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EMPLOYEE/VOLUNTEER EXPENSE REIMBURSEMENTS 

An organization can reimburse employees or volunteers for business expenses paid by them 

personally under either an "accountable" or a "non-accountable" reimbursement plan. By law, 

employees are only permitted to deduct their unreimbursed business expenses and business 

expenses reimbursed under a "non-accountable" church reimbursement plan as itemized 

deductions on Schedule A (of Form 1040) -  to the extent that such expenses exceed 2% of 

adjusted gross income and the expenses were not eligible to be reimbursed by their employer.  

[Note: employees whose company has established an accountable reimbursement plan are 

prohibited by law from deducting expenses they chose not to be reimbursed for on their tax 

return]. The good news is that these adverse results can be eliminated entirely if the organization 

adopts an accountable reimbursement plan. 

 

A reimbursement plan is "accountable" only if it meets all of the following criteria: 

 

• Your expenses must have a business connection.  

• You must adequately account to your employer for these expenses within a reasonable 

period. 

• You must return any “excess reimbursement” or allowance within a reasonable period of 

time. 

 

When such a plan is adopted, then none of the organization’s reimbursements for business 

expenses need to appear on the employee's W-2 (or Form 1040), and there are no expenses for 

the employee to deduct on their return. The employee, in effect, reports to his or her employer 

rather than to the IRS. 

 

Business Connection 

 

To have a business connection you must have paid or incurred deductible expenses while 

performing services as an employee or recognized volunteer of your employer or organization. 

 

Accounting 

 

Adequate substantiation or "accounting" under an accountable reimbursement plan generally 

means that the employee is required to substantiate (with receipts or other reliable written 

evidence) the amount spent, the date, and the "business nature" of each expense before the 

organization reimburses the expense. The information, provided by the employee, must be 

sufficient to enable the ministry to identify the specific nature of each reimbursed expense and to 

conclude that the expense is attributable to the employee's business (e.g., ministry-related) 

activities. It is not sufficient if an employee merely aggregates expenses into broad categories 

(such as "travel") or reports individual expenses through vague, non-descriptive terms (such as 

"miscellaneous business expense"). It is important to note that an employee's charging of 

business expenses to a ministry credit card will constitute a "reimbursement," but it does not in 
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itself constitute an adequate "accounting" for the expense unless the employee periodically 

substantiates the amount, date, and business purpose of each expenditure with receipts or other 

written evidence. 

 

Reasonable Time 

 

IRS guidelines for "accountable" plans specify that an employee's "accounting" or substantiation 

of his or her business expenses, and the return of any excess reimbursements, must occur within 

a "reasonable time." Business expenses will be deemed substantiated within a reasonable amount 

of time if done so within 60 days after the expenses are paid or incurred, and excess 

reimbursements will be deemed to have been returned to the employer within a reasonable 

amount of time if done so within 120 days after the expenses are paid or incurred. Consequently, 

business expense reimbursements or allowances paid to employees but not accounted for within 

a reasonable time must be included on the employees' IRS Form W-2 and are subject to income 

tax and FICA withholding. 

 

Documentation 

     

The reimbursement policy must be in writing, and it should clearly specify what expenses the 

ministry will reimburse. It also should describe the documentation and reporting that will be 

required. The ministry is not required to retain the records and receipts presented in documenting 

the business nature and amount of business expenses, though the record must indicate the nature 

of the documentation presented. However, it is a good practice for the ministry to at least make 

copies of such documents to maintain the integrity of its reimbursement system. 

 

Reimbursement Plan Options 

 

There are a variety of ways for a ministry to "fund" an accountable reimbursement plan. One 

way is to agree to reimburse all substantiated business expenses without limitation. Another is to 

agree to reimburse substantiated expenses up to a fixed limit (i.e., $4,000 per year).  Any 

business expenses incurred in excess of this amount would be unreimbursed. Employees would 

be free to report these unreimbursed expenses on their tax returns, and to the extent they 

qualified, use them to reduce their taxable income. A third would be to enter into a one-time 

salary reduction agreement with an employee that would reallocate on a permanent basis a 

portion of their salary to the operations budget for the express purpose of reimbursing previous 

unbudgeted, expenses paid personally by the employee. Salary reduction plans specifically for 

the purposes of assisting with the establishment of a reimbursement plan for the ministry that 

otherwise might not be able to afford for these expenses can be an effective way of helping to 

reduce the taxable income of employees who regularly incur expenses for the ministry and who 

are not able to take advantage of (or full advantage of) the available deduction on their personal 

return. 

  

Sample Policy 

 

Though there are a number of ways to effectively set up and manage a policy to reimburse 

employee expenses here is one example of a plan that would meet the current requirements of an 
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"accountable plan." Policy declarations must be formally approved by the governing body of the 

organization to be valid and should clearly and precisely specify the terms and conditions under 

which the policy would apply and be applicable. 

 

Resolution 

 

The following resolution was duly adopted by the board of directors of [insert the legal name of 

the ministry] at a regularly scheduled meeting held on [date], a quorum being present: 

 

Whereas, income tax regulations 1.162-17 and 1.274-5(e) provide that an employee "need not 

report on his tax return" expenses paid or incurred by him solely for the benefit of his employer 

for which he is required to account and does account to his employer and which are charged 

directly or indirectly to the employer; and 

 

Whereas, income tax regulation 1.274-5(e) further provides that "an adequate accounting means 

the submission to the employer of an account book, diary, statement of expense, or similar record 

maintained by the employee in which the information as to each element of expenditure (amount, 

time and place, business purpose, and business relationship) is recorded at or near the time of the 

expenditure, together with supporting documentary evidence, in a manner which conforms to all 

the 'adequate records' requirements" set forth in the regulation; and 

 

Whereas, [insert the legal name of the ministry] desires to establish a reimbursement policy 

pursuant to regulations 1.162-17 and 1.274-5(e); be it therefore resolved, that [insert the legal 

name of the ministry] hereby adopts a reimbursement policy pursuant to income tax regulations 

1.162-17 and 1.274-5(e), upon the following terms and conditions: 

 

1.    Any employee now or hereafter employed by (Organization Name) shall be reimbursed for 

any ordinary and necessary business and professional expense incurred on behalf of the church, 

if the following conditions are satisfied: (1) the expenses are reasonable in amount; (2) the 

employee documents the amount, time and place, business purpose, and business relationship of 

each such expense with the same kinds of documentary evidence as would be required to support 

a deduction of the expense on the employee's federal income tax return; and (3) the employee 

documents such expenses by providing the church treasurer with an accounting of such expenses, 

no less frequently than monthly. In no event will an expense be reimbursed if substantiated more 

than 60 days after the expense is paid or incurred by an employee. 

   

2.   The ministry shall not include in an employee's W-2 form the amount of any business or 

professional expense properly substantiated and reimbursed according to the preceding 

paragraph, and the employee should not report the amount of any such reimbursement as income 

on his or her Form 1040. 

 

3.   Any ministry advance that exceeds the amount of business or professional expenses properly 

accounted for by an employee pursuant to this reimbursement policy must be returned to the 

ministry no later than 120 days after the expenses have been incurred by the employee, and shall 

not be retained by the employee. 
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4.   If, for any reason, the ministry’s reimbursements are less than the amount of business and 

professional expenses properly substantiated by an employee, the ministry will report no part of 

the reimbursements on the employee's W-2, and the employee may deduct the un-reimbursed 

expenses as allowed by law. 

 

5.   Under no circumstances will the ministry reimburse an employee for business or professional 

expenses incurred on behalf of the ministry that are not properly substantiated according to this 

policy. The Ministry and staff understand that this requirement is necessary to prevent our 

reimbursement plan from being classified as a "non-accountable" plan. 

 

 
 

 

DISCLAIMER 

 

This material is presented with the understanding that the author is providing basic information only, and 

assumes no liability whatsoever in connection with its use. Tax laws are constantly changing, are subject 

to differing interpretations, and the facts and circumstances in any particular situation may not be the 

same as those presented here.  Therefore, we urge you to do additional research and make sure that you 

are fully informed and knowledgeable before using the information contained herein. 

 

To ensure compliance with Treasury Regulations (31 CFR Part 10, §10.35), we are required to inform 

you that any tax advice contained in any correspondence or other communication from us is not intended 

or written by us to be used, and cannot be used by you or anyone else, for the purpose of avoiding 

penalties imposed by the Internal Revenue Code. 


