (Form 1040), you can use the
worksheet near the end of this publication.
You will also need to get Form 4684, Casual-
ties and Thefts.

For more information on casualty losses to
business and nonbusiness property, get Publi-
cation 547, Casualties, Disasters, and Thefts
(Business and Nonbusiness).

Rent

If you rent, rather than own, a home and meet
the requirements for business use of the
home, you can deduct part of the rent you pay.
To figure your deduction, multiply your rent
payments by the percentage of your home
used for business.

You cannot deduct the fair rental value of
your home. If you own your home, see Depre-
ciation, later.

Utilities and Services

Expenses for utilities and services, such as
electricity, gas, trash removal, and cleaning
services, are primarily personal expenses.
However, if you use part of your home for busi-
ness, you can deduct the business part of
these expenses. Generally, the business per-
centage for utilities is the same as the percent-
age of your home used for business.

Telephone. The basic local telephone service
charge, including taxes, for the first telephone
line into your home is a nondeductible per-
sonal expense. However, charges for busi-
ness long-distance phone calls on that line, as
well as the cost of a second line into your
home used exclusively for business, are de-
ductible business expenses. You may deduct
these expenses even if you do not qualify to
deduct expenses for the business use of your
home. Deduct these charges separately on
the appropriate schedule. Do not include them
in your home office deduction.

Insurance

You can deduct the cost of insurance that cov-
ers the business part of your home. However,
if your insurance premium gives you coverage
for a period that extends past the end of your
tax year, you can deduct only the business
percentage of the part of the premium that
gives you coverage for your tax year. You can
deduct the business percentage of the part
that applies to the following year in that year.

Repairs

The cost of repairs and supplies that relate to
your business, including labor (other than your
own labor), is a deductible expense. For exam-
ple, a furnace repair benefits the entire home.
If you use 10% of your home for business, you
can deduct 10% of the cost of the furnace
repair.

Repairs keep your home in good working
order over its useful life. Examples of common
repairs are patching walls and floors, painting,
wallpapering, repairing roofs and gutters, and
mending leaks. However, repairs are some-
times treated as a permanent improvement.
See Permanent improvements, later.

Security System

If you install a security system that protects all
the doors and windows in your home, you can
deduct the business part of the expenses you
incur to maintain and monitor the system. You
can also take a depreciation deduction for the
part of the cost of the security system relating
to the business use of your home.

Depreciation
The cost of property that can be used for more
than 1 year, such as a building, a permanent
improvement, or furniture, is a capital expendi-
ture. You generally cannot deduct its entire
costin 1 year. However, you may be able to re-
cover this cost by taking annual deductions for
depreciation. For information on depreciating
furniture, see Business Furniture and Equip-
ment, later.

Land is not depreciable property. You gen-
erally cannot recover the cost of land until you
dispose of it.

Permanent improvements. A permanent im-
provement increases the value of property,
adds to its life, or gives it a new or different
use. Examples of improvements are replace-
ment of electric wiring or plumbing, a new roof,
an addition, paneling, remodeling, or major
modifications.

If you make repairs as part of an extensive
remodeling or restoration of your home, the
entire job is an improvement. You must care-
fully distinguish between repairs and improve-
ments. You must also keep accurate records
of these expenditures. These records will help
you decide whether an expenditure is a de-
ductible expense or a capital expenditure.

Example. You buy an older home and fix
up two rooms as a hairdressing shop. You
patch the plaster on the ceilings and walls,
paint, repair the floor, put in an outside door,
and install new wiring, plumbing, and other
equipment. The plaster patching, painting, and
floor work are repairs. However, since this
work is done as part of a general plan to alter
your home for business use, the amount you
pay for this work is a capital expenditure that is
added to the basis of the property. You cannot
deduct it as a repair expense.

Basis adjustment. You must decrease the
basis of your property by the depreciation you
could have deducted on your tax returns under
the method of depreciation you selected. If

you took less depreciation than you could
have under the method you selected, de-
crease the basis by the amount you could
have taken under that method.

If you deducted more depreciation than
you should have, decrease your basis by the
amount you should have deducted, plus the
part of the excess deducted that actually de-
creased your tax liability for any year.

For more information, see Publication 551.

Depreciating your home. If you began to use
part of your home for business before 1996,
continue to use the same depreciation method
you used in past tax years.

If you began to use part of your home for
business in 1996, depreciate that part as non-
residential real property under the modified
accelerated cost recovery system (MACRS).
Under MACRS, nonresidential real property is
depreciated using the straight line method
over 39 years. See Publication 946 for more
information.

To figure depreciation on the busi-
@ ness part of your home, you need to
know:

1) The business-use percentage of your
home,

2) The first month in your tax year for which
you can deduct business use of your
home expenses, and

3) The adjusted basis and fair market value
of your home at the time you qualify for a
deduction.

Adjusted basis of home. The adjusted
basis of your home is generally its cost plus
the cost of any permanent improvements that
you made to it minus any casualty losses de-
ducted in earlier tax years. For a discussion of
adjusted basis, see Publication 551.

When you change part of your home from
personal to business use, your basis for depre-
ciation is the business use percentage times
the lesser of:

1) The adjusted basis of your home (exclud-
ing land) on the date of change, or

2) The fair market value of your home (ex-
cluding land) on the date of change.

Depreciation table. If 1996 was the first
year you used your home for business, you
may figure your 1996 depreciation for the busi-
ness part of your home by using the appropri-
ate percentage from the following table.

Month of Tax Year

First Used for Business  Percentages
1 2.461%
2 2.247%
3 2.033%
4 1.819%
5 1.605%
6 1.391%
7 1.177%
8 0.963%
9 0.749%
10 0.535%
11 0.321%
12 0.107%
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Multiply the depreciable basis of the busi-
ness part of your home by the percentage
from the table for the first month in your tax
year that you use your home for business. See
Table A—7a in Appendix A in Publication 946
for the percentages for the remaining tax
years of the recovery period.

Example. In May, George Miller began to
use one room in his home exclusively and reg-
ularly to meet clients. This room is 8% of the
square footage of his home. He bought the
home in 1980 for $100,000. He determined
from his property tax records that his adjusted
basis in the house (exclusive of land) is
$90,000. The house had a fair market value of
$165,000 in May. He multiplies his adjusted
basis (which is less than fair market value) by
8%. The result is $7,200, his depreciable basis
for the business part of the house.

George files his return based on the calen-
dar year. May is the 5th month of his tax year.
He multiplies his depreciable basis of $7,200
by 1.605% (.01605), the percentage from the
table for the 5th month. The result is $115.56,
his depreciation deduction.

Recordkeeping

You do not have to use a particular
ri method of recordkeeping, but you
LI must keep records that provide the in-
formation needed to figure your deductions for
the business use of your home. You should
keep canceled checks, receipts, and other ev-
idence of expenses you paid.
Your records must show:

1) The part of your home you use for
business,

2) Thatyou use this part exclusively and reg-
ularly for business as either your principal
place of business or as the place where
you meet or deal with clients or custom-
ers in the normal course of your business
(however, see the earlier discussion, Ex-
ceptions to Exclusive Use), and

3

~

The depreciation and expenses for the
business part.

You must keep your records for as long as
they are important for any federal tax law. This
is usually 3 years from the date the return was
due or filed, or 2 years from the date the tax
was paid, whichever is later.

Keep records that support your basis in
your home for as long as they are needed to
figure the correct basis of your original or re-
placement home. This includes records of any
improvements to your home and any deprecia-
tion you are allowed because you maintained
an office in your home. You can keep copies of
Forms 8829 or the Publication 587 work-
sheets as records of depreciation.

For more information on recordkeeping,
see Publication 583.
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Deduction Limit

If your gross income from the business use of
your home equals or exceeds your total busi-
ness expenses (including depreciation), you
can deduct all your expenses for the business
use of your home. But if your gross income
from that use is less than your total business
expenses, your deduction for certain ex-
penses for the business use of your home is
limited. The total of your deductions for other-
wise nondeductible expenses, such as utili-
ties, insurance, and depreciation (with depre-
ciation taken last) cannot be more than your
gross income from the business use of your
home minus the sum of:

1) The business percentage of the other-
wise deductible mortgage interest, real
estate taxes, and casualty and theft
losses (these three items are discussed
more fully under Indirect Expenses, ear-
lier), and

2

~

The business expenses that are attributa-
ble to the business activity in the home
(for example, salaries or supplies), but not
to the use of the home itself .

If you are self-employed, do not include in (2)
above your deduction for half of your self-em-
ployment tax.

Carryover of unallowed expenses. You can
carry forward to your next tax year deductions
over the current year’s limit. These deductions
are subject to the gross income limit from the
business use of your home for the next tax
year. The amount carried forward will be allow-
able only up to your gross income in the next
tax year from the business in which the deduc-
tion arose, whether or not you live in the home
during that year.

Figuring deduction limit and carryover. If
you are an employee or file Schedule F, Profit
or Loss From Farming, use the worksheet
near the end of this publication to figure your
deduction limit. If you file Schedule C, figure
your deduction limit on Form 8829.

Example. You meet the requirements for
deducting expenses for the business use of
your home. You use 20% of your home for this
business. In 1996, your gross income, busi-
ness expenses, and expenses for the busi-
ness use of your home are as follows:

Gross income from business $ 6,000
Less: Deductible mortgage interest and

real estate taxes (20% allowable as

business part) 3,000
Balance $ 3,000
Less: Business expenses other than for

use of home (business phone and

depreciation on office equipment) 2,000
Grossincome limit $ 1,000

Less: Other expenses allocable to
business use of home:
1) Maintenance, insurance, and

utilities (20%) 800
Limit on further deduction $ 200
2) Depreciation (20%) 1,600

Depreciation carryover to 1997 subject to
deduction limit in 1997 $ 1,400
You can deduct all the business part of
your deductible mortgage interest and real es-
tate taxes. You can also deduct all the busi-
ness part of your expenses for maintenance,
insurance, and utilities, because the total is
not more than the $1,000 gross income limit.
But your deduction for depreciation for the
business use of your home is limited to $200
for 1996 because of the gross income limit.
The $1,400 balance can be carried forward
and added to your depreciation for 1997, sub-
ject to your 1997 gross income limit.

More than one place of business.

If part of the gross income from your
@ trade or business is from the business
use of part of your home and part is

from a place other than your home, you must
determine the part of your gross income from
the business use of your home before you fig-
ure the deduction limit. In making this determi-
nation, consider the time you spend at each lo-
cation, the business investment in each
location, and any other relevant facts and
circumstances.

Where To Deduct

Deduct expenses for the business use of your
home on Form 1040. Where you deduct these
expenses on Form 1040 depends on whether
you are:

1) Anemployee, or
2) A self-employed person.

Employees

As an employee, you must itemize deductions
on Schedule A (Form 1040) to claim expenses
for the business use of your home and any
other employee business expenses. This gen-
erally applies to all employees, including
outside salespersons. If you are a statutory
employee, use Schedule C (Form 1040) to
claim the expenses. Follow the instructions
given later under Self-Employed Person.The
Statutory Employee box within box 15 on your
Form W-2 will be checked if you are a statutory
employee.

If you have employee expenses for which
you were not reimbursed, report them on line
20 of Schedule A. You generally must also
complete Form 2106, if:

1) You claim any travel, transportation,
meal, or entertainment expenses, or

2) Your employer paid you for any of your
job expenses reportable on line 20.
(Amounts your employer included in box 1
of your Form W-2 are not considered paid
by your employer).



However, you may use a simpler form,
Form 2106-EZ, instead of Form 2106, if:

1) You were not reimbursed for your ex-
penses by your employer, or if you were
reimbursed, the reimbursements were in-
cluded in box 1 of your Form W-2, and

2) If you claim car expenses, you use the
standard mileage rate.

When your employer pays for your ex-
penses, the payments generally should not be
on your Form W-2 if you:

1) Arerequired to account, and do account,
to your employer for the expenses, and

2) Arerequired to return, and do return, any
payments not spent for business
expenses.

If you account to your employer and your
business expenses equal your reimburse-
ment, do not report the reimbursement as in-
come and do not deduct the expenses.

Accounting to employer. You account to
your employer when you give your employer
documentary evidence and an account book,
diary, or similar statement to verify the
amount, time, place, and business purpose of
each expense. You are also treated as ac-
counting to your employer if your employer
gives you a fixed allowance under an account-
able plan that is similar in form to an allowance
specified by the federal government and you
verify the time, place, and business purpose of
each expense. See the instructions for Form
2106 and Publication 463, Travel, Entertain-
ment, Gift, and Car Expenses, for more
information.

Deductible mortgage interest. Although you
generally can deduct expenses for the busi-
ness use of your home on line 20 of Schedule
A (Form 1040), do not include any deductible
home mortgage interest on that line. Instead,
deduct both the business and nonbusiness
parts of this interest on line 10 or 11 of Sched-
ule A.

If the home mortgage interest you can de-
duct on lines 10 or 11 is limited by the home
mortgage interest rules, you cannot deduct
the excess as an employee business expense
on line 20 of Schedule A, even though you use
part of your home for business. To determine if
the limits on home mortgage interest apply to
you, see the instructions for Schedule A or
Publication 936.

Real estate taxes. Deduct both the business
and nonbusiness parts of your real estate
taxes on line 6 of Schedule A. For more infor-
mation on amounts allowable as a deduction
for taxes, see Publication 530.

Casualty losses. Compute the deductible
business part of casualty losses in Section B
of Form 4684, Casualties and Thefts. Enter
the business part of casualty losses (line 31 of
the worksheet) on line 27 of Form 4684, Sec-
tion B. Also complete lines 19 through 26.
Write “See attached statement” above line
27.

Other expenses. If you file Form 2106 or
Form 2106—EZ, report the business part of
your other expenses (utilities, maintenance,
insurance, depreciation, etc.) that do not ex-
ceed the limit on line 4 of Form 2106 (or Form
2106-EZ). Add these to your other employee
business expenses and complete the rest of
the form. The total from line 10, Form 2106, or
line 6, Form 2106— EZ, is entered on line 20 of
Schedule A, where it is subject to the 2% of
adjusted gross income limit. If you do not have
to file Form 2106 or Form 2106-EZ, enter
your total expenses directly on line 20 of
Schedule A.

Business expenses not attributable to
use of your home. If you have any employee
business expenses not attributable to the use
of your home, such as advertising, and you
were not reimbursed for them, and you are not
claiming travel, transportation, meal, or en-
tertainment expenses, do not fill out Form
2106 or Form 2106—-EZ. Enter these expenses
directly on line 20 of Schedule A (Form 1040),
where they are subject to the 2% of adjusted
gross income limit.

Example. You are an employee who works
at home for the convenience of your employer.
You meet all the requirements to deduct ex-
penses for the business use of your home.
Your employer does not reimburse you for any
of your business expenses and you are not
otherwise required to file Form 2106 or Form
2106-EZ.

As an employee, you do not have gross re-
ceipts, cost of goods sold, etc. You begin with
gross income from the business use of your
home, which you determine to be $6,000. Your
total employee business expenses related to
the business activity in your home, but not at-
tributable to the use of your home itself, such
as advertising, supplies, and telephone use,
total $2,000. Subtract this amount from your
gross income from the business use of your
home. Your balance is $4,000.

The percentage of expenses attributable
to the business use of your home is 20%. The
business part of your mortgage interest and
real estate taxes is $2,500. Deduct this
amount on the lines of your Schedule A (Form
1040) for interest and taxes. Subtract this
$2,500 from your balance of $4,000. Your
gross income limit is $1,500. Your other ex-
penses for the business use of your home can-
not be more than $1,500.

The business part of your maintenance, in-
surance, and utilities for your home is $800.
The business part of your depreciation is
$1,600. Add $1,500 ($800 plus $700 of the de-
preciation expense) to the $2,000 for your
other business expenses, and deduct the
$3,500 total as a miscellaneous deduction on
line 20, Schedule A (Form 1040). Itis then sub-
ject to the 2% of adjusted gross income limit.
Carry over the $900 of your depreciation ex-
pense that exceeds the deduction limit to the
next tax year, subject to the deduction limit for
that year.

Self-Employed Persons

If you are self-employed and file Schedule C
(Form 1040), attach Form 8829 to your return.

If you file Schedule F (Form 1040), report your
entire deduction for business use of the home,
up to the limit discussed earlier (line 32 if you
used the worksheet) on line 34 of Schedule F.
Write “Business Use of Home "on the line be-
side the entry.

Deductible mortgage interest. If you file
Schedule C (Form 1040), enter all your de-
ductible mortgage interest on line 10 of Form
8829. After you have figured the business part
of the mortgage interest on Form 8829, sub-
tract that amount from the total mortgage in-
terest on line 10. The remainder is deductible
on Schedule A (Form 1040), lines 10 and 11.
Do not deduct any of the business part on
Schedule A. If the interest you deduct on
Schedule A for your home mortgage is limited,
enter the excess on line 16 of Form 8829.

If you file Schedule F (Form 1040), include
the business part of your deductible home
mortgage interest with your total business use
of the home expenses on line 34. You can use
the worksheet near the back of this publication
to figure the deductible part of mortgage
interest.

To determine if the limits on qualified home
mortgage interest apply to you, see the in-
structions for Schedule A (Form 1040) or Pub-
lication 936.

Real estate taxes. If you file Schedule C
(Form 1040), enter all your deductible real es-
tate taxes on line 11 of Form 8829. After you
have figured the business part of your taxes on
Form 8829, subtract that amount from your to-
tal real estate taxes on line 11. The remainder
is deductible on Schedule A, line 6. Do not de-
duct any of the business part of real estate
taxes on Schedule A.

If you file Schedule F, include the business
part of real estate taxes with your total busi-
ness use of the home expenses on line 34.
Enter the nonbusiness part of your real estate
taxes on line 6 of Schedule A.

Casualty losses. If you file Schedule F, enter
the business part of casualty losses (line 31 if
you use the worksheet) on line 27 of Form
4684, Section B. Also complete lines 19
through 26 of Section B. Write “See attached
statement” above line 27.

If you are using Form 8829, refer to the
specific instructions for lines 9 and 27, and
enter the amount from line 33 on line 27 of
Form 4684, Section B. Write “See Form
8829” above line 27.

Other expenses. Report the other home ex-
penses that would not be allowable if you did
not use your home for business (insurance,
maintenance, utilities, depreciation, etc.), on
the appropriate lines of your Form 8829. If you
rent rather than own your home, include the
rent you paid on line 20. If any of these ex-
penses exceed the deduction limit, carry them
over to next year. They will be subject to the
gross income limit from the business use of
your home next year.

If you file Schedule F, include your other
home expenses that would not be allowable if
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Sequence No. 86
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412100 /234

Part of Your Home Used for Business

1 Areaused regularly and exclusively for business, regularly for day care, or for storage of inventory

or product samplas. See instructions , . . . . .

L 600

TH

2 Totalareaofhome . ., . . . . . . . .. L. e e e 2890
3 Divide line 1 by line 2. Enter the result asapercentage . . . . . . . . . . . . . . |3 SO0 %
® For day-care facllities not used exclusively for business, alsc complets Hines 4-8. N
¢ All others, skip lines 4-8 and enter the amount from line 3 on line 7. -
4 Multiply days used for day care during year by hours used per day . |4 -f,cgahr-
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7 Business percentage. For day-care facilities not used exclusively for business, muttiply line 6 by N
line 3 {enter the result as a psrcentage). All others, enter the amount from line 3 . . f7-08 %

you did not use your home for business (insur-
ance, maintenance, utilities, depreciation,
etc.), with your total business use of the home
expenses on line 34 of Schedule F. If any of
these expenses exceed the deduction limit,
carry them over to the next year. They will be
subject to the gross income limit from the busi-
ness use of your home next year.

Business expenses not for the use of your
home. Deduct in full your business expenses
that are not for the use of your home itself

(dues, salaries, supplies, certain telephone ex-
penses, etc.) on the appropriate lines of
Schedule C or Schedule F. Because these ex-
penses are not for the use of your home, they
are not subject to the deduction limit for busi-
ness use of the home expenses.

Day-Care Facility

You can deduct expenses for using part of
your home on a regular basis to provide day-
care services if you meet the following
requirements.

1) You must be in the trade or business of
providing day care for children, for per-
sons 65 or older, or for persons who are
physically or mentally unable to care for
themselves.

2

—

You must have applied for, been granted,
or be exempt from having, a license, certi-
fication, registration, or approval as a day-
care center or as a family or group day-
care home under applicable state law.
You do not meet this requirement if your
application was rejected or your license
or other authorization was revoked.

If you regularly use part of your home for

day care, figure what part is used for day care,
as explained earlier under Business Part of
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Home Expenses. If you use that part exclu-
sively for day care, deduct all the allocable ex-
penses, subject to the deduction limit.

If the use of part of your home as a day-
care facility is regular, but not exclusive, you
must figure what part of available time you ac-
tually use it for business. A room that is availa-
ble for use throughout each business day and
that you regularly use in your business is con-
sidered to be used for day care throughout
each business day. You do not have to keep
records to show the specific hours the area
was used for business. You may use the area
occasionally for personal reasons. However, a
room you use only occasionally for business
does not qualify for the deduction.
you actually use your home for busi-

ness, compare the total business-use

time to the total time that part of your home
can be used for all purposes. You may com-
pare the hours of business use in a week with
the number of hours in a week (168). Or you
may compare the hours of business use for
the tax year with the number of hours in your
tax year (8,784 in 1996).

To find what part of the available time

Example 1. Mary Lake uses her basement
to operate a day-care business for children.
Her home totals 3,200 square feet. The base-
ment is 1,600 square feet or 50% of the total
area of the home (1,600 + 3,200). She uses
the basement for day care an average of 12
hours a day, 5 days a week, for 50 weeks. Dur-
ing the other 12 hours, the family can use the
basement. During the year, the basement is
used for day care for a total of 3,000 hours
(250 days x 12 hours). The basement can be
used 8,784 hours (24 hours x 366 days) dur-
ing the year. Only 34.15% (3,000 +~ 8,784) of
the expenses of her basement are business
expenses. Mary can deduct 34.15% of any di-
rect expenses for the basement. However,

only 34.15% of the basement part of her indi-
rect expenses are business expenses. Be-
cause the basement is 50% of the total area of
her home, she can deduct 17.08% (34.15% of
50%) of her indirect expenses.

Mary completes Part | of Form 8829 as
shown in Figure B.

Example 2. Assume the same facts as in
Example 1 except that Mary also has another
room that is available each business day for
children to take naps in. Although she did not
keep a record of the number of hours the room
was actually used for naps, it was used for part
of each business day. Since the room was
available during regular operating hours each
business day and was used regularly in the
business, it is considered to be used for day
care throughout each business day. In figuring
her expenses, 34.15% of any direct expenses
of the basement and room are deductible. In
addition, 34.15% of the indirect expenses of
the basement and room are business ex-
penses. Because the basement and room are
60% of the total area of her home, Mary can
deduct 20.49% (34.15% of 60%) of her indi-
rect expenses.

Meals. If you provide food for your day-care
business, do not include the expense as a cost
of using your home for business. Claim it as a
separate deduction on your Schedule C (Form
1040). You can deduct 100% of the cost of
food consumed by your day-care recipients
and 50% of the cost of food consumed by your
employees as a business expense. But you
can never deduct the cost of food consumed
by you or your family.

If you deduct the cost of food for your day-
care business, keep a separate record (with
receipts) of your family’s food costs.

Reimbursements you receive from a spon-
sor under the Child and Adult Food Care Pro-
gram of the Department of Agriculture are only



taxable to the extent they exceed your ex-
penses for food for eligible children. If your re-
imbursements are more than your expenses
for food, show the difference as income in Part
| of Schedule C. If your food expenses are
greater than the reimbursements, show the
difference as an expense in Part V of Sched-
ule C. Do not include payments or expenses
for your own children if they are eligible for the
program. Follow this procedure even if you re-
ceive a Form 1099 reporting a payment from
the sponsor.

Sale or Exchange
of Your Home

If you sell your home and within 2 years buy
one that costs more than the sale price of your
old home, you generally must postpone recog-
nizing any gain on the sale. However, if in the
year of sale you were able to deduct expenses
for the business use of a part of your home,
postpone recognizing gain only on the non-
business part. You must recognize any gain on
the business part. Similarly, if you have a loss
on the sale of your home, you can deduct the
loss only on the business part. You cannot de-
duct any loss on the nonbusiness part.

To figure whether the cost of your new
home is more than the sale price of your old
home for postponing recognition of gain, com-
pare the nonbusiness part of your old home’s
sale price with the nonbusiness part of your
new home’s cost.

If your business use does not meet the re-
quirements for the allowance of a business de-
duction for the year of sale, do not divide the
gain on the sale between the business and
nonbusiness parts. Under these circum-
stances, all your gain can be postponed if your
purchase of another home meets all the other
requirements for this treatment.

For more information on the sale or ex-
change of a home used partly for business,
see Publication 523.

Depreciation. If you used any part of your
home for business, you must adjust the basis
of your home for any depreciation that was al-
lowable for its business use, even if you did
not claim it. If you took less depreciation than
you could have under the method you se-
lected, you must decrease the basis by the
amount you could have taken under that
method. For more information, see Publication
551.

If you used ACRS, MACRS, or some other
accelerated method to figure your deprecia-
tion, some of the gain on the sale of the busi-
ness part of your home may have to be treated
as ordinary income.

Business Furniture and
Equipment

Even if you do not qualify for a business use of
the home deduction, you may be allowed to

take a depreciation deduction or elect a sec-
tion 179 deduction for furniture and equipment
you use in your home for business or work as
an employee.

There are different rules, explained later,
for property you bought to use for business
and property you previously used for personal
purposes.

If you placed furniture or equipment in ser-
vice in your business before this year, you con-
tinue to claim depreciation deductions over its
recovery period. See Publication 946 for more
information.

Listed Property

If you use certain types of property, called
listed property, in your home, special rules
apply to the depreciation deductions you are
allowed to take. Listed property includes any
property of a type generally used for entertain-
ment, recreation, and amusement (including
photographic, phonographic, communication,
and video recording equipment). Listed prop-
erty also includes computers and related
equipment unless they are used in a qualifying
office in your home. If you use your computer
in a qualifying office in your home, see Prop-
erty Bought for Business Use, later. For a
complete discussion of listed property, see
chapter 4 in Publication 946.

More-than-50% test. If you bought listed
property and placed it in service in 1996, spe-
cial rules apply. More than 50% of your use of
the property must be for business (including
work as an employee) during the tax year for
you to claim a section 179 or an accelerated
depreciation deduction. If your business use is
50% or less, you cannot take a section 179
deduction. You must figure the depreciation
for it using the Alternate Depreciation System
(ADS) (straight line method), as explained in
Publication 946.

If you use listed property more than 50% in
a business in the tax year the property is
placed in service but not in a later year of the
recovery period, figure your depreciation for
property placed in service before 1987 using
Table 16 in the Appendix of Publication 534.
For property placed in service after 1986, you
must use the ADS method. Figure your depre-
ciation for the tax year and any later tax years
as if that listed property were not used more
than 50% for business in the year it was
placed in service.

For the tax year in which the business use
is 50% or less, you may have to include in in-
come (recapture) part of the depreciation
claimed in earlier tax years. For more informa-
tion on recapturing depreciation on listed
property, see Publication 946.

Employee. If you use listed property, such
as a home computer, in your work as an em-
ployee, it will not be treated as used for busi-
ness for the more-than-50% test unless:

1) The use is for the convenience of your
employer, and

2) The use is required as a condition of your
employment.

“As a condition of your employment”
means that the use of the property is neces-
sary for you to properly perform your work.
Whether the use of the property is required for
this purpose depends on all the facts and cir-
cumstances. Your employer does not have to
tell you specifically to have a computer in your
home. Nor is a statement by your employer to
that effect sufficient.

Investment time. The time you use the
computer for investments does not count as
business-use time for the more-than-50%
test. However, if you meet the more-than-50%
test, you can take into account the combined
business and investment time to figure your
depreciation deduction under MACRS. If you
do not meet the test, you can use the com-
bined time to figure the depreciation deduction
under the straight line method.

If you use your computer to produce in-
come from investments, see Publication 529,
Miscellaneous Deductions.

Reporting and substantiation require-
ments. If you use listed property in your busi-
ness, you must file Form 4562 to claim a de-
preciation or section 179 deduction. Begin
with Part V, Section A of that form.

You must keep adequate records to prove
your business use of any listed property.

Property Bought for
Business Use

If you bought certain property to use in your
business, you can elect to deduct all or part of
its cost as a section 179 deduction. You can
generally claim the section 179 deduction on
depreciable tangible personal property bought
for use in the active conduct of your business.
You cannot take a section 179 deduction for
the basis of the business part of your home.

The total cost you can deduct cannot ex-
ceed $17,500. But there are certain provisions
that can reduce this maximum.

The total cost that you can deduct each tax
year is limited to your total taxable income
from the active conduct of all your trade or
business activities, including wages, during
the tax year. Figure taxable income for this
purpose in the usual way but without a deduc-
tion for the cost of the section 179 property or
a deduction for half of the self-employment
tax. See How To Figure the Deduction, in
chapter 2 of Publication 946, for more
information.

You choose how much (subject to the limit)
of the cost you want to deduct under section
179 and how much you want to depreciate.
You do not have to deduct the full cost of the
property. You can deduct part of its cost under
section 179 and depreciate the rest over its re-
covery period. You can spread the section 179
deduction over several items of property in
any way you choose as long as the total does
not exceed the maximum allowable.

You elect to take the section 179 deduc-
tion by completing Part | of Form 4562.

Depreciation In Part || of Form 4562 you
depreciate, under MACRS, the cost of depre-
ciable property bought in 1996 that is not de-
ducted under section 179. Most business
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property in a home office is either 5-year or 7-
year property under MACRS.

5-year property includes computers and
peripheral equipment, typewriters, cal-
culators, adding machines, and
copiers.

7-year property includes office furniture
and equipment such as desks, files,
and safes.

Under MACRS, you generally use the half-
year convention, which allows you to deduct a
half year of depreciation in the first year you
use the property in your business. If more than
40% of your depreciable basis is placed in ser-
vice during the last 3 months of your tax year,
you must use the mid-quarter convention in-
stead of the half-year convention.

Figure your depreciation by applying the
appropriate percentage from the following ta-
ble (which has been adjusted for the half-year
convention) to each property’s cost minus any
section 179 deduction taken on the property.

Percentages
Recoveryyear  5-year property 7-year property
1 20% 14.29%
2 32% 24.49%
3 19.2% 17.49%
4 11.52% 12.49%
5 11.52% 8.93%
6 5.76% 8.92%
7 8.93%
8 4.46%

See Publication 946 for a discussion of the
mid-quarter convention and for complete per-
centage tables.

Example. During the year, Donald Kent
bought a desk and three chairs for use in his
office. His total bill for the furniture was
$1,975. His taxable business income for the
year was $3,000 without any deduction for the
office furniture. Donald can elect to do one of
the following:

1) Take a section 179 deduction for the full
cost of the office furniture.

2) Take part of the cost of the furniture as a
section 179 deduction and depreciate the
balance.

3) Not take a section 179 deduction and de-
preciate the full cost of the office
furniture.

The furniture is 7-year property. If Donald
does not take a section 179 deduction, he
multiplies $1,975, his cost of the furniture, by
14.29% (.1429) to get his depreciation deduc-
tion of $282.23.

Property Changed From

Personal Use
If you began to use property in your home of-
fice that was used previously for personal pur-
poses, you cannot take a section 179 deduc-
tion. The method of depreciation you use
depends on when you first used the property
for personal purposes.

If you began to use the property for per-
sonal purposes before 1981 and change it to
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business use in 1996, depreciate the property
by the straight line or declining balance

method based on salvage value and useful

life.

If you began to use the property for per-
sonal purposes after 1981 and before 1987
and change it to business use in 1996, you
generally depreciate the property under the
accelerated cost recovery system (ACRS).
However, if the depreciation under ACRS is
greater in the first year than the depreciation
under MACRS, you must depreciate it under
MACRS. For a discussion of depreciation
methods for property used for personal pur-
poses before 1987, see Publication 534.

If you began to use the property for per-
sonal purposes after 1986 and change it to
business use in 1996, depreciate the property
under MACRS.

The basis for depreciation of property
changed from personal to business use is the
lesser of:

1) The adjusted basis of the property on the
date of change, or

2) The fair market value of the property on
the date of change.

Example 1. James Roe bought a desk for
$1,000 on November 1, 1986. He began to
use it in his home office on February 5, 1996,
when it had a fair market value of $600. The
depreciable basis of the desk is the fair market
value of $600, which is less than its cost.
Under ACRS, a desk is 5-year property. Under
MACRS, itis 7-year property. Under ACRS, its
depreciation is $90 (15%, the first year ACRS
percentage for 5-year property, of $600).
Under MACRS, its depreciation is $85.74
(14.29%, the first year percentage for 7-year
property, of $600). Since the depreciation is
greater using ACRS, James must use MACRS
to depreciate his desk.

Example 2. Assume the same facts as in
Example 1 except that the property is a com-
puter. Under both ACRS and MACRS, a com-
puter is 5-year property. Under ACRS, its de-
preciation is $90. Under MACRS, its
depreciation is $120 (20%, the first year per-
centage for 5-year property, of $600). Since its
depreciation is greater using MACRS, James
must use ACRS to depreciate his computer.

Schedule C Example

The filled-in forms for John Stephens that fol-
low show how to report deductions for the
business use of your home if you file Schedule
C (Form 1040). The first page of Schedule C,
Form 8829, and Form 4562 are shown later.
Only the expenses and information that relate
to the business use of the home are
discussed.

Schedule C. The following bold line refer-
ences apply to Schedule C.

Line 13. John enters his section 179 ex-
pense deduction for assets used in his home
office on Form 4562, shown later, and on line
13.

When John began using part of the home
for business in 1986, the furniture in it was 5-
year property under ACRS. Tax year 1990 was
the last year of the recovery period for that
property. He has recovered his total deprecia-
ble basis in that property. He cannot deduct
any depreciation for that property in 1996.

In March 1996 he bought a file cabinet for
$600 and a copier for $2,500 to use in his busi-
ness. He elects to take a section 179 deduc-
tion for both items.

John completes Part | of Form 4562. He
enters the cost of both items, $3,100, on line 2
and completes lines 4 and 5. On line 6, he en-
ters a description of each item, its cost and the
cost he is electing to expense. He completes
the remaining lines in Part |. He then enters
$3,100, the total section 179 deduction, on
line 13 of Schedule C.

Line 16b. This amount is the interest on in-
stallment payments for the business assets
John uses in his home office.

Line 25. Because he had a separate tele-
phone line in his home office that he used only
for business, he can deduct the expense for it
of $347.

Lines 28-30.On line 28, he totals all his ex-
penses other than those for the business use
of his home, and then he subtracts that total
from his gross income. He uses the result, on
line 29, to figure the deduction limit on his ex-
penses for the business use of his home. He
enters that amount on line 8 of Form 8829 and
then completes the form. He enters the
amount of his home office deduction from line
34, Form 8829, on line 30 of Schedule C.

Form 8829, Part I. John began to use one
room of his home exclusively and regularly to
meet clients in August 1986. In Part | of Form
8829 he shows that, based on the square foot-
age, the room is 10% of his home.

Form 8829, Part Il. He uses Part Il of Form
8829 to figure his allowable home office
deduction.

Step 1. First, he figures the business part
of expenses that would be deductible even if
he did not use part of his home for business.
Because these expenses ($4,500 deductible
mortgage interest and $1,000 real estate
taxes) relate to his entire home, he enters
them in column (b) of lines 10 and 11. He then
subtracts the $550 business part of these ex-
penses (line 14) from his tentative business
profit (line 8). The result, $25,781 on line 15, is
the most he can deduct for his other home of-
fice expenses.

Step 2. Next, he figures his deduction for
operating expenses. He paid $300 to have his
office repainted. He enters this amount on line
18, column (a) because it is a direct expense.
All of his other expenses ($400 homeowner’s
insurance, $1,400 roof repairs, and $1,800
heating and lighting) relate to his entire home.
Therefore, he enters them in column (b) on the
appropriate lines. He adds the $300 direct ex-
penses (line 21) to the $360 total for indirect
expenses (line 22) and enters the total, $660,
on line 24. Because this amount is less than
his deduction limit, he can deduct it in full. The



$25,121 balance of his deduction limit (line 26)
is the most he can deduct for depreciation.

Step 3. Next, he figures his allowable de-
preciation deduction for the business use of
his home. In Part Il of Form 8829, he deter-
mines that the basis of his home office (line
38) is $6,000. Because he began using the of-
fice in August 1986, it is 19-year real property
under ACRS. 1996 is the eleventh year of the
recovery period and, because he files his re-
turn based on the calendar year, August is the
eighth month of his tax year. Using Table 6 in
the Appendix of Publication 534, he finds that
the depreciation percentage for the eleventh
year of the recovery period, for assets placed
in service in the eighth month, is 4.2%. There-
fore, his depreciation for 1996 (line 40) is
$252. He enters that amount in Part Il on lines
28 and 30. Because itis less than the available
balance of his deduction limit (line 26), he can
deduct the full depreciation.

Step 4. Finally, he figures his total deduc-
tion for his home office by adding together his
otherwise deductible expenses (line 14), his
operating expenses (line 25), and depreciation
(line 31). He enters the result, $1,462, on lines
32 and 34, and on Schedule C, line 30.

Instructions for the
Worksheet

Part 1—Part of Your Home Used
for Business

If you are an employee or file Schedule F
(Form 1040), use the worksheet near the end
of this publication to figure your deduction lim-
its for each type of expense. If you file Sched-
ule C (Form 1040), use Form 8829 to figure
the deductions and attach the form to your re-
turn. Your entries on the worksheet may differ
from your actual deductions for business ex-
penses. Differences will be explained when
they occur.

If you figure the percentage based on area,
use lines 1 through 3 to figure the business-
use percentage. Enter the percentage on line
3. You may use any other reasonable method
that accurately reflects your business-use per-
centage. If you operate a day-care facility and
you meet the exception to the exclusive use
test for part or all of the area you use for busi-
ness, you must figure the business use per-
centage for that area as explained under Day-
Care Facility, earlier.

Part 2—Figure Your Allowable
Deduction

If you file Schedule F, enter on line 4 your total
gross income from the business use of your
home. This would generally be the amount on
line 11 of Schedule F.

If you are an employee, enter on line 4 your
total wages that were from business use of the
home.

Enter your total expenses paid for deducti-
ble mortgage interest, real estate taxes, and

casualty losses on lines 5 through 7 of the
worksheet. Under column (a), Direct Ex-
penses, enter expenses that benefit only the
business part of your home. Under column (b),
Indirect Expenses, enter expenses that bene-
fit the entire home. You generally enter 100%
of the expense. However, if the business per-
centage of an indirect expense is different
from the percentage on line 3, enter only the
business part of the expense on the appropri-
ate line in column (a), and leave that line in col-
umn (b) blank.

Enter only the amounts that would be de-
ductible whether or not you used your home
for business. In other words, these amounts
would normally be allowable as itemized de-
ductions on Schedule A (Form 1040). Only the
part of a casualty loss that exceeds $100 plus
10% of adjusted gross income is included
here.

Multiply your total expenses by the busi-
ness percentage from line 3. Enter the result
on line 9. Add this amount to the total Direct
Expenses and enter the total on line 10.

On line 11, enter any other business ex-
penses that are not attributable to business
use of the home. For employees, examples in-
clude travel, supplies, and business telephone
expenses. Farmers should generally enter
their total farm expenses before deducting of-
fice in the home expenses. Do not enter the
deduction for half the self-employment tax.
Add the expenses on line 11 to the line 10
amount, and enter the total on line 12. Sub-
tract line 12 from line 4, and enter the result on
line 13. This is your gross income limit. You
use it to determine whether you can deduct
this year any of your other expenses for busi-
ness use of the home. If you cannot, you will
carry them over to next year.

If line 13 is zero, deduct your expenses for
deductible home mortgage interest, real es-
tate taxes, and casualty losses that would be
deductible if you did not use your home for
business. Also deduct any business expenses
not attributable to use of your home on the ap-
propriate lines of the schedule(s) for Form
1040 as explained earlier under Where To
Deduct.

On lines 14 through 18, enter the total ex-
penses for the business use of your home that
would not be allowable if your home were not
used for business. These include utilities, in-
surance, repairs, and maintenance. If you rent,
include the amount paid on line 18. If you file
Schedule F, include any part of your home
mortgage interest that is more than the limits
given in Publication 936. (If you are an em-
ployee, do not enter any excess home mort-
gage interest). In column (a), enter the ex-
penses that benefit only the business part of
your home (Direct Expenses). In column (b),
enter the expenses that benefit the entire
home (Indirect Expenses). Multiply line 19,
column (b) by the business use percentage
and enter this amount on line 20.

If you claimed a deduction for business use
of your home on your 1995 tax return, enter
the amount from line 39 of your 1995 work-
sheeton line 21 .

On lines 24 through 29, figure your limit on
deductions for excess casualty losses and
depreciation.

On line 25, figure the excess casualty loss
by multiplying the business use percentage
from line 3 by the part of casualty losses that
would not be allowable if you did not use your
home for business ($100 plus 10% of your ad-
justed gross income).

On line 26, enter the depreciation deduc-
tion from Part 3 below.

On lines 27 through 29, figure your allowa-
ble excess casualty losses and depreciation.

If you claimed a deduction for business use
of your home on your 1995 tax return, enter on
line 27 the amount from line 40 of your 1995
worksheet.

On line 30, total all allowable business use
of the home deductions.

On line 31, enter the total of the casualty
losses shown on lines 10 and 29. Enter the
amount from line 31 on line 27 of Form 4684,
Section B. See the instructions for Form 4684
for more information on completing that form.

Line 32 is the total (other than casualty
losses) allowable as a deduction for business
use of your home. If you file Schedule F, report
this amount as an entry on line 34 of Schedule
F and write “Business Use of Home” on the
line beside the entry. Do not add the specific
expenses into other line totals of Part Il.

If you are an employee, see Where To De-
duct, earlier, for information on how to claim
the deduction.

Part 3—Depreciation of Your
Home

Figure your depreciation deduction on lines 33
through 38. On line 33, enter the smaller of the
adjusted basis or the fair market value of the
property at the time you first used it for busi-
ness. Do not adjust this amount for changes in
basis or value after that date. Allocate the ba-
sis between the land and the building on lines
34 and 35. You cannot depreciate any part of
the land. On line 37, enter the correct percent-
age for the current year from the tables in Pub-
lication 946. Multiply this percentage by the
business basis to get the depreciation deduc-
tion. Enter this figure on lines 38 and 26. Com-
plete and attach Form 4562 to your return if
this is the first year you used your home, or an
improvement or addition to your home, in
business.

Part 4—Carryover of Unallowed
Expenses to Next Year

Complete these lines to figure the expenses
that must be carried forward to next year.
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SCHEDULE G

(Form 1040) Profit or Loss From Business

{Sols Propristorship)
* Partnershipa, joint venturas, ste., must file Form 1085,

QOMB No. 1545-0074

1996

Qeparimart of the Freasury Attachment
Intornal Revenue Serice P Attach to Form 1040 or Form 1041, P See Instructions for Schadula C [Form 1040), Sequance No. 09
Nama of propriator Sociw security numbar {S5N)
Jebn Stephens L 00 | 000/
A Principal business or professicn, including product or service [(see page C-1) B Enter principal husiness code
7Ax /repiesrion isee page G-61> | 7| GolT
€ Business name. If no separate business name, leave blank. D Empiloysr 1D number (EIN), If any
Ste 77 vice. - ;IR A N I O O
E  Business address (including suite o room o) » ...... e/ Wneond Stgeel o,
City, town or post oHice. state, and ZIP code /PBMM LR SL76/
#  Accounting method: (1 M cash izt O Accrual (3 O] Other tspecityl B oo et aaanens
[«] Did you “materially participate” in the operation of this businass during 19987 If "No,” see page C-2 for limit on losses, Rvyes ONa
H ¥ you started or acquired this business during 1986, checkhera . . . . . . . . . . . . . . . . »[]
income
1 Gross receipts or sales. Caution: I this income was reported fo you on Form W-2 and the “Statutory -
empioyee” box on that form was checked, see page -2 and checkhere . . . , . . . » [ s?‘,/,-Z_M
2 Retunsandatiowances . . . . . . . . . . . 2 = o8-
1 Subtract line 2 rom line 1 . . e e .. . e e e 3 3 % g a -
4 Costofgmdssnld[lromhnettzmpage?l e e e . . . 4 =-g=
5 Gross profit. Subtract line 4 Irom lne 3 e 5 3 4{. 2-5 (“}
6 Other income, ncluding Federal and stale gascline or fuel Ial cradrl o refund (sne page C—2J A 8 -—-
7 Groas income. Add lines Sand 6 . . . > |7 T 280 [~
Expenses. Enter expenses for business use of your home only on fine 30. i
8 Advenising . .. | 8 HADO| ™ | 19 Pension and profit-sharing plans | 19
9@ GBad debts from sales or 20 Fent or lease (see page C-4);
services (ses page G-3) 9 a Vehicfes, machinery, and equipment , | 208 z
10 Car and truck expenses _ b Other business property . |2
{see page C-3) . . 1 /' 2 bt 21 Repairs and maintenance . . | 21 -
11 Commissions and fees 1" Supplies {not inciuded in Part B} . iJ\i___
12 Deplstion 12 23 Taxes and licenses , . 28
13  Depreciation and section 179 24 Travel, meals, and antenaimer\t:m -
expense degduction (notinciuded aTravel . . . . . | 2da 20
in Paet 1l]) (see page C-3) 13 '03,- /90 |~ I Maals and an- -
14 Employee beneft programs tertainment S5/2
{other than an line 19) . 14 cEnter 50% of
15  Insurance {other than heaith) | 135 750 = It:a 24:::;51;11:; 2‘5_‘ -
16 Interest: (sen page C-4) . -
a Mongage (paid 1o barks, etc) , | 108 d Sublract line 24c from ling 246, | 24d 256
b Other. . . . . . . .|16b L2001~ | 25 uiiities 25 BL7 1"
47  Legal and professional 28 Wages fless wplowm credﬂ!} 28
sorvices . ; 17 290~ | 21 Cher expenses (from line 48 on _
18 Office axpense . . . 118 oo~ page?) . . . . . . . |27 AT [
28 Total expensas befare expenses for businees use of hame. Add Nnes B through 27 in columns . » | 28 Z F49 |-
20 Teniative profit (loss). Subtract line 2B rom life 7 . . . . . . . . . 4 e 4 4 s 28 e 331"
30 Expenses for business use of your home, Attach Form 8829 . . . . . . . . . . . 30 [, 4621~
31 Nt profit or {losa). Subtract fina 30 from line 29.
® [f a profit, enter on Farm 1040, fine 12, and ALSO on Gchadule SE, line 2 {statutory amployees, -
goe paga C-5). Estates and trusts, enter on Form 1041, line 3. 3 > '/, ;_6?
® |f a {oss, you MUST go on ta Hne 32
82 If you have a loss, check the box that describes your invesiment in this activity (see page C-5).

@ f you checksd 32a, enter the loss on Form 1040, line 12, and ALSQO on Schedule 3E, line 2
{(statutory employees, see page C-5). Estates and trusts, sntar on Form 1041, kne 3.

aza [ Al investmant is at risk.
220 ] Some investment is not

@ If you checked 32b, your MUST attach Form 8198. at risk.
For Paperwork Reduction Act Notice, ses Form 1040 instructiona. Cat. No. 11334P Schedute C (Form 1040) 19508
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o 8829 Expenses for Business Use of Your Home

» Flis anly with Schadule C (Form 1040}. Usa a separats Form 8329 for sach
home you used for business during the year.

OMB No. 1545-1268

1896

Dapartment of the: Treesury achment

Jritamal Revenus Service (9] » See ssporate instructions, verce No. 58

Namsis} of mnm% Your socisl uu.wrlly rmanber
Ja/f.u bephens oS 20 0oo!

Part of Your Home Used for Business

1 Area used regularly and exclusively for business, regularly for day cara, or for storage of mantory

or product samples. See instructions | . . . . - 200
2 Totalareaofhome , , . Mw
3 Divide lina 1 by lins 2. Entarmemsuﬂaaapercantaga e e £2%
# For day-care facilities not used sxclusively for business, also eomploh Iinu 4-0.
o All pthers, skip lines 4-6 and enter the amount from line 3 on line 7.
4 Multiply days used for day care during year by hours used per day . 4 :
5  Total hours availahia for use during the year (366 days x 24 hours). Seeinstnictions 5 8,784 hr,
6 Divide line 4 by line 5. Enter the result as a decimai amount . . L .
7 Business percentage. For day-cara facilities not used exclusivety for businaas rmultiply line € by
line 3 {enter the result &s a percentage). All others, enter the amount fomlined3 . . . . W /0%
mgum Your Allowable Deduction
8 Enter the amount from Scheduls C, fine 29, plus any net gain or {loas} derivad from the business use of
your home and shown on Scheduls D or Form 4797, If mora than one place of business, ses instructions | 8 4 [~
:'l“ Inmm&mlmm {a) and (b) before @ {a} Direct exponass {B] Indiract axperses
g Casualty losses. See Inatructiona . 9
10 Deductible morigags interest. See instructions . |10 4 .S50d|"
11  Real estate taxes. See instructions . . . . . |11 L go8
12 Addines8 10, and1. . . . . . . . . |32 | 5,500 |
13 Multiply line 12, coumn b) by ine 7 . . . . 3 < ol_
14  Add line 12, cokmn (8) and line 13, . 14 D5
35 Subtract live 14 from line B, I zero or fess, onter -0, 15 I
16 Excess mortgage interest. See instructions . . | 18 :
17 Insurance . . . O I 1 4 £20 |-
18 Hepauandmalmaname R i - 3co |~ 4% -
19 Utililes , . . ., . R I | L =
20 Other expenses. Saelnauuctlons I
21 Addlines 16through20 . . . . . . . . L2 300 |- 45@‘
22  Multiply lins 21, column b) by ine 7 . . . ) o0 |~
Carryover of oparating sxpenses from 1985 Form 8829, ine 41 . . 23 —o- .
24 Add line 21 In column {a), line 22, and lne 23 . . . ) . 24 pb0
25 Allowable cperating expenses. Enter the smaller of line 15 or he 24 . . . . 25 o]~
28 Limit on excess casualy losses and depreciation. Subiract line 25 from line 15, 26| 2 -
27 Excess casually losses. Sesinstructions . . . . . . . . . . 27
28 Depraciation of your home from Part Ill below . . 8| 252"
29 Cammdmmmasmdmmm1mmmm9 Imu42 29 _
30 Add Hnes 27 through 28 , . . .. K 252
31 Allowable excess casualty losses and deprociation. Enter the smaler of ine 26 or line 30 . . | S1] 2i"
32 Addlinea 14,25, and 31 . . R Yy s
3 c:aauauylosspatm.rrmy.fromunauunum canyamwmmmm Section B. . |33
34 Allowable axpenses for business usa of your home. Subtract line 33 from line 32, Enter hare M
and on Schadula C, line 30. If your home was used for more than ons buginess, see instructions I | 34 Lo Zl”
Depreciation of Your Home ’
3s Entarmsunallorofyourhome'sadjustodhmlsorrhfuirmwkatvamSeahwuctions . . |os 75 600"
36 Value of land incided on @ 35 . . . A 1 Y ZPPF)
37 Basis of bulding, Subtract ine 38 from (8 35. . . . . . . . . . . . ... .. | 3] & ocol
38 Business basie of bullding. Multioly line 37 by ine 7 . . . . . . . . . . . .. .. | 381 G&gocl”
39 Depreciation percentage. See instructions . . 38 H.3%
40 ation aliowable. Muitiply line 38 by Rne 38. Emerhmmonllmzaahow Soe instructions 40 25 2|~
ﬁw‘cmm of Unailowed Expenses to 1997
41 Opsarating expenses. Subtract ine 25 from line 24, If less than zero, enter <0- , . . 4
42 Excess casually losses and depreciation. Subiract fine 31 from lina 30. If less than zem, enier -U- . | 42
For Paperwork Reduction Act Natics, see page 1 of separata instructions. () Cat No. 13232 Forn BB29 (1908
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Depreciation and Amortization

4562

OMB No, 1545-0172

Fom (Inchuding Information on Listed Property) 1996
w of the Tromsuey Attaehmani
intemal Ravarus Sardce  (99) » See separats Instructions. M Attach this farm to your retum. Sequarce No. 67
Namafs) shown 00 retun Businass or actiily to which this form relates Identifying number
Tohn Stephens 74 A 70N #65-00-000/
Election To Expense Certain Tangible Property (Section 179) (Note: If you have any “listed property,”
complate Part V before you compiete Part 1)
1 Maximum dollar limitation, If an enterprise zone business, ses page 2 of tha instructions , . |1 §17.500
2 Total cost of section 178 propenty placed In sarvice. See page 2 of the Instructions. . . . |2 2,100
3 Threshold cost of section 179 property before reduction In limitation, , . . ., . ., ., . |3 $200, 000
4 Roeductlon in limitation. Subtract kine 3 from line 2. If zero or less, enter 0- |, . L4
8 Dollar limitation for tax year. Subtract line 4 from line 1, If zero or leas, enter -0-. If rnamed
filing separately, see page 2 of the instructions . . 5 /7 D00
() Description of proparty ) Gost (business iae only) 10 Eected cout
G_Q'J:L_éuﬂ—t &0~ _£00. -
—Cgoiepn. -

[
8
9
10
"
12
13

.=
Listed property. Enter amount from lin@ 27, . . . . . . . [7

Total etectad cost of sectlon 178 property, Add amounts in colurnn (c}, res6and 7 . .

Tertative deduction. Enter the smallerof ine Serline 8 . . . - e e e .

Carryover of disallowed deduction from 19985, See page 2 of the Instructlons v oe s

Business income limitation. &tumsnﬂhrofbusnesslncuna[rmhasﬂnnmu}orhsmmm}

Saction 179 axpense deduction. Add fines 9 and 10, but do not enter mons than line 11

Carryover of disallowed deduction to 1997, Add lines 9 and 10, lass lina 12 - =

Note: Do not use Part i or Part i below for Histed property (automobiles, certain other vahicies, cefiular

telsphones,
certain computers, or properly used for entertainment, recreation, or amusement). Instead, use Part V for listed
m MACRS Depreciation For Assets Placed in Sarvice ONLY During Your 1886 Tax Year {Do Not include

Listed Property.)

Section A—{Ganeral Asset Account Election

14 If you ars making the election under section 168(){4) to group any assets placed in servica during the tax year into ons
or more general asset accounts, check this box. See page 2 of the Instructions . ) ... PO
Section Hlmdmmehﬂmmmtﬂnﬂﬁeopggaadthcmmﬂom
b} Month and | (o] Basis Ror depreciation
[a} Clamsification of property | year piaced In | fousiness/krvastment uss lﬂf‘_‘:;‘" 18] Corrvention t Methad {4 Owpraciation deduction
sarvice =011
13a 3-year property
b 5-year property
€ 7-year property
d 10-year property
& 15-yaar proparty
f 20-year property
__g 25-year property 25 yrs. S/L
h Residential rental 27.5 yrs. M 5/L
property 27.5 yra. KM S/L
1 Nonresidential real 3% yrs. MM 8/L
—property MM S/L
Saction G—AIM Depreciation System (ADS) {See page 4 of the Inatructions.)
18a Class life Iy 5/L
b 12-year 12 yrs. S/L
c 40-year 40 yra. S/L
Im Other Depreciation (Do Not Include Listed Property.} {See @e 4 of the mstructions.]
17 GDSMADSdedummmmmulnmmhtuymbegmmmim PR
18 Property subject to section 188(f)(1} election . . . . , e h e e s 1'
19 ACRHS and other depreciation . . . P 19 54,
Summary (See page4ofthe mstmctlons} '
20 Listed property. Entef amount from ine 28, . . . . 20
21 Total. Add deductions on ne 12, Imﬂsmmhwlurm{g).andlhui?thmummwm —
andmmuppmmnnasufyaurmﬂmme!mandsWomﬁom—sulmm«u , 12
22 Foramtashownabovamdplaoedlnsuvionduﬂngmewn'unyw.mtu
the portion of the basis attributable to saction 263A costs . 22 3 X
For Paperwark Raduction Act Notice, sse page 1 of the separsis instructions. Cat No. 12006M Form 4562 (1508

Page 14



Worksheet to Figure the Deduction for Business Use of Your Home

PART 1—Part of Your Home Used for Business:

1) Area of NOmMe USEd fOr DUSINESS ... ...t e
2) Total Area Of NOMI. ..o ettt ettt e e
3) Percentage of home used for business (divide line 1 by line 2 and show result as a percentage) ...............cccevvee...
PART 2—Figure Your Allowable Deduction:
4) Gross income from business (SEE INSIIUCHIONS) ... ... ...ttt ettt ettt e e e e e eeeeans
@) (b)
Direct Indirect
Expenses Expenses
5) CaSUAILY IOSSES ...ttt 5).
6) Deductible mortgage iNterest .........vvveeer i e 6)
7) ReEal @STAte TAXES ...\ttt et 7).
8) Totalof lines5through 7 ... i 8).
9) Multiply line 8, column (b), DY lIN@ 3. . ... e e 9).
10) Add line 8, column (&), and lINE 9 ... e 10)
11) Business expenses not from business use of home (see instructions) ... 11)
b2 Vo [ I 1 L= T30 0= To PP
13) Grossincome limit. Subtract line 12 from N 4 ... ... i e
14) EXCeSS MOrtgage iNtEreSt ... uvve ittt et eae e e e 14)
15) INSUTANCE . . .ttt ettt et ettt e e 15)
16) Repairs and MaiNnteNaNCe .. .....ouuuutee ettt e s 16)
17) UtIES ettt 17)
18) Other EXPENSES ...ttt et ettt 18)
19) A lINes 14 through 18 .......oooiiiii e 19)
20) Multiply line 19, column (B) by liNe 3 ... o 20)
21) Carryover of operating expenses from prior year (See InStructions) .............ccoviiiiiiinenn 21)
22) Addline 19, column (@), IN€ 20, and lINE 2L ... ... ittt ettt ettt e e ettt e e
23) Allowable operating expenses. Enter the smaller of ine 13 0rliN€ 22 ... ..o e
24) Limit on excess casualty losses and depreciation. Subtractline 23fromline 13 ......... .o
25) Excess casualty 10SSeS (SEE INSIIUCLIONS) ... ... uurteeeet et e e e e e e eeeaaanns 25)
26) Depreciation of your home from line@ 38 below...........oooiiiiiiiii e 26)
27) Carryover of excess casualty losses and depreciation from prior year (See Instructions) .......... 27)
28) Add lINES 25 thrOUGN 27 .. ..o ettt ettt e ettt et ettt e ettt ettt
29) Allowable excess casualty losses and depreciation. Enter the smaller of line 24 orline28 ...
30) AAA IINES 10, 23, AN 29 ...ttt ettt et
31) Casualty losses included on lines 10 and 29 (SE€ INSIIUCIONS) .. ...ttt

32) Allowable expenses for business use of your home. (Subtract line 31 from line 30.) See instructions for where to enter
Lo L0870 LU g 114 o

PART 3—Depreciation of Your Home
33) Smaller of adjusted basis or fair market value of home (see INStruCtionS) ..........c.viiiiieei i
34) Basis Of [aNA ... e
35) Basis of building (subtract [IN@ 34 from lIN@ 33) .. .. ..o e e
36) Business basis of building (multiply iIne@ 350y lIN€ 3) ...
37) Depreciation percentage (from applicable table ormethod) ........... .o
38) Depreciation allowable (multiply [INe 36 by IN€ 37) . ... i e
PART 4—Carryover of Unallowed Expenses to Next Year
39) Operating expenses. Subtract line 23 from line 22. If less than zero, enter —0—...........oooiiiiiiiiiiiiiii e
40) Excess casualty losses and depreciation. Subtract line 29 from line 28. If less than zero, enter —0—.......................

%
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How To Get More
Information

.
N -

You can get help from the IRS in several ways.

Free publications and forms. To order free
publications and forms, call 1-800-TAX-
FORM (1-800-829-3676). You can also write
to the IRS Forms Distribution Center nearest
you. Check your income tax package for the
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address. Your local library or post office also
may have the items you need.

For a list of free tax publications, order
Publication 910, Guide to Free Tax Services. It
also contains a subject-matter index to the
publications and describes other free tax infor-
mation services available from IRS, including
tax education and assistance programs.

If you have access to a personal computer
and modem, you also can get many forms and
publications electronically. See Quick and
Easy Access to Tax Help and Forms in your in-
come tax package for details. If space permit-
ted, this information is at the end of this
publication.

Tax questions. You can call the IRS with your
tax questions. Check you income tax package
or telephone book for the local number or call
1-800-829-1040.

TTY/TTD equipment. If you have access to
TTY/TTD equipment, you can call 1-800—
829-4059 to ask tax questions or to order
forms and publications. See your income tax
package for the hours of operation.
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