THE CALIFORNIA STATE UNIVERSITY
Office of the Chancellor
401 Golden Shore
Long Beach, California 90802-4275
(562) 951-4000

Date: April 20, 1999 Code; AD 99-06

To: Vice Presidents for Administration

From: William P. Musselman
Acting Accounting Director
Business and Finance

Subject: Payroll Letter 98-038 Clarification
Payroll Letter 98-038, issued on December 1, 1998 by the State Controller's Office
addressed the taxability and reporting of certain meal reimbursements for travel less
than 24 hours. To separate this issue with other closely related topics, it is important to
clarify the scope of the Payroll Letter.
The Payroll Letter applies only to meal reimbursements given to employees who are on
travel status during a period of less than 24 hours, and which does not require overnight
lodging or a substantial rest period. Short-term travel of this nature is found in State
Administrative Manual (SAM) Section 0721. The SAM section defines short-term travel
expenses as those that are incurred at least 25 miles from an employee's headquarters.
Further, short-term travel reimbursable expenses do not include lunch or incidental
expenses.
The Payroll Letter does not address the possible taxability of other allowable work
related reimbursements.
Questions may be directed to Mr. Mark Osborne at (562) 951-4610 or via e-mail at
mosborne@calstate.edu, or to Ms. Lisa Chavez at (562) 951-4610 or via e-mail at
Ichavez@calstate.edu.
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Payroll Letter 98038, issued on December 1, 1995 by the State Controller’s Office
addressed the taxability and reporting of certain meal reimbursements for travel less
than 24 hours. To separate this issue with other closely related topics, it is important to
clarify the scope of the Payroll Letter.

The Payroll Letter applies only to meal reimbursements given to employees who are on
travel status during a period of less than 24 hours, and which does not require overnight
lodging or a substantial rest period. Short-term travel of this nature is found in State
Administrative Manual (SAM) Section 0721. The 5AM section defines short-term travel
expenses as those that are incurred at least 25 miles from an employee's headquarters.
Further, short-term travel reimbursable expenses do not include lunch or incidental
EXPEISEs.

The l-"a:,-r::rl] Letter does not address the possible taxability of other allowable work
related reimbursements.

Questions may be directed to Mr. Mark Osborne at (562) 951-461( or via e-mail at
moshorne@enlstate edu, or to Ms. Lisa Chavez at (562) 951-4610 or via e-mail at
Ichavez@ealstate.edu.
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SETATE OF CALIFORRMIA KATHLEEN COMNELL.
Controller of California

OFFICE OF STATE CONTROLLER
PERSOMMEL/FAYRGLL SERWVICES DIVISION
300 Capitol Mall

P.0. Box 42830

Sacramento, CA $4Z50-5878

CATE: December 1, 1998 AYROLL LETTER # %8-038

TO: All Agencies/Campuses in the Uniform State Payraoll System

FROM: RALPH ZENTHER. Chief
Personnel/Payroll Operations Bureau

RE: MEAL REIMBURSEMENTS FOR TRAVEL LESS THAN 24 HOURS

PLEASE CHECK WITH YOUR ACCOUNTING OFFICE 70O DETERMINE
WHETHER IT RECEIVES PAYROLL LETTZRS VIA OFFICEVISION. IF
iIT DOES NOT. PLEASE PROVIDE & COPY OF THIS LETTER TO THEM.

This letter provides revised tax and reperting instructicns
affecting mezl Teimbursements for travel sway from home for
less than 24 hours wherein neither an svernioht stau ncr
substantial s c2ep/rest are TecuiTed.

GEMERAL INFORMATION

Internal Revenuve Code (IRC) 162{a) requires that meal

- Expenses, Teimburzed by an employer to an employes, for
travel away from home for iess than 24 hours wherein
neither an overnight stay nor substantial sleep/rTest ar
required, represent taxable and reportable income. Mea
reimbursements. even when paid under an employer’s
accountable reimbursement plan provisions, do not gqualify
at "businezs expernses". PRather, these meal reimbursements

are a "personal espense” under the IRC, Sections 1&2(a) and
&2i{ct.
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Taxable and Reportable Travel Related Mesl Reimbursemenks

All meal reimbursements for travel for less than &4 hours
are taxiable and rveporitablile unless:

# Travel requires an overnight stay (lodging)
OR
#* Travel satisfies the three Sleep/Rest Rule provicions

required by IRS Announcement Y0-127:

= the trip lasts substantially langer thar an
ordinary day s work
AND
= the employee cannot reasonably be expectad to

make the trip without being teleased #roem duty
for sufficient time to abtainm =ubstantial
sleep/Test. NOTE: the IRS has ruled That brier
rest pariods, few hours or less:, do not satisfu
the definition of substantizl slesp/rest
F I

= the relessze from duty is with the employsr e
tacit or expressed acquiescence or 15 rejuiTed
by governmental Tegulations.

The Eleep/FRest Rule generally applies %o emplouyment
ocevpetions, by the nature of the work performed (truck
grivers, airline pilots and cther trasnespoartation jobwy
entailing the szafe operation of equipment). which reguire
;imittd work shifts, followed by & substantial sleepirest
periad, before an emplioyee itc allowed to begin a new work
shift or centinue & trip.

EXAMPLE 1 (TAXAELE): An employee drives from
Sacramento to S5an Francisco leaving at 3:00 a. m. and
returning at &:00 p.m. The employer 15 entitled.
under the employer‘s (accountable or non-accountable)
reilmbursement plan, to %4 00 for breakfast. Since
tha employee did not require an overnight stay mnaor
were the Sleep/Rezt Rule provisions satisfied: the
wa, 00 35 tarxable and reportable income.

EXAMPLE 2 (TAXARBLE): An ammlanes £liee €rmm | ne



Hopn—tax a an n-reportable Travel Related Masi

Meal reimbursements, for travel for less than 24 hours wher
paid under accountable plan provisions are non—taiable and
non-reporiable when:

# travel requires an overnight stay (leodging!
O
#* travel satisfies the three Sleep/Rest Rule provisions

noted above.

EXAMFLE 3 (NON-TAXABLE): An employee fliec from San
Dliego to Sacramento leaving at 4:00 p.m., spending
the night at a hotel and returning to San Diego the
next day at 10: 30 a m The employee is entitled.
under the employer ‘s accountable reimbursement pian,
to cleim %1B. 00 for dinner and %4 00 for breaskfast.
Although the trip was less than 24 hours, because af
an overnight stay was required., the dinner and
treakftfast reimbursements are non—-tazable.
non—-reportable income.

=AAMPLE 4 (NON-TAXABLE): An employse, & truck
criver, i1z scheduvled for & round trip Tun between Lo:
Angeles and Sacramento.  The employcee leaves Los
Angeles at 4:00 & m and returns to Los Angele: at
11:00 p.m. The employer requires the empioyee ic
secure 4 hours of rest in Sacramento before beginning
the return cortion of the trip. The employee 15
entitled, under the employer’s accountsble
reimbursement plan to claim %$&. 00 for breakfast and
$18. 00 for dinner. Decause the Sleep/Rest Aule
provisions were satisfied: the breakfast and dinner
reimbursements are non-taxable, non-reportable
ifCome.

RPECABTTNG oAl TDEMERTE



FORM STD., &7& COMPLETION INSTRUCTIONS

When completing the Form 5TD &7&F, piease Ttefer to the
Psyroll Precedures Manusl (PPM). Section I-163. The
following [tem Code and Item Description must be entered o
the Form S70D. &76F when veporting taxable meal
reimbursements:

[tem Code Item Descrijption
MP Meals and Lodging — Fer Diem
WIT iz GUIREMENTS

Tarable meal reimbursements are subject to Federal/Etate
Income and applicable Social Security/Medicare taxes. All
taxes wili be withheld from & subsequent:. regular payroll
warrTant.

= |9 NOT1 TEL

Please sdvise your empioyees of the reviced tsx withheldir
and Teporting vequirTements, Ag thece reguirements
repTezent 3 significant chanoe in meal tazebilitu,s
emplovees should be zware of the tay impiicationz hefaore
treveiing,

CORTACT

PPFM revizione are forthcoming. Please vuse the Tollowing

contacts for assistance:

]

Form S7D0. &7& Completion

Fayroll Operations (Pi&) 322-Bi0C
wWw=2 Unit CALNET 4%=2-810C

Reporting Requirements



