nQ}6 CFR 601.105: Examination of returns and
antmims for refund, credit, or abatement;

1 2 4letermination of correct tax liability.

tu Iso Part |, 88 62, 162, 267, 274; 1.62-2,
first'lez_ﬂ' 1.267(a)-1, 1.274-5T, 1.274(d)-1T.)

e- Rev. Proc. 98-64
av-
muSECTION 1. PURPOSE

ON This revenue procedure updates Re

__Proc. 97-59, 1997-2 C.B. 594, by provic
€5 g rules under which the amount of ord
ry and necessary business expense:s
S€%n employee for lodging, meal, and inc
? 'Fental expenses or for meal and inciden
-~ expenses incurred while traveling awa
(Zkom home will be deemed substantiate
under § 1.274-5T of the temporary In
Y" come Tax Regulations when a payor (tt
rtht?mployer, its agent, or a third party) prc
ides a per diem allowance under a reir
Sursement or other expense allowan
an%wrangement to pay for such expense
hatThis revenue procedure also provides
em(')ptional method for employees and sel
gmployed individuals to use in computin
Y€%he deductible costs of business meal a
G cidental expenses paid or incurred whil
_O{raveling away from home. Use of
flrsIrnethod described in this revenue proc
€ dure is not mandatory and a taxpayer m
(2)ise actual allowable expenses if the ta
payer maintains adequate records or ott
Y- sufficient evidence for proper substantic
W%ion. This revenue procedure does n
provide rules under which the amount c
an employee’s lodging expenses will b
deemed substantiated when a payor pi
vides an allowance to pay for those e
7, ipenses but not meal and incidental e
alpenses.

After
.nSECTION 2. BACKGROUND AND
n drHANGES

S Of 57 Section 162(a) of the Internal Rey
d?‘e’nue Code allows a deduction for all th
Daifdinary and necessary expenses paid
" incurred during the taxable year in carry

ing on any trade or business. Under th

provision, an employee or self-employe
\eindividual may deduct expenses paid ¢
thencurred while traveling away from home
In-in pursuit of a trade or business. How
herever, under 8 262, no portion of suc
cetravel expenses that is attributable to pe



sonal, living, or family expenses i®d expense allowance arrangement with stantiated in accordance with § 1.62—2(e),
ductible. paya. that exceeds the amount of the em-
.02 Section 274(n) generally limits the .06 Section 62(c) provides that arployees expenses deemed substantiated
amount allowable as a deduction undearrangement will not be treated as a reinfer such travel pursuant to rulesepr
§ 162 for any expense for food, beverbursement or other expense allowancscribed under § 274(d) and § 1.274(d)-
ages, or entertainment to 50 percent of terrangement for purposes of § 62(a)i(a) or § 1.274-5T(j), and that the em-
amount of the expense that otherwis@)(A) if it— ployee is not required to return, is subject
would be allowable as a deduction. Inthe (1) does not require the employee te@o withholding and payment of emgto
case of any expenses for food or bevesubstantiate the expenses covered by theéent taxes. See §§ 31.3121(a)-3,
ages consumed while away from homarrangement to the payar 31.3231(e)-1(a)(5), 31.3306(b)-2, and
(within the meaning of § 162(a)(2)) by an (2) provides the employee with the31.3401(a)-4. Because the employee is
individual during, or incident to, theep right to retain any amount in excess of th@ot required to return this excess portion,
riod of duty subject to the hours of servicesubstantiated expenses covered under th reasonable period of time provisions
limitations of the Departmentfdrans- arrangement. of § 1.62-2(g) (relating to the return of
portation, § 274(n)(3) gradually increases Section 62(c) further provides that theaxcess amounts) do not apply to this por-
the deductible percentage to 80 percesubstantiation requirements describefpn.
for taxable years beginning in 2008. Fotherein shall not apply to any expense to 09 Under § 1.62—2(h)(2)(i)(B)(4), the
taxable years beginning in 1999, the dehe extent that, under the grant of regulazommissioner mg in his or her discre-
ductible percentage for these expensestisry authority prescribed in § 274(d), thejon, prescribe special rules regarding the
55 percent. Commissioner has provided that substafming of withholding and payment of
.03 Section 274(d) provides, in partfiation is not required for such expense. employment taxes on per diem al-
that no deduction shall be allowed under .07 Under § 1.62-2(c)(1) a reimbursergwances.
§ 162 for any traveling expense (includment or other expense allowance arrange- 109 Section 1.274-5T(j) grants the
ing meals and lodging while away fromment satisfies the requirements of 8 62(@}ommissioner the authority to establish a
home) unless thg Faxpayer. complies witkf it megts the requw.errllents of bus'”?sﬁmthod under which a taxpayer may elect
certain substantiation requirementghe connection, substantiation, and returning, |,se a specified amount for meals paid
section further provides that regulationgmounts in excess of expenses asispeg; incurred while traveling away from
may prescribe that some or all of the sulfted in the regulations. Section 1.6244m6 in lieu of substantiating the actual
stantiation requirements do not apply t@T(e)(2) specifically provides thatlsu st of meals.
an expense that does not exceed atantiation of certain business expenses in 14 Section 5.04 of this revenue proce-
amount prgscnbed by such regulations. accordance_ with rules prescribed undqjure contains revisions to the list of high-
._04 Se_ctlon 1.274(d)-1T(a) of the r_eguthe autho_nty_ of § 1.274(d)-1T(a) Ofcost localities and to the high-low rates
lations, in 'part, grants. the Comm|s§|one1..274—5T(J) will be treated as substantlafOr purposes of section 5.
the authority to prescribe rules relating tdion of the amount of such expenses for
reimbursement arrangements or per diepurposes of § 1.62-2. Under § 1.62SECTION 3. DEFINITIONS
allowances for ordinary and necessary ex(f)(2), the Commissioner may prescribe )
penses paid or incurred while travelingules under which an arrangement provid- -01Peér diem allowanceThe term “per
away from home. Pursuant to this graring per diem allowances will be treated adiem allowance” means a payment under
of authoriy, the Commissioner may pre-satisfying the requirement of returning? feimbursement or other expense al-
scribe rules under which such arrangeamounts in excess of expenses, evéfwance arrangement that meets tee r
ments or allowances, if in accordancéhough the arrangement does not requifilirements specified in § 1.62-2(c)(1) and
with reasonable business practice, will bthe employee to return the portion of suckhat is
regarded (1) as equivalent to substantian allowance that relates to days of travel (1) paid with respect to ordinary and
tion, by adequate records or other suffisubstantiated and that exceeds the amouficessary business expenses incurred, or
cient evidence, of the amount of suclof the employes expenses deemed subwhich the payor reasonably anticipates
travel expenses for purposes of § 1.274stantiated pursuant to rules prescribedill be incurred, by an employee for lodg-
5T(c), and (2) as satisfying the requireunder § 274(d), provided the allowance i#1g, meal, and incidental expenses or for
ments of an adequate accounting to threasonably calculated not to exceed th@eal and incidental expenses for travel
employer of the amount of such travel examount of the employéeexpenses or an-away from home in connection with the
penses for purposes of § 1.274-5T(f). ticipated expenses and the employee is reerformance of services as an employee
.05 For purposes of determining adguired to return any portion of such an alef the employg
justed gross income, § 62(a)(2)(A) allowsowance that relates to days of travel not  (2) reasonably calculated not tx-e
an employee a deduction for expenses aubstantiated. ceed the amount of the expenses or the
lowed by ParVI (§ 161 and following), .08 Section 1.62—2(h)(2)(i)(B) providesanticipated expenses, and
subchapter B, chapter 1 of the Code, paitiat if a payor pays a per diem allowance (3) paid at or below the applicable
or incurred by the employee in connectiothat meets the requirements of § 1.62Federal per diem rate, a flat rate or stated
with the performance of services as af(c)(1), the portion, if ap of the al- schedule, or in accordance with any other
employee under a reimbursement or othémwance that relates to days of travel sul$ervice-specified rate or schedule.



.02 Federal per diem rate. pilot or flight attendant who is travelingrate for the locality of travel for such day

(1) General rule The Federal per away from home in connection with the(or partial dg, see section 6.04 of this
diem rate is equal to the sum of the Fegerformance of services as an employeelisvenue procedure)A per diem al-
eral lodging expense rate and the Federah allowance paid at a flat rate or stateldwance is treated as paid only for meal
meal and incidental expense (M&IE) rateschedule. Likewise, a payment based aand incidental expenses if (1) the payor
for the locality of travel. Each of thesethe number of miles travele@.(), cents pays the employee for actual expenses for
rates for a particular locality in the conti-per mile) to cover meal and incidental extodging based on receipts submitted to the
nental United States (*CONUS”) is sefpenses paid to an avthe-road truck dri- paya, (2) the payor provides the lodging
forth in Appendk A of 41 CER., Chapter ver who is traveling away from home inin kind, (3) the payor pays the actual ex-
301, as amended. See 4ER. Part 301- connection with the performance of serpenses for lodging directly to the provider
7 (1998), as amended, for specific rulegices as an employee is an allowance pafif the lodging, (4) the payor does not
regarding these Federal rates. Each gf a flat rate or stated schedule. have a reasonable belief that lodging ex-
these rates is established by the Secretary (2) Limitation. For purposes of this penses were or will be incurred by the
of Defense for a particular nonforeign lorevenue procedure, an allowance that Bmployee, or (5) the allowance isnco
cality outside the continental Unitedcomputed on a basis similar to that usel@uted on a basis similar to that used in
States (“OCONUS”) (lnClUdlg Alaska, in Computing the emp|0yé@ wages or Computing the employ@wages or other
Hawaii, Puerto Rico, the Northern Mari-gther compensatiore(g, the number of compensation (e.g., the number of hours
ana Islands, and the possessions of th@urs worked, miles traveled, or piece¥orked, miles traveled, or piecesopr
United States), and by the Secretary ®roduced) does not meet the busineshiced).
State for a particular foreign OCONUS¢onnection requirement of § 1.62—2(d), is -03 Optional method for meals only de-
locality. Each of these OCONUS rates igot 4 per diem allowance, and is not paifuction In lieu of using actual expenses,
published in the Per Diem Supplement tg; 5 flat rate or stated schedule, unless, 88Ployees and self-employed individu-
the Standardized Regulations (Governsi pecember 12, 1989, (a) the allowanc@!S; in computing the amount allowable as
ment Civilians, ForeigAreas). Seee.d., \yas identified by the payor either by mak@ deduction for ordinary and necessary
Maximum Travel Per Dien Allowances ing a separate payment or by specificallV‘eal and incidental expenses paid or in-
for Foreigh Areas, PD Supplement 415'identifying the amount of the aIIowance,Cu”ed for travel away from home, may
issued December 1, 1998. or (b) an allowance computed on that'S€ an amount computed at the Federal

(2) Locality of travel The term “lo-  p5<is was commonly used in the industrV'&E rate for the locality of travel for

cality of travel” means the locality wherej,, \vhich the employee is employed. gegach calendar day (or partialylaee sec-

an employee traveling away from home ir§ 1.62-2(d)(3)(ii). tion 6.04 of this revenue procedure) the
connection with the performance of ser- employee or self-employed individual is
vices as an employee of the employeSECTION 4. PER DIEM away from home. Such amount will be
stops for sleep or rest. SUBSTANTIATION METHOD deemed substantiated for purposes of
(3) Incidental expensesThe term paragraphs (b)(2) (travel away from

“incidental expenses” includes, but is not -01 Per diem allowance If a payor pome) and (c) of § 1.274%5 provided
limited to, expenses for laundrcleaning Pays a per diem allowance in lieu of reimine employee or self-employed individual
and pressing of clothing, and fees and tigaUrsing actual expenses for lodging, meayypstantiates the elements of time, place,
for services, such as for porters and ba@nd incidental expenses incurred or to bgng pusiness purpose of the travet e
gage carriers The term “incidental ex- Incurred by an employee for travel awayenses in accordance with those regula-
penses” does not include taxicab faredfom home, the amount of the expensegons.
lodging taxes, or the costs of telegrams dhat is deemed substantiated for each cal- o4 Special rules for transportation in-
telephone calls. endar day is equal to the lesser of the PEUSty.

.03Flat rate or stated schedule. diem allowance for such day or the (1) In general This section 4.04 ap-

(1) In general Except as provided amount computed at the Federal per dieilies to (a) a payor that pays a per diem

in section 3.03(2) of this revenue procetate for the locality of travel for such dayallowance only for meal and incidental
dure, an allowance is paid at a flat rate dPr partial dg, see section 6.04 of thisexpenses for travel away from home as
stated schedule if it is provided on a unirevenue procedure). described in section 4.02 of this revenue
form and objective basis with respect to .02 Meals only per diem allowancéf procedure to an employee in the ®an
the expenses described in section 3.01 afpayor pays a per diem allowance onlgortation indusy, or (b) an employee or
this revenue procedure. Such allowand@r meal and incidental expenses in lieu ofelf-employed individual in the trans-
may be paid with respect to the number geimbursing actual expenses for meal angortation industry who computes the
days away from home in connection wittincidental expenses incurred or to be inamount allowable as a deduction for meal
the performance of services as an engurred by an employee for travel awand incidental expenses for travel away
ployee or on any other basis that is consifcom home, the amount of the expenseiom home in accordance with section
tently applied and in accordance with reathat is deemed substantiated for each ca-03 of this revenue procedure.
sonable business practicélhus, for endar day is equal to the lesser of the per (2) Rates A taxpayer described in
example, an hourly payment to covediem allowance for such day or thesection 4.04(1) of this revenue procedure
meal and incidental expenses paid to @anount computed at the Federal M&IBnay treat $38 as the Federal M&IE rate



for any locality of travel in CONUS, only for meal and incidental expenseamount of the expenses that is deemed
and/or $42 as the Federal M&IE rate fofrom a payor that uses the special rulsubstantiated for each calendar day is
any locality of travel OCONUS. A payorunder section 4.04(2) of this revenue preequal to the lesser of the per diem al-
that uses either (or both) of these speciaedure. The amount deemed substantbwance for such day or the amount com-
rates with respect to an employee must us¢éed under section 4.02 of this revenuguted at the rate set forth in section 5.02
the special rate(s) for all amounts subjegirocedure is equal to the lesser of the totgf this revenue procedure for the locality
to section 4.02 of this revenue procedurper diem allowance paid for the month opf travel for such day (or partial day, see
paid to that employee for travel away fron$646 (17 days at $38 per day). section 6.04 of this revenue procedure).
home within CONUS and/or OCONUS,  (4) Transportation industry defined. 1pig high-low substantiation method may
as the case may be, during the calend&er purposes of this section 4.04 of thigg sed in lieu of the per diem substantia-
year. Similarly, an employee or self-emsevenue procedure, an employee or selff, method provided in section 4.01 of
ployed individual that uses either (or bothmployed individual is “in the transporta-.s revenue procedure, but may not be
of these special rates must use the specii@n industry” only if the employee’s or |« liau of the meals only substantia-
rate(s) for all amounts computed pursuandividual’s work (a) is of the type that di- ;-\ provided in section 4.02 or
to section 4.03 of this revenue procedurEBCU)_/ in|V0|VeE mOVintG)J PeOFr)]'_e Or goods, o cihic revenue procedure '
for travel away from home within by airplane, barge, bus, ship, train, or’ P :
CONUS and/or{)CONUS, as the castruck, and (b) regularly requires travel .02 Specific high-low rates.The per

may be, during the calendar year, away from home which, during any Singled|em rate set forth in this section 5.02 is

(3) Periodic rule. A payor described trip away from home, usually involves®185 for travel to any “high-cost locality”
in section 4.04(1) of this revenue procetravel to localities with differing Federal SPecified in section 5.03 of this revenue
dure may compute the amount of the enM&IE rates. For purposes of the precegProcedure, or $115 for travel to any other
ployee’s expenses that is deemed substdAg sentence, a payor must determine thigcality within CONUS.~ Whichever per
tiated under section 4.02 of this revenudn employee or a group of employees diem rate applles,_lt is applied as if it were
procedure periodically (not less fre-in the transportation industry” by using athe Federal per diem rate for the locality
quently than monthly), rather than dailymethod that is consistently applied and if travel. For purposes of applying the
by comparing the total per diem al-accordance with reasonable busined¥gh-low substantiation method and the
lowance paid for the period to the sum oPractice. § 274(n) limitation on meal expenses (see

the amounts computed at the Feder ] section 6.05 of this revenue procedure),
M&IE rate(s) for the localities of traveéﬁg;'_g%%g_‘%: k/I(?EV'I\'/HOD the FederaI_M&IE rate sh_aII be treated as
for the days (or partial days, see section $42 for a high-cost locality and $34 for
6.04 of this revenue procedure) the em- .01 General rule. If a payor pays a per @y other locality within CONUS.

ployee is away from home during the pediem allowance in lieu of reimbursing ac- -03High-cost localities.The following
riod. For example, assume an employaeal expenses for lodging, meal, and incilocalities have a Federal per diem rate of
in the transportation industry travels awaylental expenses incurred or to be incurrégl50 or more for all or part of the calen-
from home within CONUS on 17 daysby an employee for travel away fromdar year, and are high-cost localities for
(including partial days, see section 6.04 diome and the payor uses the high-lowll of the calendar year or the portion of
this revenue procedure) during a calendaubstantiation method described in thithe calendar year specified in parenthesis
month and receives a per diem allowancgection 5 for travel within CONUS, theunder the key city name:

Key city County or other defined location
Alabama
Gulf Shores Baldwin
(May 1-September 30)
California
Gualala City limits of Gualala
Palo Alto City limits of Palo Alto
San Francisco San Francisco
Sunnyvale City limits of Sunnyvale
Yosemite Nat'l Park Mariposa
(April 1-October 31)
Colorado
Aspen Pitkin

(June 1-March 31)



Key city
Telluride

(November 1-March 31)
Vail

District of Columbia
Washington, D.C.

Florida

Delray Beach

(November 1-March 31)
Jupiter

(January 1-April 30)
Key West

(December 1-April 30)
Palm Beach

(January 1-April 30)
Singer Island

(January 1-April 30)

Idaho
Suwn Valley
(April 1-September 30)

lllinois
Chicago
Lake County

Maine
Bar Harbor

Maryland
Baltimore
Montgomery County
Ocean Ciy
(April 1-August 31)

Massachusetts
Boston
Cambridge
Marthds Vineyard
(June 1-September 30)

Michigan
Charlevoix
(July 1-September 30)
Mackinac Island

Nevada
Stateline

New Jersey
Cape May
(June 1-September 30)
Ocean City
(June 1-August 31)
Piscataway
Union County

New York
The Bronx
Brooklyn

County or other defined location
San Miguel

Eagle

District of Columbia

City limits of Delray Beach
City limits of Jupiter
Monroe

City limits of Palm Beach

City limits of Singer Island

City limits of Sun Valley

Cook
Lake County

Hancock

Baltimore
Montgomery County
Worcester

Sufolk
City limits of Cambridge
Dukes

Charlevoix

Mackinac

Douglas

Cape May (except Ocean City)
City limits of Ocean City

City limits of Piscataway
Union County

The Bronx
Brooklyn



Key city County or other defined location

Manhattan Manhattan

Queens Borough Queens

Saratoga Springs Saratoga
(August 1-August 31)

Tarrytown/White Plains Westchester

West Point Orange

North Carolina
Kill Devil Hills Dare
(May 1-August 31)

Pennsylvania

Hershey City limits of Hershey
(May 1-October 31)
Philadelphia Philadelphia; city of Bala Cynwyd in Montgomery County
Rhode Island
Newport Newport

(June 1-September 30)

South Carolina

Hilton Head Beaufort
(March 1-August 31)
Myrtle Beach Horry; Myrtle Beat Air Force Base
(June 1-September 30)
Utah
Park Ciy Summit
(December 1-March 31)
Virginia
Alexandria City limits of Alexandria
Arlington Arlington
Fairfax County Fairfax County (includes the cities of Falls Church and Fair-
fax)
Wintergreen Nelson
(June 1-October 31)
Washington
Seattle King
.04 Changes in high-cost localities. (2) The portion of the year for which vale); Mendocino Court California (ex-

The list of high-cost localities in sectionthe following are high-cost localitiescept the city limits of Gualala); Key-
5.03 of this revenue procedurefféirs (listed by key cities) has been changedtone/Silverthorne, Colorado; Lewes,
from the list of high-cost localities in sec-Aspen, ColoradpTelluride, Colorado; Delaware; Naples, Florida; Du Page
tion 5.03 of Re. Proc. 97-59. Vail, Colorado; Kg West, Florida; Bar Couny, lllinois; Nashville, Indiana; Har-

(1) The following localities (listed Harba, Maine; Ocean Cjt Maryland; ford Couny, Maryland; Prince Geg€s
by key cities) have been added to the lidflarthds Vineyard, Massachusetts; Cap&€ounyy, Maryland; St. Michaels, Mary-
of high-cost localities: Gulf ShorgAl- May, New Jersey; Ocean gitNew Jersey; land; Middlesex Count Massachusetts
abama; Sunnyvale, CaliforniXosemite Kill Devil Hills, North Carolina; Newport, (except the city limits of Cambridge);
National Park, California; Delray Beach,Rhode Island; Hilton Head, South CarNantucket, Massachusetts; IndiNil-
Florida; Jupite, Florida; Palm Beach, olina; and Myrtle Beach, South Carolina. lage, Nevada; HanoveNew Hampshire;
Florida; Singer Island, Florida; Su/al- (3) The following localities (gener- Parsippany/Dove New Jersey; Santa Fe,
ley, Idaho; Charlevoix, Michigan; Mack- ally listed by key cities) have been reNew Mexico; Nassau CountNew York;
inac Island, Michigan; Stateline, Nevadamoved from the list of high-cost locali- Staten Island Borough, MeYork; Suf-
Piscatawg, New Jersey; Union Count ties: Grand CanyonArizona; Los folk County, New York; Block Island,
New Jersey; Saratoga SpringsyN¥ork; Angeles, California; Napa, California;Rhode Island; Loudoun CouynWirginia;
West Point, N& York; Hershg, Pennsyl- Santa Clara Couwt California (except Friday Harbo, Washington; and Jackson,
vania; anl Wintergreen Virginia. the city limits of Pab Alto and Sunny- Wyoming.



.05 Specific limitation. days of travel away from home, either ofrom home as an expense for food and
(1) Except as provided in sectionthe following methods may be used tdeverages. For purposes of the preceding
5.05(2) of this revenue procedure, a pay@rorate the Federal M&IE rate to detersentence, when a per diem allowance for
that uses the high-low substantiatiomine the Federal per diem rate or the Fedbdging, meal, and incidental expenses is
method with respect to an employee mugral M&IE rate for the partial days of paid at a rate that is less than the Federal
use that method for all amounts paid teravel: per diem rate for the locality of travel for
that employee for travel away from home (1) Such rate may be prorated usinguch day (or partial gasee section 6.04
within CONUS during the calendar yea the method prescribed by the Federalf this revenue procedure), the payor may
(2) with respect to an employee deTravel Regulations. Currently the Federaireat an amount equal to 40 percent of
scribed in section 5.05(1) of this revenu@ravel Regulations allow three-fourths ofsuch allowance as the Federal M&IE rate
procedure, the payor may reimburse athe applicable Federal M&IE rate for eachor the locality of travel for such day (or
tual expenses or use the meals only peartial day during which the employee opartial dg, see section 6.04 of this rev-
diem method described in section 4.02 ofelf-employed individual is traveling enue procedure).
this revenue procedure for any travehway from home in connection with the .06 No doublereimbursement or de-
away from home, and may use the pgserformance of services as an employeguction If a payor pays a per diem al-
diem substantiation method described ior self-employed individual; or lowance in lieu of reimbursing actual ex-
section 4.01 of this revenue procedure for  (2) Such rate may be prorated usingenses for lodging, meal, and incidental
any OCONUS travel away from home. any method that is consistently applie@xpenses or for meal and incidentat e
and in accordance with reasonable buspenses in accordance with section 4 or 5
EEEEIISLNRGUII_‘IIE'\QWATIONSAND ness practice. For example, if an emef this revenue procedure, any additional
ployee travels away from home from Qayment with respect to such expenses is
.01 In general. The Federal per diema.m. one day to 5 p.m. the nextyda treated as paid under a nonaccountable
rate and the Federal M&IE rate describefnethod of proration that results in arplan, is included in the employsegross
in section 3.02 of this revenue procedur@amount equal to 2 times the Federahcome, is reported as wages or other
for the locality of travel will be applied in M&IE rate will be treated as being in accompensation on the employse~orm
the same manner as applied under t@rdance with reasonable business pra/-2, and is subject to withholding and
Feder& Travel Regulations, 41 €.R. tice (even though only’itimes the Fed- payment of employment taxes. Simijarl
Part 301-7 (1998), except as provided ifirdl M&IE rate would be allowed underif an employee or self-employed individ-
sections 6.02 through 6.04 of this revenu®e FederaTravel Regulations). ual computes the amount allowable as a
procedure. .05 Application of the appopriate deduction for meal and incidental ex-
.02 Federal per diem rate A receipt 8 274(n) limitation on meal expensesll  penses for travel away from home in ac-
for lodging expenses is not required in deor part of the amount of an expenseordance with section 4.03 or 4.04 of this
termining the amount of expenses deemdieemed substantiated under this revenuevenue procedure, no other deduction is
substantiated under section 4.01 or 5.0arocedure is subject to the appropriatellowed to the employee or self-employed
of this revenue procedure. See sectidiimitation under § 274(n) (see sectiorindividual with respect to such expenses.
7.01 of this revenue procedure for the re2.02 of this revenue procedure) on the dé-or example, assume an employee re-
quirement that the employee substantiaguctibility of food and beverage ex-ceives a per diem allowance from a payor
the time, place, and business purpose penses. for lodging, meal, and incidental expenses
the expense. (1) When an amount for meal and in-or for meal and incidental expenses i
.03 Federal per diem or M&IE rateA cidental expenses is computed pursuant tarred while traveling away from home.
payor is not required to reduce the Feder&ection 4.03 of this revenue procedureduring that trip, the employee pays for
per diem rate or the Federal M&IE ratghe taxpayer must treat such amount as aimner for the employee and two business
for the locality of travel for meals pr expense for food and beverages. associates The payor reimburses as a
vided in kind, provided the payor has a  (2) When a per diem allowance isbusiness entertainment meal expense the
reasonable belief that meal and incidentglaid only for meal and incidentake meal expense for the employee and the
expenses were or will be incurred by th@enses, the payor must treat an amoutwo business associates. Because the
employee. equal to the lesser of the allowance or theayor also pays a per diem allowance to
.04 Proration of the Federal per diem Federal M&IE rate for the locality of cover the cost of the employsemeals,
or M&IE rate. Pursuant to the Federaltravel for such day (or partial glasee sec- the amount paid by the payor for the em-
Travel Regulations, in determining thetion 6.04 of this revenue procedure) as gployeés portion of the business entertain-
Federal per diem rate or the Federaxpense for food and beverages. ment meal expense is treated as paid
M&IE rate for the locality of travel, the (3) When a per diem allowance isunder a nonaccountable plan, is reported
full applicable Federal M&IE rate is paid for lodging, meal, and incidental exas wages or other compensation on the
available for a full day of travel from penses, the payor must treat an amouemployeés Fom W-2, and is subject to
12:01 a.m. to 12:00 midnight. Forrpu equal to the Federal M&IE rate for the lo-withholding and payment of employment
poses of determining the amount deemegility of travel for each calendar day (otaxes.
substantiated under section 4 or 5 of thigartial dg, see section 6.04 of this rev- .07 Related parties Sections 4.01,
revenue procedure with respect to partimnue procedure) the employee is awa4.02, 4.04 (to the extent it relates to sec-



tion 4.02), and 5 of this revenue procenot required to return the portion of the alness Expenses, the deemed substantiated
dure will not apply in any case in which dowance ($18) that exceeds the amount @ortion of the per diem allowance re-
payor and an employee are related withithe employes expenses deemed substarceived from the payo and includes in
the meaning of 8§ 267(b), but for this purtiated under section 4.02 of this revenugross income the portion (if any) of the
pose the percentage of ownership intereptocedure ($102) for the 3 substantiategder diem allowance received from the
referred to in § 267(b)(2) shall be 10 pereays of travel. Howevethe $18 excess payor that exceeds the amount deemed
cent. portion of the allowance is treated as paidubstantiated. See § 1.274-5T(f)(2)(iii).
under a nonaccountable plan as discussedweve, for purposes of claiming this
SECTION ZAPPLICATION in section 7.04 of this revenue procedureitemized deduction with respect to meal
.01 If the amount of travel expenses is 03 An employee is not required to in-and incidental expenses, substantiation of
deemed substantiated under the rules prglude in gross income the portion of a pethe amount of the expenses is not required
vided in section 4 or 5 of this revenue prodiem allowance received from a payoif the employee is claiming a deduction
cedure, and the employee actually sufbat is less than or equal to the amounhat is equal to or less than the amount
stantiates to the payor the elements éfeemed substantiated under the rules preemputed under section 4.03 of this rev-
time, place, and business purpose of théded in section 4 or 5 of this revenue proenue procedure minus the amount deemed
travel expenses in accordance with pargedure if the employee substantiates traibstantiated under sections 4.02 and 7.01
graphs (b)(2) (travel away from home)jusiness travel expenses covered by th this revenue procedureThe itemized
and (c) (other than subparagrapiRer diem allowance in accordance witlleduction is subject to the appropriate
(2)(iii)(A) thereof) of § 1.274-5, the em- Section 7.01 of this revenue procedurdimitation (see section 2.02 of this rev-
ployee is deemed to satisfy the adequafee § 1.274-5T(f)(2)(i). In addition, suctenue procedure) on meal and entertain-
accounting requirements of § 1.274-5T(fportion of the allowance is treated as paithent expenses provided in § 274(n) and
as well as the requirement to substantiatélder an accountable plan, is not reporteitie 2-percent floor on miscellaneous
by adequate records or otheffmient ev- as wages or other compensation on thtemized deductions provided in § 67.
idence for purposes of § 1.274-5T(c)employees Fom W-2, and is exempt .06 An employee who does not receive
See § 1.62-2(e)(1) for the rule that affom the withholding and payment of em-a per diem allowance for meal andiinc
arrangement must require business eloyment taxes. See § 1.62-2(c)(2) andental expenses may deduct an amount
penses to be substantiated to the payfﬁ)(4). computed pursuant to section 4.03 of this
within a reasonable period of time. .04 An employee is required to includerevenue procedure only as an itemized de-
.02 An arrangement providing per diemin gross income only the portion of theduction This itemized deduction is sub-
allowances will be treated as satisfyingper diem allowance received from a paygect to the appropriate limitation (see sec-
the requirement of § 1.62-2(f)(2) with rethat exceeds the amount deemed substaien 2.02 of this revenue procedure) on
spect to returning amounts in excess dfated under the rules provided in sectiomeal and entertainment expenses pro-
expenses if the employee is required to ré-or 5 of this revenue procedure if the envided in § 274(n) and the 2-percent floor
turn within a reasonable period of time (aployee substantiates the business traveh miscellaneous itemized deductions
defined in § 1.62—2(g)) any portion oféxpenses covered by the per diem aprovided in § 67.
such an allowance that relates to days ##wance in accordance with section 7.01 .07 A self-employed individual may
travel not substantiated, even though thef this revenue procedure. See § 1.274educt an amount computed pursuant to
arrangement does not require thm-e 5T(f)(2)(ii). In addition, the excess por-section 4.03 of this revenue procedure in
ployee to return the portion of such an aftion of the allowance is treated as paidetermining adjusted gross income under
lowance that relates to days of travel sudsnder a nonaccountable plan, is reporte8l 62(a)(1) This deduction is subject to
stantiated and that exceeds the amount @ wages or other compensation on tithe appropriate limitation (see section
the employes expenses deemed substargmployeés Fom W-2, and is subject to 2.02 of this revenue procedure) on meal
tiated. For example, assume a payor prg¥thholding and payment of employmentand entertainment expenses provided in
vides an employee an advance per dietaxes. See § 1.62-2(c)(3)(ii), (c)(5), an@ 274(n).
allowance for meal and incidentaxe (h)(2)(i)(B). .08 If a payo's reimbursement or other
penses of $200, based on an anticipated 5.05 If the amount of the expenses that isxpense allowance arrangement evi-
days of business travel at $40 per day todeemed substantiated under the rules prdences a pattern of abuse of the rules of
locality for which the Federal M&IE rate vided in section 4.01, 4.02, or 5 of this§ 62(c) and the regulations thereundgi
is $34, and the employee substantiatesr8venue procedure is less than the amoupdyments under the arrangement will be
full days of business travelThe require- of the employes business expenses fotreated as made under a nonaccountable
ment to return excess amounts will béravel away from home, the employeglan Thus, such payments are included
treated as satisfied if the employee is ranay claim an itemized deduction for thén the employe's gross income, are re-
quired to return within a reasonable-p amount by which the business travel exported as wages or other compensation on
riod of time (as defined in § 1.62—-2(g))penses exceed the amount that is deemibd employes Fom W-2, and are subject
the portion of the allowance that is attribsubstantiated, provided the employee subs withholding and payment of emglo
utable to the 2 unsubstantiated days etantiates all the business travel expensesent taxes. See § 1.62-2(c)(3), (c)(5),
travel ($80), even though the employee imcludes on Form 2106, Employee Busiand (h)(2).



SECTION 8. WITHHOLDING AND ject to withholding and payment of em-away from home (% (120% x $100) +
PAYMENT OF EMPLOYMENT ployment taxes no later than the first pay4 x (120% x $125)), and does not re-
TAXES. roll period following the end of the rea-quire the employee to return the excess
_ , sonable period. See § 1.62-2(h)(2)())(A)payment of $140 ((2 days $20 ($120-

.01 The portion of a per diem al- g4 | the case of a per diem allowancg100) + 4 days< $25 ($150-$125)). For
lowance, if any, that relates to the days of,y for meal and incidental expenses fofe payroll period in which the employer
business travel substantiated and tha_t Cfavel away from home paid to an eMreimburses the expenses, the employer
ceeds the amount deemed substantiatglyee in the transportation industry by ahust withhold and pay employment taxes
for those days under section 4.01, 4.02, @ayor that uses the rule in section 4.04(3n $140. See section 8.02 of this revenue
5 of this revenue procedure is subject 8¢ this revenue procedure, the excess 9frocedure.

withholding and payment of employmenipe per diem allowance paid for the period
taxes. See § 1.62-2(h)(2)()(B). over the amount deemed substantiated f@ECTION 9. EFFECT ON OTHER

02 In the case of a per diem allowanCg,e period under section 4.02 of this re"DOCUMENTS

paid as a reimbursement, the excess dgq e procedure (after applying section .
scribed in section 8.01 of this revenue ga(s) of this revenue procedure), is su%rReV' Proc. 97-59 is hereby superseded

procedure is subject to withholding angect 1o withholding and payment of em- I per diem alflowances paid to an er'nr;
payment of employment taxes in the pays|oyment taxes no later than the first pay?. > oo °" ?r aiter Janua}ry 1’(11.99% wit |
roll period in which the payor reimburses o period following the payroll period in ¢oPCt © odglhng, meal, an '?C' ;nta.
the expenses for the days of 'Fravel SURihich the excess is computed. Se%Xpenlses or wit re%pecF to me2 fan lnCl;
stantiated. See 8 1.62—2(h)_(2)(|)(15)( § 1.62-2(h)(2)()(B)). T‘r}lta exper;ses phal or mcurreﬁ or trave
.03 In the case of a per diem allowance 5 For example, assume that an epniie away irom fome onora fer Janu-
paid as an advance, the excess describgdyer nays an employee a per diem af'” 1h, 1999, and,llor DEITPOSGS% ((;OmPUt-
in section 8.01 of this revenue procedurgyyance to cover business expenses fg'?r}g the ?mour]t a owal €asade uq’t(;on,
is subject to withholding and payment ofyaa1s and lodging for travel away from©' "2 and |nC|dent? expenses Eal or
employment taxes no later than the fir§iome at 4 rate of 120 percent of the Fedicurred by an Iefmp Oye? okr”se “em-
payroll period following the payroll pe- or5) per diem rate for the localities tgploved individual for travel while away
riod in which the days of travel with re-\yhich the employee travels. The emirom home on or after January 1, 1999.

spect to which the advance was paid alfoyer does not require the employee tORAFTING INFORMATION

substantiated. See § 1.62-2(h)(2)(I)return the 20 percent by which the reim-
(B)(3). If some or all of the days of travely,,.sement for those expenses exceeds theThe principal author of this revenue

with respect to which the advance Wagaderal per diem rate. The employee subrocedure is Edwin B. Cleverdon of the
paid are not substantiated within a reasoRisntiates 6 days of travel away fronPffice of Assistant Chief Counsel (In-

able period of time and the employee dogfyme: 2 days in a locality in which thecome Tax and Accounting). For further
not return the portion of the allowance-ggera| per diem rate is $100 and 4 daygformation regarding this revenue proce-
that relates to those days within a reasofl; 5 |ocality in which the Federal per dienflure, contact Mr. Cleverdon at (202) 622-
able period of time, the portion of the alyare s $125. The employer reimburse4920 (not a toll-free call).

lowance that relates to those days is sufj;o employee $840 for the 6 days of travel



