
The tax code specifically allows the deduction of travel expenses, including meals, while away from
home in the carrying on of a trade or business.  The tax code is also very specific as to the required

documentation needed to support the deduction.  To be deductible, the following guidelines must be met:

[1]  Travel expenses must be reasonable and necessary in the conduct of the taxpayer's
business and directly attributable to such conduct.  Certain expenses are specifically not

deductible.

v   if the trip is primarily personal in nature, traveling expenses to and from the

destination are not deductible even though the taxpayer engages in business activities
while at the destination; business expenses incurred while at the destination continue
to be deductible; the determination of whether a trip is business or personal depends
on the facts and circumstances.

v   if the spouse accompanies the taxpayer on a business trip, the spouse's travel

expenses are not deductible unless the spouse is an employee of the taxpayer's
business and it can be adequately shown that the spouse's presence on the trip serves a
bona fide business purpose; the taxpayer's expenses continue to be deductible,
however.

v  travel expenses to a convention for political, social or other purposes unrelated to a

taxpayer's business are not deductible; conventions for investment purposes are not
deductible.

v   meals and lodging expenses are deductible if incurred while away from home for

business purposes requiring the taxpayer to be away sufficiently long that the
taxpayer cannot complete the return trip without sleep or rest.

v   expenses incurred in commuting from a taxpayer's home to his place of business are

not deductible.

[2]   Entertainment and meals must be directly related to the business in order to be deductible.

v  the taxpayer must actively engage in a business meeting, negotiation, discussion or

bona fide business transaction during the entertainment period. 

v   entertainment expenses must occur in a clear business setting directly in the

furtherance of the taxpayer's business.

v   dues or fees paid to any social, athletic, or sporting club are not deductible.
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[3]    Substantiation rules, sufficient evidence and adequate records:

v   the tax code provides for total disallowance of travel, meals and entertainment

expenses if the taxpayer does not comply with the substantiation requirements (see
note 1 below).

v   substantiation requires adequate records where the taxpayer maintains an account

book, diary, log statement of expense, trip sheets, or other similar record describing
the above items; entries into these logs or records must be made at or near the time of
the expenditure.

v    items of substantiation are 1) amount,  2) time,  3) place,  4) business purpose, and

    5) business relationship.

v   documentary evidence, which includes receipts and paid bills, is required to

substantiate payment for all lodging expenses away from home and any expense of

$75 or more.

Note 1: because the tax code provides for total disallowance of travel, meals and
entertainment expenses if you do not comply with the substantiation
requirements, the I.R.S. likes to audit returns which have these deductions.  Your
chances of audit are increased because of this type of deduction.

[4]   Use of Per Diem rates and allowances:

v   a business owner is allowed to deduct meal expenses utilizing the optional IRS per

diem allowances in lieu of actual expenses; a detailed log of each day must be kept
showing the above items of substantiation, excluding the amount; a flat per diem rate
will be allowed on a per day basis.

v   business owners who pay for lodging expenses while away from home on business

must deduct actual expenses subject to the substantiation requirements above; no
deduction is allowed using per diem rates for lodging expenses; however, business
owners may use per diem rates to substantiate and deduct meal expenses while away
from home overnight.

v   the simplified per diem rules apply only to expenses at the away-from-home business

site, they do not apply to getting there and back;  round trip travel costs must be
substantiated by actual expenses.

This letter does not attempt to cover all facets of the tax code pertaining to travel and
entertainment.  You are advised to contact me if your situation exceeds what is covered here.
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