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Using Per Diem Rates to Substantiate Expenses Incurred Away from Home

 Dear Client,

In general, business meals, lodging, and incidental expenses incurred while traveling away from home are deductible if properly substantiated. Although taxpayers have the option of keeping actual records of travel expenses, per diem allowances can be used instead to substantiate such expenses.

 

The IRS has updated the rules for determining the amount of an employee's ordinary and necessary business expenses for lodging, meals, and incidental expenses while traveling away from home that are deemed substantiated under the per diem allowance

 

If a per diem allowance is paid in lieu of reimbursement for actual lodging, meal and incidental expenses incurred by an employee for travel away from home, the amount of expenses deemed to be substantiated is the lesser of the per diem allowance for that day or the amount computed using the federal per diem rate for that locality. Similarly, if a per diem amount is paid for meal and incidental expenses (M&IE) only, the amount deemed substantiated is the lesser of the per diem allowance or the federal M&IE rate for that locality. Special rules are provided for the transportation industry. In addition, there are methods for deducting incidental expenses only, without meal expenses.

 

The high-low method may be used in lieu of the per diem method, with the lower of the per diem rates or the high-low rate being the amount deemed substantiated. The high and low rates, applicable to high-cost locations and other locations, respectively, apply as if they were federal per diem rates. If the high-low substantiation method is used to pay an employee, it must be used consistently for the entire year with respect to that employee.

 

The IRS had announced its intention to discontinue the high-low substantiation method, but based on feedback received, it will continue authorization of the high-low method. In addition, beginning with the rates for 2011-2012, the IRS will publish an annual notice containing the special per diem rates for this purpose.

 

Because you travel on business or employ business travelers, these updated rules will have an effect on your business travel expense and reimbursement procedures. We are happy to answer any questions and discuss your options in greater detail. Please call our office at your earliest convenience to arrange an appointment.

 

Sincerely,
Karen Riccardell, Enrolled Agent
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