
Internal Revenue Code Section 280A(c)(5) 
Disallowance of certain expenses in connection with business use of home, rental of 
vacation homes, etc. 

(a) General rule. Except as otherwise provided in this section, in the case of a taxpayer who 
is an individual or an S corporation, no deduction otherwise allowable under this chapter 
shall be allowed with respect to the use of a dwelling unit which is used by the taxpayer 
during the taxable year as a residence. 

(b) Exception for interest, taxes, casualty losses, etc. Subsection (a) shall not apply to any 
deduction allowable to the taxpayer without regard to its connection with his trade or 
business (or with his income-producing activity). 

(c) Exceptions for certain business or rental use; limitation on deductions for such use. 

(1) Certain business use. Subsection (a) shall not apply to any item to the extent such 
item is allocable to a portion of the dwelling unit which is exclusively used on a 
regular basis— 

(A) as the principal place of business for any trade or business of the 
taxpayer, 

(B) as a place of business which is used by patients, clients, or customers in 
meeting or dealing with the taxpayer in the normal course of his trade or 
business, or 

(C) in the case of a separate structure which is not attached to the dwelling 
unit, in connection with the taxpayer's trade or business. 

In the case of an employee, the preceding sentence shall apply only if 
the exclusive use referred to in the preceding sentence is for the 
convenience of his employer. For purposes of subparagraph (A), the 
term "principal place of business" includes a place of business which is 
used by the taxpayer for the administrative or management activities of 
any trade or business of the taxpayer if there is no other fixed location of 
such trade or business where the taxpayer conducts substantial 
administrative or management activities of such trade or business. 

(2) Certain storage use. Subsection (a) shall not apply to any item to the extent such 
item is allocable to space within the dwelling unit which is used on a regular basis 
as a storage unit for the inventory or product samples of the taxpayer held for use 
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in the taxpayer's trade or business of selling products at retail or wholesale, but 
only if the dwelling unit is the sole fixed location of such trade or business. 

 
(3) Rental use. Subsection (a) shall not apply to any item which is attributable to the 

rental of the dwelling unit or portion thereof (determined after the application of 
subsection (e)). 

 
(4) Use in providing day care services. 

 
(A) In general. Subsection (a) shall not apply to any item to the extent that 

such item is allocable to the use of any portion of the dwelling unit on a 
regular basis in the taxpayer's trade or business of providing day care for 
children, for individuals who have attained age 65, or for individuals 
who are physically or mentally incapable of caring for themselves. 

 
(B) Licensing, etc., requirement. Subparagraph (A) shall apply to items 

accruing for a period only if the owner or operator of the trade or 
business referred to in subparagraph (A)— 

 
(i) has applied for (and such application has not been rejected), 

 
(ii) has been granted (and such granting has not been revoked), or 

 
(iii) is exempt from having, a license, certification, registration, or 

approval as a day care center or as a family or group day care home 
under the provisions of any applicable State law. This subparagraph 
shall apply only to items accruing in periods beginning on or after 
the first day of the first month which begins more than 90 days after 
the date of the enactment of the Tax Reduction and Simplification 
Act of 1977. 

 
(C) Allocation formula. If a portion of the taxpayer's dwelling unit used for 

the purposes described in subparagraph (A) is not used exclusively for 
those purposes, the amount of the expenses attributable to that portion 
shall not exceed an amount which bears the same ratio to the total 
amount of the items allocable to such portion as the number of hours the 
portion is used for such purposes bears to the number of hours the 
portion is available for use. 

 
(5) Limitation on deductions. In the case of a use described in paragraph (1), (2), or 

(4), and in the case of a use described in paragraph (3) where the dwelling unit is 
used by the taxpayer during the taxable year as a residence, the deductions 
allowed under this chapter for the taxable year by reason of being attributed to 
such use shall not exceed the excess of— 

 
(A) the gross income derived from such use for the taxable year, over 

 
(B) the sum of— 

 



(i) the deductions allocable to such use which are allowable under this 
chapter for the taxable year whether or not such unit (or portion 
thereof) was so used, and 

 
(ii) the deductions allocable to the trade or business (or rental activity) in 

which such use occurs (but which are not allocable to such use) for 
such taxable year. 

 
Any amount not allowable as a deduction under this chapter by 
reason of the preceding sentence shall be taken into account as a 
deduction (allocable to such use) under this chapter for the 
succeeding taxable year. Any amount taken into account for any 
taxable year under the preceding sentence shall be subject to the 
limitation of the 1st sentence of this paragraph whether or not the 
dwelling unit is used as a residence during such taxable year. 

 
(6) Treatment of rental to employer. Paragraphs (1) and (3) shall not apply to any 

item which is attributable to the rental of the dwelling unit (or any portion thereof) 
by the taxpayer to his employer during any period in which the taxpayer uses the 
dwelling unit (or portion) in performing services as an employee of the employer. 


