A Guide To Deducting Home Office Expenses
As An Employee

What kind of workspace qualifies as a home office?

The workspace at home must either be the place where the individual principally
performs their employment duties or must be used exclusively to earn employment
income and used on a regular and continuous basis for meeting customers or other
persons in the ordinary course of performing employment duties. The question of what
constitutes “principally performing” one’s employment duties at home was considered
in McCann v The Queen, 2002 CanLII 952 (TCC) (“McCann“). In McCann, the taxpayer
estimated that approximately 60% of her employment duties were performed at her home
office, whereas the Canada Revenue Agency (the “CRA”) argued that she did not
principally perform the duties of her employment from her home office. The Tax

Court in McCann applied a common sense interpretation to the statute, finding that
the home office was used exclusively for an important aspect of the taxpayer’s work,
and therefore, “in ordinary parlance this is where she principally does her work.”
For employees working from home due to COVID-19, these requirements may be ambiguous,
particularly where an employee now splits her time between her employer’s place of
business and her home office. Furthermore, it is unclear if meeting clients virtually
satisfies the requirement of regular and continuous use of the workspace for meeting
customers or other persons. Without further clarification from the CRA, there is
uncertainty about how these requirements will be applied to many Canadian employees
now working from home. Taxpayers looking to claim home office expenses should take
steps to partition an area of the home as much as possible for use as a workspace and
use that workspace primarily in the performance of their employment duties. They or
their employer should consult with an experienced Canadian tax lawyer to ensure that
the expenses will be deductible.

Who can deduct home office expenses?

If an individual’s workspace at home qualifies as a home office for the purposes of
the Tax Act, taxpayers must meet additional requirements to deduct home office
expenses. These requirements are summarized in the CRA’'s Interpretation Bulletin,
IT352R2, “Employee’s Expenses, Including Work Space in Home Expenses.” An employee
claiming home office expenses must obtain an employer certification, Form T2200,
“Declaration of Conditions of Employment,” in which their employer certifies that the
employee meets the conditions therein. Specifically, the employer must certify that
the employee is required by the employment contract to pay for home office expenses,
and that the employee has not been reimbursed and is not entitled to reimbursement
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for incurring those expenses. The Tax Court in McCann stated that the employment
contract may either explicitly or implicitly require the employee to incur home
office expenses, but the taxpayer must establish that the expenses were essential for
the duties of employment to be carried out. In Emery v the Queen, 2003 TCC 568
(CanLII) (“Emery"), the taxpayer’s employer allowed him to maintain an office at home
because it was closer to potential clients than his employer’s place of business. The
question in Emery was whether the taxpayer was “required” by his employment contract
to maintain a home office and incur home office expenses. The Tax Court held that a
completed Form T2200 itself was not sufficient to establish that he was required to
incur home office expenses to carry out the duties of his employment. Instead, the
evidence showed that he was merely permitted by his employer to do so. Absent CRA
clarification, the case law suggests that employees who choose to work from home
during the pandemic, although not required by their employer to do so, may not be
eligible to deduct home office expenses. However, if an employer closes the business
premises or restricts the number of employees working there to establish social
isolation, then the requirement to work from home has been met.

What types of expenses can be deducted as home office expenses?

The Tax Act permits employees to claim home office deductions for office rent, and
supplies consumed directly in the performance of employment duties. The CRA’s guide,
“T4044 Employment Expenses 2019" indicates that salaried employees can deduct
supplies such as electricity, heating, and maintenance costs. Employees earning
commission income can deduct the same supplies, and in addition, property taxes and
home insurance. Notably, employees who own the home in which they work cannot deduct
mortgage interest or capital cost allowance in respect of the home. In contrast,
employees who rent the home or apartment in which they work can deduct part of the
rent from their employment income. Rent and supplies must be deducted reasonably, as
a proportion of the home office to the entire home. This generally means that
taxpayers should calculate the area of the home office and divide it by the overall
finished area of the home and apply this percentage to each claimed home office
expense. An exception to this general rule is maintenance because maintenance costs
should only be deducted to the extent that they were incurred directly in maintaining
the home office.

Pro Tax Tips — Employer reimbursement of home office expenses

If you are an employee who primarily works from home, it is generally advantageous to
be reimbursed by your employer for home office expenses, rather than deducting them
on your income tax return. Before claiming home office expenses on your return, be
sure to check with your employer to determine if they are willing to reimburse you
for your home office expenses. For tax planning related to home offices, or if you
have been reassessed by the CRA and were disallowed home office expenses, please
contact our experienced Toronto tax lawyers for a consultation.

The content of this article is intended to provide a general guide to the subject
matter. Specialist advice should be sought about your specific circumstances.
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