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Meals While Traveling

Asdiscussed in earlier sections, employers often reimburse employees for meals while traveling
away from home overnight or while attending meetings or entertaining customers. These meals
generally fall under the rulesfor travel and transportation expenses, discussed earlier. The taxability
of these reimbursements or alowances depends on whether there is avalid business reason for the
meals and whether the expenses are substantiated. Reimbursements or allowances must first meet
the accountable plan rulesin order to be excludable.

Overnight Travel

In general, meals are subject to the same rules as other expenses when they occur under the
conditions of travel expenses, discussed earlier. The overnight rule, discussed earlier, and the
accountable plan rules apply. In order for travel meal reimbursements to be excludable from wages,
employees must be traveling away from their tax home on their employer’ s business. Aswith other
travel-related expenses, the general area of work, not the employees' residence, determines the tax
home.

Traveling “away from home” means.

1 The employee must be traveling away from the general tax home area substantially
longer than an ordinary day’ s work, and
2 The employee needs to obtain substantial sleep or rest to meet the demands of the work

while away from home. IRC §162(a)(2) Rev. Rul. 75-170 Rev. Rul. 75-432

Meals Away From Tax Home But Not Over night

Generally, these meals are taxable as wages to the employee because travel must be away from
home overnight to be excludable.

Example: An employeeisrequired to travel from Topekato Wichitato work for the day. The
employer agreesto pay for the employee’ s meals while in Wichita. The employee leaves home at
7:00 am. and returns home at 9:00 p.m. Before the employee returns in the evening, the
employee takes anap in his car for an hour.

Although the employee is away from his tax home for substantially longer than a normal work day

and even stops for rest, the employee is not considered to be away from home overnight. Therest is
not considered to be substantial. Any meal money that the employee receivesis taxable as wages.

For more information, refer to the handout on Travel and Transportation Expenses.
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M eals as Entertainment

Reimbursements or allowances provided to employees for meals in the course of entertaining
customers may be excludable if the expenses are ordinary and necessary, and meet either a
Directly-Related Test or an Associated Entertainment Test.

Directly-Related Test — Entertainment-related meal reimbursements meet the directly-related test
and may be excludable from wagesiif:

. The main purpose of the combined business and meal is the active conduct of business,
. Businessis actually conducted during the meal period, and
. There is more than a general expectation of deriving income or some other specific

business benefit at some future time.

All of the facts must be considered, including the nature of the business transacted and the
reasons for conducting business during the meal. If the meal takes place in a clear business
setting and is for your business or work, the expenses are considered directly related to your
business or work. Reg. §1.274-2(c) and (d)

Examples of Directly-Related Mealsor Entertainment

. Meals at a hospitality room sponsored by an employer at a convention.
. Entertainment of civic leaders at the opening of a new city hall.

Associated Test -Entertainment-related meal reimbursements meet the associated test and are
excludable if the entertainment is:

. Associated with the active conduct of the employer’ s business, and
. Directly before or after a substantial business discussion.

Generally, an expense is associated with the active conduct of abusiness, if thereisaclear business
reason for incurring the expense. The purpose may be to get new business or to encourage the
continuation of an existing relationship. These activities need not occur in aclear business setting.

Whether a business discussion is substantial depends on the facts of each case. A business
discussion will not be considered substantial unless you can show that you actively engaged in the
discussion, meeting, negotiation, or other business transaction to get income or some other specific
business benefit. Y ou must be able to show that the business discussion was substantial in relation
to themeal. Reg. §1.274-2(c) and (d)

Tradeor Professional Association Meetings

Reimbursements for meal expenses directly related to and necessary for attending business
meetings or conventions of certain exempt organizations are excludable from wages if the
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expenses of your attendance are related to your trade or business. These organizations include
chambers of commerce, business leagues and trade or professional associations. Reg. §1.274-2(d)(3)

Example: A manager regularly buys lunch for all of the employeesin her group after monthly group
meetings in an effort to boost morale. The manager and the employees are reimbursed by the
employer. This does not meet either the directly-related test or the associated test and is not a
qualified business meal. The value of the meal is considered taxable to the employees.

Example: A government official attends a meeting as a representative of his agency. The meeting is
followed by a dinner for which the official pays and is reimbursed by the agency. The meal
reimbursement meets the associated business test, and therefore qualifies as an excludable business
meal.

Substantiating Employee M eal Expense Reimbur sements

Meal expense reimbursements or allowances must meet the accountable plan rulesin order to be
excludable from wages. An employer may reimburse employees using an actual expense or per diem
method.

Reimbursements for allowable business travel meals while traveling away from home over night
may be substantiated using either an actual expense method or a per diem method.

Meals while not traveling, such as meals with meetings or overtime meals, must be
substantiated using the actual expense method.

If an employee chooses not to be reimbursed for expenses, the employee cannot claim the
expenses on hig’her personal tax return. P.W. Havener, 23 TCM 539.



