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If your employees travel for work purposes, it’s important to
understand the various methods of tracking and substantiating travel
expenses so that you can maintain accurate records, control costs,
and take advantage of potential tax benefits.

In this document, we’ll provide an overview of business travel expenses,
per diem allowances, and how they affect employees and employers.

Understanding Per Diem Rates vs. Actual
Travel Expenses

A Per Diem is a daily allowance granted to employees for lodging, meals, and
incidental expenses when they travel for business purposes. This allowance is given
instead of paying actual expenses, making it easier for employees to manage their
expenses while away from home.

While a Per Diem includes lodging, meals, and incidental expenses, it does not include
transportation expenses. Therefore, the employer should pay transportation expenses
directly or reimburse the employee.

Providing a per diem is not mandatory, and businesses can still choose to report actual
allowable expenses if they maintain adequate records or other sufficient evidence.
Despite the relative simplicity of a per diem compared to tracking actual expenses,
there are some reasons an employer may prefer to track actual expenses.



One reason is that actual expenses might be lower than the per diem rates, resulting
in cost savings for the business. In some cases, employees may be able to secure
more affordable lodging or choose to eat at less expensive restaurants, leading to a
lower overall cost for the trip.

Another reason is that businesses may wish to maintain more accurate records of
employee travel expenses for internal budgeting, analysis, or cost control purposes.
Tracking actual expenses can help a company identify trends, pinpoint areas where costs
can be reduced, and provide more accurate data for forecasting future travel expenses.

Finally, substantiating actual expenses can provide additional tax benefits in certain
situations. For example, if an employee’s actual lodging and meal expenses are
significantly higher than the per diem rate due to extenuating circumstances such as a
last-minute trip or a conference in a high-cost city, the business may be able to claim a
higher deduction by substantiating these actual expenses.

Who qualifies for Per Diem?

If you opt to use a per diem, the employee must:
e Travel more than 50 miles from their home;
» Be away for more than 12 hours; and
* Incur travel expenses while performing business-related activities.

It is important to note that per diem allowances should not be paid indefinitely. If an
employee receives per diem for a period exceeding one year, the arrangement is no longer
considered temporary, and any per diem compensation may be treated as taxable income.



B

Per Diem Substantiation Methods and
Updated Rates

Per diem rates change yearly based on IRS Publication 1542, which provides the
maximum per diem rate that can be used without treating part of the allowance as
taxable income. Many employers refer to the General Services Administration per diem
rate guide to calculate maximum per diem rates for destinations within the Continental
United States. New per diem rates become effective on October 1 of each year and
remain in effect through September 30 of the following year.

There are two per diem substantiation methods to consider: the per diem method and
the high-low method.

The per diem method calculates reimbursement rates based on federal per diem rates
for each locality. This can be more complex to manage and track due to the different
rates for each destination.

The high-low method, on the other hand, simplifies this process by dividing localities
into two categories: high-cost localities and other localities. As there are only two rates
to manage, the high-low method can reduce the administrative burden associated with
tracking and calculating travel expenses for multiple destinations, each with its own per
diem rate. Additionally, the high-low method may offer more predictability, making it
easier for businesses to budget for travel expenses.

The IRS has recently established new per diem rates for the high-low substantiation
method. For the 2022-2023 fiscal year, the per diem rate for travel to high-cost localities
is $297, while the rate for other localities within the continental United States is $204.

Moreover, the IRS has identified some destinations as high-cost localities for specific
portions of the calendar year. For instance, some popular tourist destinations are
considered high-cost localities during the portion of the year that would be considered
“peak season” for the destination.



Record-Keeping and Expense Reports

While employees receiving per diem allowances are not required to submit receipts
for approval, they must maintain a basic record of their expenses. Employees must file
an expense report within 60 days; otherwise, the per diem payments become taxable
income. The expense report should include the business purpose, date, place, trip
details, and the proper rate for the location.

Requiring an expense report is considered an “accountable plan.” Non-accountable
plans are where the company pays a flat rate, but the employee is not required to
provide any report.

Tax Implications

Per diem allowances are not taxable to employees if the payment does not exceed the
federal per diem rate and the employee provides an expense report or receipts to their
employer. However, if the employee is paid more than the federal rate, the excess is
taxable to the employee. Also, if the allowance is provided under a non-accountable
plan, the payments are taxable.

Deductibility of Travel Expenses for
Employers

Employers can fully deduct lodging expenses, but the IRS limits the amount paid for meals
and incidentals to 50%. Under an accountable plan, employers must treat 40% of the

per diem as meals and incidentals, meaning that 20% of the employer-paid per diem is
considered meals and incidentals and is non-deductible. The other 80% is deductible.

If the employee has a non-accountable plan and is required to include the amount in
their compensation, then it is fully deductible to the employer.
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Final Thoughts

This document is intended to provide a brief overview of
tracking and substantiating travel expenses and is not a
substitute for speaking with one of our expert advisors. If
you would like to discuss how to handle employee travel
expenses for your business, please contact our office.

We’d be happy to discuss your specific situation.
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About Heard, McElroy & Vestal

In 1946, S. Berton Heard, Charles McElroy and Charles Vestal founded Heard, McElroy & Vestal, LLC

in Shreveport, Louisiana. Together, this trio of professionals established the firm as a pillar of trust,
integrity and competence, with the mission to create solutions and provide opportunities for our
clients, our people, and our communities. HMV is one of the largest public accounting and consulting
firms in Northwest Louisiana, servicing our clients throughout the states of Louisiana, Arkansas, Texas,
Mississippi, Oklahoma and Tennessee from offices in Shreveport and Monroe. Our firm is comprised
of over one hundred (100) employees: Partners, Of Counsel Partners, Senior Managers, Managers,
additional Professional Staff and Administrative Staff. Our Professional Staff includes more than fifty
(50) certified public accountants who obtain additional certifications which are Accredited in Business
Valuation (ABV), Certified Fraud Examiners (CFE), Not-for-Profit Certificate holders, Certified Valuation
Analysts (CVA), Personal Financial Specialists (PFS), and Certified Mineral Managers (CMM). Our team
of professionals brings together many years and diversification of experience, providing a network of
knowledge and resources and allowing for industry and niche specialization. Not one CPA can offer
the range and quality of services a firm of our size is able to provide, while remaining small enough
to deliver personalized service and attention to our clients with consistency on engagements. HMV'’s
strategic associations include Aliign Mineral Management, LLC, Business Valuation Consultants, LLC
and HMV Wealth Advisors, LLC.

Heard, McElroy & Vestal Shreveport - (318) 429-1525
Shreveport Location: Monroe - (318) 338-3108
333 Texas Street, Suite 1525

Shreveport, Louisiana 71101 @ hmv@hmvcpa.com

Monroe Location: www.hmvcpa.com

2808 Kilpatrick Boulevard
Monroe, Louisiana 71201



