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Canada Revenue
Agency issues
guidance on employee
home office expenses
and Form T2200

Executive summary

On 15 December 2020, the Canada Revenue Agency (CRA) released detailed
guidance on the home office expense deduction that employees can claim on
their 2020 personal income tax return. For 2020, there will be two alternate
methods by which employees may be able to claim home office expenses:

» The new “temporary flat rate method,” which provides a deduction of
CAS2! per workday at home (to a maximum of $400).

» The "detailed method,” which is similar to the existing deduction for home
office expenses, except that the category of eligible expenses has been
expanded to include home internet access fees.

In order to reduce the administrative burden on employers, Form T2200,
Declaration of Conditions of Employment will not be required for employees to
claim a deduction under the temporary flat rate method. A simplified version
of Form T2200 (which has been significantly abridged from the original) will be
required for employees seeking to claim only home office expenses under the
detailed method.
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Detailed discussion

Background
As aresult of COVID-19, many employees have worked from home for part or most of 2020.

Where employees incur expenses in connection with a home office, a deduction may be available. Due to the unprecedented
number of employees working from home in 2020, and the potential resulting administrative burden on employees and
employers, the Government has been looking for ways to streamline the process for 2020.

The CRA's detailed guidance (including calculator tools) on the home office expense deduction follows the announcement
made by the Department of Finance on 30 November 2020, as part of the Fall Economic Statement, to simplify the process
for deducting home office expenses (see EY Global Tax Alert, Canada: Income tax measures from the 2020 federal Fall
Economic Statement, dated 3 December 2020), as well as the consultations conducted by the CRA over the last few months.

What's new for 20207

For 2020, there will be two alternate methods by which employees may be able to claim home office expenses: (1) the new
"temporary flat rate method,” and (2) the “detailed method.” In addition, the eligibility criteria to access the home office
expense deduction are modified, on an administrative basis, for 2020. The two methods are summarized in the chart below:

Flat rate method Detailed method
New eligibility | (i) The employee worked from home in 2020 | (i) The employee worked from home in 2020 due to the
requirements due to the COVID-19 pandemic. COVID-19 pandemic or was required by their employer
(i The work space in the home was the place to work from home.
where the employee mainly (more than (i) The work space in the home was the place where the
50% of the time) worked for a period of at employee mainly (more than 50% of the time) worked
least four consecutive weeks in 2020. for a period of at least four consecutive weeks in
(iii) The employee was required to pay at 2020.
least some home office expenses (if (iii) The employee was required to pay at least some home
reimbursement was received, it did not office expenses (if reimbursement was received, it did
cover all expenses). not cover all expenses).
(iv) The employee is not claiming any other (iv) The employee received a signed Form T2200S or
employment deductions. Form T2200 from their employer.
Maximum Flat $2 per day worked from home to a Deduct cost of office supplies and proportionate home
deduction maximum of $400. Part days count as a day. | office expenses. No maximum; however, the current year
deduction cannot exceed employment income for the year.
Back-up None, except for information to substantiate Information to substantiate days worked from home,
required days worked from home. receipts for expenses, supporting calculations,
Form T2200 or Form T2200S from employer.
Eligible N/A since flat $2 per day. Full deduction for office supplies such as paper, toner,
expenses etc. required to perform employment duties to the extent

reasonable and not reimbursed by employer.

Proportionate utilities, home internet access fees, rent,
maintenance and minor repairs (also home insurance

and property taxes in the case of employees who earn
commission income). The expenses must relate to the
employee’s work space and to the period or periods
during the year in which the employee worked from home.



https://globaltaxnews.ey.com/news/2020-6529-canada-income-tax-measures-from-the-2020-federal-fall-economic-statement
https://globaltaxnews.ey.com/news/2020-6529-canada-income-tax-measures-from-the-2020-federal-fall-economic-statement
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Flat rate method

Detailed method

T2200 No. Yes.
EgLTEY Where only office supplies and home office expenses are
sought to be deducted, the abbreviated Form T2200S
is appropriate for employees working from home due to
the COVID-19 pandemic. For employees seeking to claim
expenses in addition to work from home expenses (such as
motor vehicle expenses) or who are normally required to
work from home (under their contract of employment), the
standard Form T2200 is required.
Employee Situations where employee would be better Employees who have deductions in excess of $2 per day
profile off claiming a flat $2 per workday at home, or have other employment deductions and are prepared
and/or situations where employee does to spend the time to compile receipts and perform the
not have receipts and/or prefers a simple necessary calculations. Since rent is an eligible expense,
approach. Two spouses who own their most employees who rent would likely be better off using
residence and share the same home office the detailed method.
may be better off under this method.
Form T2200

The Income Tax Act provides that employees are not able to claim certain deductions against employment income unless
they have a form signed by their employer certifying that the conditions for the deduction have been satisfied. Form T2200,
Declaration of Conditions of Employment has traditionally served this purpose. Due to the number of employees working from
home in 2020, concern was expressed by employers that this requirement would impose a significant burden on employers at
a very inopportune time. For 2020, the CRA has announced measures designed to alleviate the burden on employers.

As noted above, Form T2200 (or simplified Form T2200S, Declaration of Conditions of Employment for Working at Home Due
to COVID-19) will not be required by employees seeking to deduct work from home expenses under the temporary flat rate

method.

For employees seeking to deduct expenses using the detailed method, Form T2200 or Form T2200S will be required.

Form T2200S is an abbreviated version of Form T2200 and will apply in situations where employees are working from home
due to the COVID-19 pandemic and are only seeking to deduct office supplies and home office expenses (Form T2200S
cannot be used by employees wishing to claim other employment deductions, such as motor vehicle expenses).

The circumstances in which Form T2200 or Form T2200S should be issued can be summarized as follows:

Form T2200S, Declaration of Conditions
of Employment for Working at Home Due
to COVID-19

Form T2200, Declaration of Conditions
of Employment

When to issue

For employees who worked from home in 2020 due
to COVID-19 and wish to use the detailed method
to deduct home office expenses (work space in the
home and supplies).

For employees who worked from home in 2020

due to COVID-19 and wish to deduct home office
expenses (work space in the home and supplies) and
also wish to claim other employment deductions; as
well as for employees who are normally required to
work from home.

Signature

For 2020 only, the CRA will accept electronic
signatures.

For 2020 only, the CRA will accept electronic
signatures.
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Form T2200S - observations
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Notwithstanding the flat rate method, it is anticipated that
many employees will likely request a Form T2200S, as they
will either expect to claim more using the detailed method
or wish to keep their options open. While the good news

is that Form T2200S is significantly less onerous than

the CRA's previous draft, employers should be prepared

to potentially have to issue a relatively large number of

the Form T2200S. We understand that it is the CRA's
expectation that employers will issue the T2200S to
eligible employees who request the form.

Form T2200S asks the employer to certify that the
employee worked from home in 2020 due to COVID-19
and was required to pay some or all of their own home
office expenses used directly in their work while carrying
out their duties of employment during that period. To that
end, employers are asked to answer three questions on
the form: (i) whether the employee worked from home
due to COVID-19; (ii) whether the employee received
reimbursement or is eligible for reimbursement of home
office expenses; and (iii) whether amounts reimbursed
were included on the employee's T4.

In order for the employer to indicate that the employee
worked from home due to COVID-19, the employer is only
required to be satisfied that the employee worked more
than 50% of the time from home for a period of at least
four consecutive weeks in 2020. This relieves the need for
employers to closely monitor where the employee worked
over an extended period of time.

It is noteworthy that Form T2200S only asks the employer
to certify whether the employee worked from home due

to COVID-19 and not whether the employee's contract of
employment required the employee to maintain a work
space in his or her home. The CRA’s historical position was
that where an employee had a work space on the employer’s
premise available to him or her but chose to work from
home, such an employee would not be considered to be
“required" to maintain a work space at home. In the context
of COVID-19, whether the employee was "“required” to
maintain a work space at home has been a difficult question,
especially where employer premises have remained open
but the employee has, for one reason or another, not felt
comfortable to physically return to the office. The CRA's
guidance suggests that, for 2020, the CRA will infer that
employees who worked from home were required to work
from home.

» The reqgular Form T2200 requires the employer to identify
expenses reimbursed, the amount of the reimbursement,
and whether the reimbursement was included on the
employee’s Form T4, Statement of Remuneration Paid.
Form T2200S only asks the employer whether the
employee has received or will receive reimbursement
for any of their home office expenses, but the employer
is not required to specify the amounts reimbursed or
indicate what amounts were included on the employee’s
T4. This will come as a relief to employers who reimbursed
employees for expenses but did not track whether the
reimbursement related to home office expenses or other
employment-related expenses. It is expected that common
expenses that may be reimbursed include items such as
printer paper, toner, etc.

v

In order to enable employees to effectively work from
home, many employers have reimbursed employees for
the cost of equipment needed to work from home, such
as computer monitors, office chairs, etc. Provided that
the reimbursement is less than $500, in aggregate, the
CRA has indicated that such reimbursements will not be
a taxable benefit. While the CRA was not explicit in this
regard, the reimbursement for equipment only would
not be considered to be a reimbursement of home office
expenses for purposes of Form T2200S, because the cost
of such items would not be deductible to employees in
any event.

v

Certain employee-specific information that exists on the
regular T2200 is not found on the Form T2200S. Much of
this information is now found on the Form T777S, which

is a form that the employee completes and files with his

or her personal tax return. This shifts some of the burden
away from the employer to the employee, who is ultimately
responsible for satisfying the conditions necessary for the
deduction.

v

Where more than one person in the same household is
working from home (such as two spouses), they may each
be able to claim the home office expense deduction (under
either method) as long as they each satisfy the eligibility
criteria.

v

A number of these changes will likely only apply to 2020,
but it remains to be seen whether other changes represent
a permanent change in position. For example, will the
expansion of home office expenses to include internet
charges apply in subsequent years?



Calculating the deduction

The CRA has updated its website to provide detailed guidance
on how to calculate the amount of home office expenses that
reasonably relate to an employee’s work space at home and
on how to claim the deduction on their 2020 personal tax
return. For more information, see Home office expenses for
employees - Canada.ca.

Quebec harmonization

On 16 December 2020, Quebec's Department of Finance
announced that it will harmonize its rules with the CRA to
offer a flat rate $2/workday at home as well. Where the

flat rate method is chosen, the employee will not have to
obtain a Form TP-64.3, General Employment Conditions (the
Quebec equivalent of Form T2200), from their employer nor
keep supporting documentation to substantiate their claim.
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Revenu Québec also recently released an updated Form
TP-64.3 to take into account circumstances where
employees are required to incur expenses related to working
remotely during the COVID-19 crisis. Where the employee
only incurred such home office expenses, the employer can
skip most of the Form TP-64.3 questions and go directly

to new section 3.6, Expenses related to working remotely,
where they are asked to answer questions that are very
similar to ones on Form T2200S.
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Endnote

1. Currency references in this Alert are to the CAS.


https://www.canada.ca/en/revenue-agency/services/tax/individuals/topics/about-your-tax-return/tax-return/completing-a-tax-return/deductions-credits-expenses/line-229-other-employment-expenses/work-space-home-expenses.html
https://www.canada.ca/en/revenue-agency/services/tax/individuals/topics/about-your-tax-return/tax-return/completing-a-tax-return/deductions-credits-expenses/line-229-other-employment-expenses/work-space-home-expenses.html
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