
Part I. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 274.—Disallowance
of Certain Entertainment,
etc., Expenses

26 CFR 1.274–5: Substantiation requirements.

T.D. 9020

DEPARTMENT OF THE
TREASURY
Internal Revenue Service
26 CFR Part 1

Substantiation of Incidental
Expenses

AGENCY: Internal Revenue Service
(IRS), Treasury.

ACTION: Final and temporary
regulations.

SUMMARY: This document contains
amendments to regulations relating to the
requirement to substantiate business ex-
penses for traveling expenses while away
from home. The regulations affect taxpay-
ers who deduct expenses for incidental ex-
penses while traveling away from home.
The text of the temporary regulations also
serves as text for the proposed regula-
tions set forth in the notice of proposed rule-
making (REG–141832–02) on this subject
in this issue of the Bulletin.

DATES: Effective Date: These regula-
tions are effective November 12, 2002.

Applicability Date: For dates of appli-
cability, see § 1.274–5T(m).

FOR FURTHER INFORMATION
CONTACT: John Moriarty (202) 622–
4930 (not a toll-free call).

SUPPLEMENTARY INFORMATION:

Background and Explanation of
Provisions

Section 274(d) provides that a taxpayer
is not allowed a deduction or credit for cer-
tain expenses unless the expense is sub-
stantiated. These substantiation requirements
apply to deductions under section 162 or
212 for any traveling expense (including
meals and lodging) while away from home.
Under section 274(d), the Secretary may is-
sue regulations that provide that some or
all of the substantiation requirements will
not apply to expenses that do not exceed
a prescribed amount. Section 1.274–5(j)(1)
of the regulations permits the Commis-
sioner to establish a method under which
a taxpayer may substantiate the amount of
meal expenses paid or incurred while trav-
eling away from home by means of an al-
lowance in lieu of substantiating the actual
cost of meals.

Under this authority, the Commissioner
has provided a method for taxpayers to sub-
stantiate deductible costs of business meal
and incidental expenses while away from
home by means of an allowance. See Rev.
Proc. 2001–47, 2001–2 C.B. 332. These
temporary regulations amend § 1.274–5T to
authorize the Commissioner to establish a
method under which a taxpayer may sub-
stantiate the amount of incidental expenses
paid or incurred while traveling away from
home by means of an allowance in lieu of
substantiating the actual cost. The tax-
payer will not be relieved of the require-
ment to substantiate the actual cost of other
travel expenses as well as the time, place
and business purpose of the travel.

Special Analyses

It has been determined that this Trea-
sury decision is not a significant regula-
tory action as defined in Executive Order
12866. Therefore, a regulatory assessment
is not required. It is hereby certified that
these regulations will not have a signifi-
cant economic impact on a substantial num-
ber of small entities. This certification is
based upon the fact that these regulations
do not require a collection of information

and do not impose any new or different re-
quirements on small entities. Therefore, a
Regulatory Flexibility Analysis under the
Regulatory Flexibility Act (5 U.S.C. chap-
ter 6) is not required. Pursuant to section
7805(f) of the Internal Revenue Code, these
temporary regulations will be submitted to
the Chief Counsel for Advocacy of the
Small Business Administration for com-
ment on their impact.

Drafting Information

The principal author of these regula-
tions is John Moriarty, Office of Associ-
ate Chief Counsel (Income Tax &
Accounting). However, other personnel from
the IRS and Treasury Department partici-
pated in their development.

* * * * *

Adoption of Amendments to the
Regulations

Accordingly, 26 CFR part 1 is amended
as follows:

PART 1—INCOME TAXES

Paragraph 1. The authority citation for
part 1 is amended by adding an entry in nu-
merical order to read in part as follows:

Authority: 26 U.S.C. 7805 * * *
Section 1.274–5 also issued under 26

U.S.C. 274(d). * * *
Par. 2. Section 1.274–5 is amended by

adding paragraph (j)(3) to read as follows:

§ 1.274–5 Substantiation requirements.

* * * * *
(j) * * *
(3) [Reserved]. For further guidance, see

§ 1.274–5T(j)(3).
Par. 3. Section 1.274–5T is amended by

revising paragraph (j) and the last sen-
tence of paragraph (m) to read as follows:

§ 1.274–5T Substantiation requirements
(temporary).

* * * * *
(j)(1) and (2) [Reserved]. For further

guidance, see § 1.274–5(j)(1) and (2).
(3) Incidental expenses while traveling

away from home. The Commissioner may
establish a method under which a taxpayer
may use a specified amount or amounts for
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incidental expenses paid or incurred while
traveling away from home in lieu of sub-
stantiating the actual cost of incidental ex-
penses. The taxpayer will not be relieved
of the requirement to substantiate the ac-
tual cost of other travel expenses as well
as the time, place, and business purpose of
the travel.

* * * * *
(m) * * * Paragraph (j)(3) of this sec-

tion applies to expenses paid or incurred af-
ter September 30, 2002.

Robert E. Wenzel,
Deputy Commissioner of

Internal Revenue.

Approved October 31, 2002.

Pamela F. Olson,
Assistant Secretary of the Treasury.

(Filed by the Office of the Federal Register on November 8,
2002, 8:45 a.m., and published in the issue of the Federal Reg-
ister for November 12, 2002, 67 F.R. 68512)

Section 483.—Interest on
Certain Deferred Payments

26 CFR 1.483–1: Computation of interest on cer-

tain deferred payments.

As defined by section 1274A, the definitions for
both “qualified debt instruments” and “cash method
debt instruments” have dollar ceilings on the stated
principal amount. The limits to the stated principal
amount are adjusted for inflation for sales or ex-
changes occurring in the 2003 calendar year. See Rev.
Rul. 2002–79, on this page.

Section 1274.—Determination
of Issue Price in the Case of
Certain Debt Instruments Is-
sued for Property

26 CFR 1.1274A–1: Special rules for certain trans-

actions where stated principal amount does not ex-

ceed $2,800,000.

As defined by section 1274A, the definitions for
both “qualified debt instruments” and “cash method
debt instruments” have dollar ceilings on the stated
principal amount. The limits to the stated principal
amount are adjusted for inflation for sales or ex-
changes occurring in the 2003 calendar year. See Rev.
Rul. 2002–79, on this page.

Section 1274A.—Special
Rules for Certain Transactions
Where Stated Principal
Amount Does Not Exceed
$2,800,000.

(Also §§ 1274, 483; 1.1274A–1, 1.483–1.)

Section 1274A — Inflation adjusted num-
bers for 2003. This ruling provides the dol-
lar amounts, increased by the 2003 inflation
adjustment, for section 1274A of the Code.
Rev. Rul. 2001–65 supplemented and su-
perseded.

Rev. Rul. 2002–79

This revenue ruling provides the dol-
lar amounts, increased by the 2003 infla-
tion adjustment, for § 1274A of the Internal
Revenue Code.

BACKGROUND

In general, §§ 483 and 1274 determine
the principal amount of a debt instrument
given in consideration for the sale or ex-
change of nonpublicly traded property. In
addition, any interest on a debt instru-
ment subject to § 1274 is taken into ac-
count under the original issue discount
provisions of the Code. Section 1274A,
however, modifies the rules under §§ 483
and 1274 for certain types of debt instru-
ments.

In the case of a “qualified debt instru-
ment,” the discount rate used for purposes
of §§ 483 and 1274 may not exceed 9 per-
cent, compounded semiannually. Section
1274A(b) defines a qualified debt instru-
ment as any debt instrument given in con-
sideration for the sale or exchange of
property (other than new § 38 property
within the meaning of § 48(b), as in ef-
fect on the day before the date of enact-
ment of the Revenue Reconciliation Act of
1990) if the stated principal amount of the
instrument does not exceed the amount
specified in § 1274A(b). For debt instru-
ments arising out of sales or exchanges be-
fore January 1, 1990, this amount is
$2,800,000.

In the case of a “cash method debt in-
strument,” as defined in § 1274A(c), the
borrower and lender may elect to use the
cash receipts and disbursements method of
accounting. In particular, for any cash

method debt instrument, § 1274 does not
apply, and interest on the instrument is ac-
counted for by both the borrower and the
lender under the cash method of account-
ing. A cash method debt instrument is a
qualified debt instrument that meets the fol-
lowing additional requirements: (A) In the
case of instruments arising out of sales or
exchanges before January 1, 1990, the stated
principal amount does not exceed
$2,000,000; (B) the lender does not use an
accrual method of accounting and is not a
dealer with respect to the property sold or
exchanged; (C) § 1274 would have ap-
plied to the debt instrument but for an elec-
tion under § 1274A(c); and (D) an election
under § 1274A(c) is jointly made with re-
spect to the debt instrument by the bor-
rower and lender. Section 1.1274A–1(c)(1)
of the Income Tax Regulations provides
rules concerning the time for, and man-
ner of, making this election.

Section 1274A(d)(2) provides that, for
any debt instrument arising out of a sale or
exchange during any calendar year after
1989, the dollar amounts stated in
§ 1274A(b) and § 1274A(c)(2)(A) are in-
creased by the inflation adjustment for the
calendar year. Any increase due to the in-
flation adjustment is rounded to the near-
est multiple of $100 (or, if the increase is
a multiple of $50 and not of $100, the in-
crease is increased to the nearest multiple
of $100). The inflation adjustment for any
calendar year is the percentage (if any) by
which the CPI for the preceding calendar
year exceeds the CPI for calendar year
1988. Section 1274A(d)(2)(B) defines the
CPI for any calendar year as the average
of the Consumer Price Index as of the close
of the 12-month period ending on Septem-
ber 30 of that calendar year.

INFLATION-ADJUSTED AMOUNTS

For debt instruments arising out of sales
or exchanges after December 31, 1989, the
inflation-adjusted amounts under § 1274A
are shown in Table 1.
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