§1.162-13

thereunder. Amounts expended in pur-
chasing work, breeding, dairy, or sport-
ing animals are regarded as invest-
ments of capital, and shall be depre-
ciated unless such animals are included
in an inventory in accordance with
§1.61-4. The purchase price of an auto-
mobile, even when wholly used in car-
rying on farming operations, is not de-
ductible, but is regarded as an invest-
ment of capital. The cost of gasoline,
repairs, and upkeep of an automobile if
used wholly in the business of farming
is deductible as an expense; if used
partly for business purposes and partly
for the pleasure or convenience of the
taxpayer or his family, such cost may
be apportioned according to the extent
of the use for purposes of business and
pleasure or convenience, and only the
proportion of such cost justly attrib-
utable to business purposes is deduct-
ible as a necessary expense.

(b) Farms not engaged in for profit; tax-
able years beginning before January 1,
1970—1) In general. If a farm is oper-
ated for recreation or pleasure and not
on a commercial basis, and if the ex-
penses incurred in connection with the
farm are in excess of the receipts there-
from, the entire receipts from the sale
of farm products may be ignored in
rendering a return of income, and the
expenses incurred, being regarded as
personal expenses, will not constitute
allowable deductions.

(2) Effective date. The provisions of
this paragraph shall apply with respect
to taxable years beginning before Janu-
ary 1, 1970.

(3) Cross reference. For provisions re-
lating to activities not engaged in for
profit, applicable to taxable years be-
ginning after December 31, 1969, see
section 183 and the regulations there-
under.

[T.D. 7198, 37 FR 13679, July 13, 1972, as
amended by T.D. 8729, 62 FR 44546, Aug. 22,
1997; T.D. 8897, 65 FR 50643, Aug. 21, 2000]

§1.162-13 Depositors’ guaranty fund.

Banking corporations which pursu-
ant to the laws of the State in which
they are doing business are required to
set apart, keep, and maintain in their
banks the amount levied and assessed
against them by the State authorities
as a ‘“‘Depositors’ guaranty fund,” may
deduct from their gross income the
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amount so set apart each year to this
fund provided that such fund, when set
aside and carried to the credit of the
State banking board or duly authorized
State officer, ceases to be an asset of
the bank and may be withdrawn in
whole or in part upon demand by such
board or State officer to meet the
needs of these officers in reimbursing
depositors in insolvent banks, and pro-
vided further that no portion of the
amount thus set aside and credited is
returnable under the laws of the State
to the assets of the banking corpora-
tion. If, however, such amount is sim-
ply set up on the books of the bank as
a reserve to meet a contingent liability
and remains an asset of the bank, it
will not be deductible except as it is
actually paid out as required by law
and upon demand of the proper State
officers.

§1.162-14 Expenditures for adver-
tising or promotion of good will.

A corporation which has, for the pur-
pose of computing its excess profits tax
credit under Subchapter E, Chapter 2,
or Subchapter D, Chapter 1 of the In-
ternal Revenue Code of 1939, elected
under section 733 or section 451 (appli-
cable to the excess profits tax imposed
by Subchapter E of Chapter 2, and Sub-
chapter D of Chapter 1, respectively) to
charge to capital account for taxable
years in its base period expenditures
for advertising or the promotion of
good will which may be regarded as
capital investments, may not deduct
similar expenditures for the taxable
year. See section 263(b). Such a tax-
payer has the burden of proving that
expenditures for advertising or the pro-
motion of good will which it seeks to
deduct in the taxable year may not be
regarded as capital investments under
the provisions of the regulations pre-
scribed under section 733 or section 451
of the Internal Revenue Code of 1939.
See 26 CFR, 1938 ed., 35.733-2 (Regula-
tions 112) and 26 CFR (1939) 40.451-2
(Regulations 130). For the disallowance
of deductions for the cost of adver-
tising in programs of certain conven-
tions of political parties, or in publica-
tions part of the proceeds of which di-
rectly or indirectly inures (or is in-
tended to inure) to or for the use of a
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political party or political candidate,
see §1.276-1.

[T.D. 6996, 34 FR 835, Jan. 18, 1969]

§1.162-15 Contributions, dues, etc.

(a) Contributions to organications de-
scribed in section 170—(1) In general. No
deduction is allowable under section
162(a) for a contribution or gift by an
individual or a corporation if any part
thereof is deductible under section 170.
For example, if a taxpayer makes a
contribution of $5,000 and only $4,000 of
this amount is deductible under section
170(a) (whether because of the percent-
age limitation under either section
170(b) (1) or (2), the requirement as to
time of payment, or both) no deduction
is allowable under section 162(a) for the
remaining $1,000.

(2) Scope of limitations. The limita-
tions provided in section 162(b) and this
paragraph apply only to payments
which are in fact contributions or gifts
to organizations described in section
170. For example, payments by a tran-
sit company to a local hospital (which
is a charitable organization within the
meaning of section 170) in consider-
ation of a binding obligation on the
part of the hospital to provide hospital
services and facilities for the com-
pany’s employees are not contributions
or gifts within the meaning of section
170 and may be deductible under sec-
tion 162(a) if the requirements of sec-
tion 162(a) are otherwise satisfied.

(b) Other contributions. Donations to
organizations other than those de-
scribed in section 170 which bear a di-
rect relationship to the taxpayer’s
business and are made with a reason-
able expectation of a financial return
commensurate with the amount of the
donation may constitute allowable de-
ductions as business expenses, provided
the donation is not made for a purpose
for which a deduction is not allowable
by reason of the provisions of para-
graph (b)(1)(i) or (c) of §1.162-20. For ex-
ample, a transit company may donate
a sum of money to an organization (of
a class not referred to in section 170)
intending to hold a convention in the
city in which it operates, with a rea-
sonable expectation that the holding of
such convention will augment its in-
come through a greater number of peo-
ple using its transportation facilities.
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(c) Dues. Dues and other payments to
an organization, such as a labor union
or a trade association, which otherwise
meet the requirements of the regula-
tions under section 162, are deductible
in full. For limitations on the deduct-
ibility of dues and other payments, see
paragraph (b) and (c) of §1.162-20.

(d) Cross reference. For provisions
dealing with expenditures for institu-
tional or ‘‘good will” advertising, see
§1.162-20.

[T.D. 6819, 30 FR 5580, Apr. 20, 1965]

§1.162-16 Cross reference.

For special rules relating to expenses
in connection with subdividing real
property for sale, see section 1237 and
the regulations thereunder.

§1.162-17 Reporting and substan-
tiation of certain business expenses
of employees.

(a) Introductory. The purpose of the
regulations in this section is to provide
rules for the reporting of information
on income tax returns by taxpayers
who pay or incur ordinary and nec-
essary business expenses in connection
with the performance of services as an
employee and to furnish guidance as to
the type of records which will be useful
in compiling such information and in
its substantiation, if required. The
rules prescribed in this section do not
apply to expenses paid or incurred for
incidentals, such as office supplies for
the employer or local transportation in
connection with an errand. Employees
incurring such incidental expenses are
not required to provide substantiation
for such amounts. The term ‘‘ordinary
and necessary Dbusiness expenses’’
means only those expenses which are
ordinary and necessary in the conduct
of the taxpayer’s business and are di-
rectly attributable to such business.
The term does not include nondeduct-
ible personal, living or family ex-
penses.

(b) Expenses for which the employee is
required to account to his employer—(1)
Reimbursements equal to expenses. The
employee need not report on his tax re-
turn (either itemized or in total
amount) expenses for travel, transpor-
tation, entertainment, and similar pur-
poses paid or incurred by him solely for
the benefit of his employer for which
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