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business, the expenses are not deduct-
ible. 

(e) Commuters’ fares are not consid-
ered as business expenses and are not 
deductible. 

(f) For rules with respect to the re-
porting and substantiation of traveling 
and other business expenses of employ-
ees for taxable years beginning after 
December 31, 1957, see § 1.162–17.

§ 1.162–3 Cost of materials. 

Taxpayers carrying materials and 
supplies on hand should include in ex-
penses the charges for materials and 
supplies only in the amount that they 
are actually consumed and used in op-
eration during the taxable year for 
which the return is made, provided 
that the costs of such materials and 
supplies have not been deducted in de-
termining the net income or loss or 
taxable income for any previous year. 
If a taxpayer carries incidental mate-
rials or supplies on hand for which no 
record of consumption is kept or of 
which physical inventories at the be-
ginning and end of the year are not 
taken, it will be permissible for the 
taxpayer to include in his expenses and 
to deduct from gross income the total 
cost of such supplies and materials as 
were purchased during the taxable year 
for which the return is made, provided 
the taxable income is clearly reflected 
by this method.

§ 1.162–4 Repairs. 

The cost of incidental repairs which 
neither materially add to the value of 
the property nor appreciably prolong 
its life, but keep it in an ordinarily ef-
ficient operating condition, may be de-
ducted as an expense, provided the cost 
of acquisition or production or the gain 
or loss basis of the taxpayer’s plant, 
equipment, or other property, as the 
case may be, is not increased by the 
amount of such expenditures. Repairs 
in the nature of replacements, to the 
extent that they arrest deterioration 
and appreciably prolong the life of the 
property, shall either be capitalized 
and depreciated in accordance with 
section 167 or charged against the de-
preciation reserve if such an account is 
kept.

§ 1.162–5 Expenses for education. 

(a) General rule. Expenditures made 
by an individual for education (includ-
ing research undertaken as part of his 
educational program) which are not ex-
penditures of a type described in para-
graph (b) (2) or (3) of this section are 
deductible as ordinary and necessary 
business expenses (even though the 
education may lead to a degree) if the 
education— 

(1) Maintains or improves skills re-
quired by the individual in his employ-
ment or other trade or business, or 

(2) Meets the express requirements of 
the individual’s employer, or the re-
quirements of applicable law or regula-
tions, imposed as a condition to the re-
tention by the individual of an estab-
lished employment relationship, sta-
tus, or rate of compensation. 

(b) Nondeductible educational expendi-
tures—(1) In general. Educational ex-
penditures described in subparagraphs 
(2) and (3) of this paragraph are per-
sonal expenditures or constitute an in-
separable aggregate of personal and 
capital expenditures and, therefore, are 
not deductible as ordinary and nec-
essary business expenses even though 
the education may maintain or im-
prove skills required by the individual 
in his employment or other trade or 
business or may meet the express re-
quirements of the individual’s em-
ployer or of applicable law or regula-
tions. 

(2) Minimum educational requirements. 
(i) The first category of nondeductible 
educational expenses within the scope 
of subparagraph (1) of this paragraph 
are expenditures made by an individual 
for education which is required of him 
in order to meet the minimum edu-
cational requirements for qualification 
in his employment or other trade or 
business. The minimum education nec-
essary to qualify for a position or other 
trade or business must be determined 
from a consideration of such factors as 
the requirements of the employer, the 
applicable law and regulations, and the 
standards of the profession, trade, or 
business involved. The fact that an in-
dividual is already performing service 
in an employment status does not es-
tablish that he has met the minimum 
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