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HOME BASED BUSINESSES

Many businesses, particularly start-ups, are based in the owner’s home.  This approach clearly offers advantages of cost and convenience, but there are pitfalls to be avoided, too.  Most counties and cities have rules concerning what type of business can be conducted in a residence.  In Nashville-Davidson County, for example, the rule-of-thumb put forth by the Codes Department is, “If you can see, hear, or smell it, you can’t do it.”  In short, no signs, no excessive vehicle or pedestrian traffic, no noise and no odors.  Obviously the more rural the area you live in the less likely you are to have a problem.  Keep in mind that you operate your business in your home somewhat with the sufferance of your neighbors.  A complaint could lead to an inspection.  An inspection could lead to you having to move your business.  So, it is a good idea to be circumspect.

Do not count on your Homeowner’s Insurance Policy to protect your Business Personal Property or your Business Liability.  Most policies cover only $2,500 of Business Personal Property on the premises (and nothing off) and no coverage for Business Liability.  Some insurance companies may offer an endorsement that covers certain Business Liability exposures and a higher limit of Business Property Coverage.  This is no substitute for obtaining separate and specific Business Insurance tailored to your exact business or profession.  Most insurers of Personal Lines (homes and autos) are not always able to respond when it comes to Business Insurance.  We recommend that you contact an independent agent with competency in Commercial Insurance and who likely represents a number of insurance companies from which to select the best coverage at the best price for your business.   Always read all your insurance policies to be familiar with the coverage and the exclusions. 

The IRS has loosened up somewhat on deducting the business part of the cost of running your home.  If there is a room(s) in your home that is exclusively used for your business you may deduct the portion of certain home expenses like utilities that apply to this room.  The ratio of the area of the room to the total area of the home is the percentage you use.  Obviously, a business-only telephone could be deducted in full.  You also may elect to take depreciation losses on the value of your home using the same calculated percentage, though these losses may complicate your tax situation should you sell or rent the home.  Go to www.irs.gov and download Publications 523 “Business Use or Rental of Your Home” and Publication 587 “Business Use of Your Home”.

While you’re on the IRS web site take a few minutes to add your name to the mailing list for the free special e-mail newsletter Small Business/Self Employed (SB/SE).
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