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Reg. Section 1.62-2(f)
Reimbursements and other expense allowance arrangements

(d) Business connection—
(1) In general. Except as provided in paragraphs (d)(2) and (d)(3) of this
section, an arrangement meets the requirements of this paragraph (d) if it
provides advances, allowances (including per diem allowances,
allowances only for meals and incidental expenses, and mileage
allowances), or reimbursements only for business expenses that are
allowable as deductions by part VI (section 161 and the following),
subchapter B, chapter 1 of the Code, and that are paid or incurred by the
employee in connection with the performance of services as an employee
of the employer. The payment may be actually received from the
employer, its agent, or a third party for whom the employee performs a
service as an employee of the employer, and may include amounts charged
directly or indirectly to the payor through credit card systems or otherwise.
In addition, if both wages and the reimbursement or other expense
allowance are combined in a single payment, the reimbursement or other
expense allowance must be identified either by making a separate payment
or by specifically identifying the amount of the reimbursement or other
expense allowance.
(2) Other bona fide expenses. If an arrangement provides advances,
allowances, or reimbursements for business expenses described in
paragraph (d)(1) of this section (i.e., deductible employee business
expenses) and for other bona fide expenses related to the employer's
business (e.g., travel that is not away from home) that are not deductible
under part VI (section 161 and the following), subchapter B, chapter 1 of
the Code, the payor is treated as maintaining two arrangements. The
portion of the arrangement that provides payments for the deductible
employee business expenses is treated as one arrangement that satisfies
this paragraph (d). The portion of the arrangement that provides payments
for the nondeductible employee expenses is treated as a second
arrangement that does not satisfy this paragraph (d) and all amounts paid
under this second arrangement will be treated as paid under a
nonaccountable plan. See paragraphs (c)(5) and (h) of this section.
(3) Reimbursement requirement—

(i) In general. If a payor arranges to pay an amount to an employee
regardless of whether the employee incurs (or is reasonably
expected to incur) business expenses of a type described in
paragraph (d)(1) or (d)(2) of this section, the arrangement does not
satisfy this paragraph (d) and all amounts paid under the
arrangement are treated as paid under a nonaccountable plan. See
paragraphs (c)(5) and (h) of this section.
(ii) Per diem allowances. An arrangement providing a per diem
allowance for travel expenses of a type described in paragraph
(d)(1) or (d)(2) of this section that is computed on a basis similar to
that used in computing the employee's wages or other
compensation (e.g., the number of hours worked, miles traveled, or
pieces produced) meets the requirements of this paragraph (d) only
if, on December 12, 1989, the per diem allowance was identified
by the payor either by making a separate payment or by
specifically identifying the amount of the per diem allowance, or a
per diem allowance computed on that basis was commonly used in
the industry in which the employee is employed. See section
274(d) and § 1.274(d)-1. A per diem allowance described in this
paragraph (d)(3)(ii) may be adjusted in a manner that reasonably
reflects actual increases in employee business expenses occurring
after December 12, 1989.
(e) Substantiation—
(1) In general. An arrangement meets the requirements of this paragraph (e) if
it requires each business expense to be substantiated to the payor in
accordance with paragraph (e)(2) or (e)(3) of this section, whichever is
applicable, within a reasonable period of time. See § 1.274-5T or § 1.16217.
(2) Expenses governed by section 274(d). An arrangement that reimburses
travel, entertainment, use of a passenger automobile or other listed
property, or other business expenses governed by section 274(d) meets the
requirements of this paragraph (e)(2) if information sufficient to satisfy the
substantiation requirements of section 274(d) and the regulations
thereunder is submitted to the payor. See § 1.274-5. Under section 274(d),
information sufficient to substantiate the requisite elements of each
expenditure or use must be submitted to the payor. For example, with
respect to travel away from home, § 1.274-5(b)(2) requires that
information sufficient to substantiate the amount, time, place, and business
purpose of the expense must be submitted to the payor. Similarly, with
respect to use of a passenger automobile or other listed property, § 1.2745(b)(6) requires that information sufficient to substantiate the amount,
time, use, and business purpose of the expense must be submitted to the

payor. See § 1.274-5(g) and (j), which grant the Commissioner the
authority to establish optional methods of substantiating certain expenses.
Substantiation of the amount of a business expense in accordance with
rules prescribed pursuant to the authority granted by § 1.274-5(g) or (j)
will be treated as substantiation of the amount of such expense for
purposes of this section.
(3) Expenses not governed by section 274(d). An arrangement that reimburses
business expenses not governed by section 274(d) meets the requirements
of this paragraph (e)(3) if information is submitted to the payor sufficient
to enable the payor to identify the specific nature of each expense and to
conclude that the expense is attributable to the payor's business activities.
Therefore, each of the elements of an expenditure or use must be
substantiated to the payor. It is not sufficient if an employee merely
aggregates expenses into broad categories (such as "travel") or reports
individual expenses through the use of vague, nondescriptive terms (such
as "miscellaneous business expenses"). See § 1.162-17(b).
(f) Returning amounts in excess of expenses—
(1) In general. Except as provided in paragraph (f)(2) of this section, an
arrangement meets the requirements of this paragraph (f) if it requires the
employee to return to the payor within a reasonable period of time may
amount paid under the arrangement in excess of the expenses substantiated
in accordance with paragraph (e) of this section. The determination of
whether an arrangement requires an employee to return amounts in excess
of substantiated expenses will depend on the facts and circumstances. An
arrangement whereby money is advanced to an employee to defray
expenses will be treated as satisfying the requirements of this paragraph
(f) only if the amount of money advanced is reasonably calculated not to
exceed the amount of anticipated expenditures, the advance of money is
made on a day within a reasonable period of the day that the anticipated
expenditures are paid or incurred, and any amounts in excess of the
expenses substantiated in accordance with paragraph (e) of this section are
required to be returned to the payor within a reasonable period of time
after the advance is received.
(2) Per diem or mileage allowances. The Commissioner may, in his
discretion, prescribe rules in pronouncements of general applicability
under which a reimbursement or other expense allowance arrangement
that provides per diem allowances providing for ordinary and necessary
expenses of traveling away from home (exclusive of transportation costs
to and from destination) or mileage allowances providing for ordinary and
necessary expenses of local travel and tranportation while traveling away
from home will be treated as satisfying the requirements of this paragraph
(f), even though the arrangement does not require the employee to return

the portion of such an allowance that relates to the days or miles of travel
substantiated and that exceeds the amount of the employee's expenses
deemed substantiated pursuant to rules prescribed under section 274(d),
provided the allowance is paid at a rate for each day or mile of travel that
is reasonably calculated not to exceed the amount of the employee's
expenses or anticipated expenses and the employee is required to return to
the payor within a reasonable period of time any portion of such allowance
which relates to days or miles of travel not substantiated in accordance
with paragraph (e) of this section.

