HOME OFFICE DEDUCTION ISSUES
SIMPLE CASE: 4 room apartment.  All rooms the same size. Rent $1,000 per month.  1 room used exclusively for business.*  Then Home Office Deduction is $250 a month Rent Expense.

EXCLUSIVE USE DEFINED:    Main area for meeting clients.  Or, used for storage of products.  Or, employer does not furnish any office space for employee.  Or, self-employed business run out of the space.  NEVER just for the convenience of the employee.   No personal usage is permitted.
EXCLUDE FROM CALCULATIONS:  Any common areas used by all, such as hallways, bathrooms, basements (unless basement is used for storage).

COMPLICATIONS:  

1. Allocate space by room sizes.  

2. Also allocate indirect expenses including Insurance, Utilities, Maintenance.

3. Direct expenses for the business area (Repairs, Supplies) are charged as Office Expense.

4. Special rules for Child Care Provider.  Allocate additionally according to the days and hours used for child care.
5. If a house is involved allocate Interest, Real Estate Tax, and Depreciation.

6. The Interest, Real Estate Tax, and Depreciation cannot be used to create a loss, or to add to a loss for a self-employed person.  Instead, the Interest and Real Estate Tax deductions are used on Schedule A, Itemized Deductions.

7. When the house is sold, the Home Office Portion is split off from the Personal-use Portion.  The Personal Use Portion can use the $250,000 or $500,000 exclusion for gain on sale.  The Home Office Portion is treated as a sale of business property, subject to depreciation recapture and capital gain treatment.
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