
SUBSTANTTATTON REQUIREMENTS UNDER IRC SEC. 274(Dl
Proof of payment alone does not establish a deduction. lt must also be

shown to be an ordinary and necessary expense. The character of the expense
may also be challehged (personalversus busrness). Keeping invoices, sales
slips, and receipts are necessary to show the nature of the expense and its
proper character.

The IRS has determined some expenses are subject to abuse and have
applied stricter substantiation requirements. IRC Sec. 274(d) provides additional
requirements that apply to the following expenses:
1. Traveling expenses
2. Entertainment expenses
3. Gift expenses.

lf a deduction falls under the stricter substantiation rules, no deduction is

allowed without establishing the following via "adequate records":
1. The amount of the item.
2.The time and place the expense occurred.
3. The business purpose of the expenditure or item, and
4. The business relationship to the taxpayer of the recipient of the
entertainment item.

IRS Publication 463 discusses the deduction for business expenses and
required recordkeeping. The chart below is reproduced from this publication and
it summarizes the recordkeeping required for travel, entertainment, gifts and

ortation.

Table 5-'l . How To Prove C€rtain Business Expenses

lF you have
expenses fot . .

THEN you must keep records thal show details ot lhe lollowing el€ments

Amounl Time Place or
Description

Business Purpose
Business Belationship

Travel Cost of each separate
expense for travel.
lodging, and meals.
lncidenlal expenses may
be lotaled in reasonable
categories such as laxis.
fses and lips. elc.

Dates you left
and returned
for each lrip
and number
ot days spent
on business.

)estination or area ol

/our kavel (name of
ljly, town, or olher
jesignation).

)Llrpose: Business purpose for the expense or the
)usiness ben€fir gained or expected to be gained.

lelalronship: N/A

Entertainment Cost ol each separa'te
expense. ;ncidenlal
expenses such as laxis,
telephones elc., may be
tolaled on a daily basis.

Dal6 of
enterlainment
iAlso see
Eusiness
Putpose.)

Name and address or
locaiion of place of
enteda;nnrent. Type ot
entertainm6nt li nol
rlllerdrise apparent.
fAlso see Business
Porpose.)

Purpose: Business putpose fa[ the expsnse or the
business benefit gained or expected to be gained.
For entedainmenl, ih6 nature af the business
discussion or activity. lf lhe enterlainment \'vas directly
before or atter a business disctlssion: the date, place.

nature, and duration o{ the business cliscussion. and
the identities of the persorrs who tock part in holh the
busines6 discussion and the entedainment activity.

Relationship: Occupations or other inforfialion (so,:h as
names, tilles, or other designationsl about lhe
rscipients thal shor,ls their buslness relalionship to you.

For enteftainmenl, ygu must also prove lhet you or your
employee was present jf the enierlainment was a
business meal.

Gifis lost of the oifl. late of the
rilt.

Descriplion of the gift.

Transportation Cost of each spparaie
expense. For qar
expenses, the cost of the
car and any
i|nprovenl6ntsl the date
you slarled using it tor
business, the nil€aqe {or
each husiness use. and
lh6 total nriles {or the

Date ot the
expense. For
car expenses,
the dale ol
the use of the

Your business
deslinalion.

Business purpose {or th€ €xpens€

ripr NA


