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Reg. Section 1.274-5T(f)(5)(ii)
Substantiation requirements (temporary)

(f) Reporting and substantiation of expenses of certain employees for travel, entertainment,
gifts, and with respect to listed property—
(1) In general. The purpose of this paragraph is to provide rules for reporting and
substantiation of certain expenses paid or incurred by employees in connection
with the performance of services as employees. For purposes of this paragraph,
the term "business expenses" means ordinary and necessary expenses for travel,
entertainment, gifts, or with respect to listed property which are deductible under
section 162, and the regulations thereunder, to the extent not disallowed by
section 262, 274(c), and 280F. Thus, the term "business expenses" does not
include personal, living, or family expenses disallowed by section 262, travel
expenses disallowed by section 274(c), or cost recovery deductions and credits
with respect to listed property disallowed by section 280F(d)(3) because the use
of such property is not for the convenience of the employer and required as a
condition of employment. Except as provided in paragraph (f)(2), advances,
reimbursements, or allowances for such expenditures must be reported as income
by the employee.
(2) Reporting of expenses for which the employee is required to make an adequate
accounting to his employer—
(i) Reimbursements equal to expenses. For purposes of computing tax
liability, an employee need not report on his tax return business expenses
for travel, transportation, entertainment, gifts, or with respect to listed
property, paid or incurred by him solely for the benefit of his employer for
which he is required to, and does, make an adequate accounting to his
employer (as defined in paragraph (f)(4) of this section) and which are
charged directly or indirectly to the employer (for example, through credit
cards) or for which the employee is paid through advances,
reimbursements, or otherwise, provided that the total amount of such
advances, reimbursements, and charges is equal to such expenses.
(ii) Reimbursements in excess of expenses. In case the total of the amounts
charged directly or indirectly to the employer or received from the
employer as advances, reimbursements, or otherwise, exceeds the business
expenses paid or incurred by the employee and the employee is required
to, and does, make an adequate accounting to his employer for such
expenses, the employee must include such excess (including amounts
received for expenditures not deductible by him) in income.

(iii) Expenses in excess of reimbursements. If an employee incurs deductible
business expenses on behalf of his employer which exceed the total of the
amounts charged directly or indirectly to the employer and received from
the employer as advances, reimbursements, or otherwise, and the
employee makes an adequate accounting to his employer, the employee
must be able to substantiate any deduction for such excess with such
records and supporting evidence as will substantiate each element of an
expenditure (described in paragraph (b) of this section) in accordance with
paragraph (c) of this section.
(3) Reporting of expenses for which the employee is not required to make an
adequate accounting to his employer. If the employee is not required to make an
adequate accounting to his employer for his business expenses or, though
required, fails to make an adequate accounting for such expenses, he must submit,
as a part of his tax return, the appropriate form issued by the Internal Revenue
Service for claiming deductions for employee business expenses (e.g., Form 2106,
Employee Business Expenses, for 1985) and provide the information requested on
that form, including the information required by paragraph (d)(2) and (3) of this
section if the employee's business expenses are with respect to the use of listed
property. In addition, the employee must maintain such records and supporting
evidence as will substantiate each element of an expenditure or use (described in
paragraph (b) of this section) in accordance with paragraph (c) of this section.
(4) For further guidance, see § 1.274-5(f)(4).
(5) Substantiation of expenditures by certain employees. An employee who makes an
adequate accounting to his employer within the meaning of this paragraph will not
again be required to substantiate such expense account information except in the
following cases:
(i) An employee whose business expenses exceed the total of amounts
charged to his employer and amounts received through advances,
reimbursements or otherwise and who claims a deduction on his return for
such excess,
(ii) An employee who is related to his employer within the meaning of section
267(b), but for this purpose the percentage referred to in section 267(b)(2)
shall be 10 percent, and
(iii) Employees in cases where it is determined that the accounting procedures
used by the employer for the reporting and substantiation of expenses by
such employees are not adequate, or where it cannot be determined that
such procedures are adequate. The district director will determine whether
the employer's accounting procedures are adequate by considering the
facts and circumstances of each case, including the use of proper internal
controls. For example, an employer should require that an expense account
be verified and approved by a reasonable person other than the person
incurring such expenses. Accounting procedures will be considered

inadequate to the extent that the employer does not require an adequate
accounting from his employees as defined in paragraph (f)(4) of this
section, or does not maintain such substantiation. To the extent an
employer fails to maintain adequate accounting procedures he will thereby
obligate his employees to substantiate separately their expense account
information.

