
741

Internal Revenue Service, Treasury § 1.162–5

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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educational requirements for qualifica-
tion in that employment. Once an indi-
vidual has met the minimum edu-
cational requirements for qualification 
in his employment or other trade or 
business (as in effect when he enters 
the employment or trade or business), 
he shall be treated as continuing to 
meet those requirements even though 
they are changed. 

(ii) The minimum educational re-
quirements for qualification of a par-
ticular individual in a position in an 
educational institution is the min-
imum level of education (in terms of 
aggregate college hours or degree) 
which under the applicable laws or reg-
ulations, in effect at the time this indi-
vidual is first employed in such posi-
tion, is normally required of an indi-
vidual initially being employed in such 
a position. If there are no normal re-
quirements as to the minimum level of 
education required for a position in an 
educational institution, then an indi-
vidual in such a position shall be con-
sidered to have met the minimum edu-
cational requirements for qualification 
in that position when he becomes a 
member of the faculty of the edu-
cational institution. The determina-
tion of whether an individual is a mem-
ber of the faculty of an educational in-
stitution must be made on the basis of 
the particular practices of the institu-
tion. However, an individual will ordi-
narily be considered to be a member of 
the faculty of an institution if (a) he 
has tenure or his years of service are 
being counted toward obtaining tenure; 
(b) the institution is making contribu-
tions to a retirement plan (other than 
Social Security or a similar program) 
in respect of his employment; or (c) he 
has a vote in faculty affairs. 

(iii) The application of this subpara-
graph may be illustrated by the fol-
lowing examples:

Example (1). General facts:State X requires 
a bachelor’s degree for beginning secondary 
school teachers which must include 30 credit 
hours of professional educational courses. In 
addition, in order to retain his position, a 
secondary school teacher must complete a 
fifth year of preparation within 10 years 
after beginning his employment. If an em-
ploying school official certifies to the State 
Department of Education that applicants 
having a bachelor’s degree and the required 
courses in professional education cannot be 

found, he may hire individuals as secondary 
school teachers if they have completed a 
minimum of 90 semester hours of college 
work. However, to be retained in his posi-
tion, such an individual must obtain his 
bachelor’s degree and complete the required 
professional educational courses within 3 
years after his employment commences. 
Under these facts, a bachelor’s degree, with-
out regard to whether it includes 30 credit 
hours of professional educational courses, is 
considered to be the minimum educational 
requirement for qualification as a secondary 
school teacher in State X. This is the case 
notwithstanding the number of teachers who 
are actually hired without such a degree. 
The following are examples of the applica-
tion of these facts in particular situations: 

Situation 1. A, at the time he is employed 
as a secondary school teacher in State X, has 
a bachelor’s degree including 30 credit hours 
of professional educational courses. After his 
employment, A completes a fifth college 
year of education and, as a result, is issued 
a standard certificate. The fifth college year 
of education undertaken by A is not edu-
cation required to meet the minimum edu-
cational requirements for qualification as a 
secondary school teacher. Accordingly, the 
expenditures for such education are deduct-
ible unless the expenditures are for edu-
cation which is part of a program of study 
being pursued by A which will lead to quali-
fying him in a new trade or business. 

Situation 2. Because of a shortage of appli-
cants meeting the stated requirements, B, 
who has a bachelor’s degree, is employed as 
a secondary school teacher in State X even 
though he has only 20 credit hours of profes-
sional educational courses. After his employ-
ment, B takes an additional 10 credit hours 
of professional educational courses. Since 
these courses do not constitute education re-
quired to meet the minimum educational re-
quirements for qualification as a secondary 
school teacher which is a bachelor’s degree 
and will not lead to qualifying B in a new 
trade or business, the expenditures for such 
courses are deductible. 

Situation 3. Because of a shortage of appli-
cants meeting the stated requirements, C is 
employed as a secondary school teacher in 
State X although he has only 90 semester 
hours of college work toward his bachelor’s 
degree. After his employment, C undertakes 
courses leading to a bachelor’s degree. These 
courses (including any courses in profes-
sional education) constitute education re-
quired to meet the minimum educational re-
quirements for qualification as a secondary 
school teacher. Accordingly, the expendi-
tures for such education are not deductible. 

Situation 4. Subsequent to the employment 
of A, B, and C, but before they have com-
pleted a fifth college year of education, 
State X changes its requirements affecting 
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secondary school teachers to provide that be-
ginning teachers must have completed 5 col-
lege years of preparation. In the cases of A, 
B, and C, a fifth college year of education is 
not considered to be education undertaken 
to meet the minimum educational require-
ments for qualifications as a secondary 
school teacher. Accordingly, expenditures 
for a fifth year of college will be deductible 
unless the expenditures are for education 
which is part of a program being pursued by 
A, B, or C which will lead to qualifying him 
in a new trade or business.

Example (2). D, who holds a bachelor’s de-
gree, obtains temporary employment as an 
instructor at University Y and undertakes 
graduate courses as a candidate for a grad-
uate degree. D may become a faculty mem-
ber only if he obtains a graduate degree and 
may continue to hold a position as instruc-
tor only so long as he shows satisfactory 
progress towards obtaining this graduate de-
gree. The graduate courses taken by D con-
stitute education required to meet the min-
imum educational requirements for quali-
fication in D’s trade or business and, thus, 
the expenditures for such courses are not de-
ductible.

Example (3). E, who has completed 2 years 
of a normal 3-year law school course leading 
to a bachelor of laws degree (LL.B.), is hired 
by a law firm to do legal research and per-
form other functions on a full-time basis. As 
a condition to continued employment, E is 
required to obtain an LL.B. and pass the 
State bar examination. E completes his law 
school education by attending night law 
school, and he takes a bar review course in 
order to prepare for the State bar examina-
tion. The law courses and bar review course 
constitute education required to meet the 
minimum educational requirements for qual-
ification in E’s trade or business and, thus, 
the expenditures for such courses are not de-
ductible.

(3) Qualification for new trade or busi-
ness. (i) The second category of non-
deductible educational expenses within 
the scope of subparagraph (1) of this 
paragraph are expenditures made by an 
individual for education which is part 
of a program of study being pursued by 
him which will lead to qualifying him 
in a new trade or business. In the case 
of an employee, a change of duties does 
not constitute a new trade or business 
if the new duties involve the same gen-
eral type of work as is involved in the 
individual’s present employment. For 
this purpose, all teaching and related 
duties shall be considered to involve 
the same general type of work. The fol-
lowing are examples of changes in du-

ties which do not constitute new trades 
or businesses: 

(a) Elementary to secondary school 
classroom teacher. 

(b) Classroom teacher in one subject 
(such as mathematics) to classroom 
teacher in another subject (such as 
science). 

(c) Classroom teacher to guidance 
counselor. 

(d) Classroom teacher to principal. 
(ii) The application of this subpara-

graph to individuals other than teach-
ers may be illustrated by the following 
examples:

Example (1). A, a self-employed individual 
practicing a profession other than law, for 
example, engineering, accounting, etc., at-
tends law school at night and after com-
pleting his law school studies receives a 
bachelor of laws degree. The expenditures 
made by A in attending law school are non-
deductible because this course of study 
qualifies him for a new trade or business.

Example (2). Assume the same facts as in 
example (1) except that A has the status of 
an employee rather than a self-employed in-
dividual, and that his employer requires him 
to obtain a bachelor of laws degree. A in-
tends to continue practicing his nonlegal 
profession as an employee of such employer. 
Nevertheless, the expenditures made by A in 
attending law school are not deductible since 
this course of study qualifies him for a new 
trade or business.

Example (3). B, a general practitioner of 
medicine, takes a 2-week course reviewing 
new developments in several specialized 
fields of medicine. B’s expenses for the 
course are deductible because the course 
maintains or improves skills required by him 
in his trade or business and does not qualify 
him for a new trade or business.

Example (4). C, while engaged in the private 
practice of psychiatry, undertakes a program 
of study and training at an accredited psy-
choanalytic institute which will lead to 
qualifying him to practice psychoanalysis. 
C’s expenditures for such study and training 
are deductible because the study and train-
ing maintains or improves skills required by 
him in his trade or business and does not 
qualify him for a new trade or business.

(c) Deductible educational expendi-
tures—(1) Maintaining or improving 
skills. The deduction under the cat-
egory of expenditures for education 
which maintains or improves skills re-
quired by the individual in his employ-
ment or other trade or business in-
cludes refresher courses or courses 
dealing with current developments as 
well as academic or vocational courses 
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provided the expenditures for the 
courses are not within either category 
of nondeductible expenditures de-
scribed in paragraph (b) (2) or (3) of this 
section. 

(2) Meeting requirements of employer. 
An individual is considered to have un-
dertaken education in order to meet 
the express requirements of his em-
ployer, or the requirements of applica-
ble law or regulations, imposed as a 
condition to the retention by the tax-
payer of his established employment 
relationship, status, or rate of com-
pensation only if such requirements 
are imposed for a bona fide business 
purpose of the individual’s employer. 
Only the minimum education nec-
essary to the retention by the indi-
vidual of his established employment 
relationship, status, or rate of com-
pensation may be considered as under-
taken to meet the express require-
ments of the taxpayer’s employer. 
However, education in excess of such 
minimum education may qualify as 
education undertaken in order to main-
tain or improve the skills required by 
the taxpayer in his employment or 
other trade or business (see subpara-
graph (1) of this paragraph). In no 
event, however, is a deduction allow-
able for expenditures for education 
which, even though for education re-
quired by the employer or applicable 
law or regulations, are within one of 
the categories of nondeductible expend-
itures described in paragraph (b) (2) 
and (3) of this section. 

(d) Travel as a form of education. Sub-
ject to the provisions of paragraph (b) 
and (e) of this section, expenditures for 
travel (including travel while on sab-
batical leave) as a form of education 
are deductible only to the extent such 
expenditures are attributable to a pe-
riod of travel that is directly related to 
the duties of the individual in his em-
ployment or other trade or business. 
For this purpose, a period of travel 
shall be considered directly related to 
the duties of an individual in his em-
ployment or other trade or business 
only if the major portion of the activi-
ties during such period is of a nature 
which directly maintains or improves 
skills required by the individual in 
such employment or other trade or 
business. The approval of a travel pro-

gram by an employer or the fact that 
travel is accepted by an employer in 
the fulfillment of its requirements for 
retention of rate of compensation, sta-
tus or employment, is not determina-
tive that the required relationship ex-
ists between the travel involved and 
the duties of the individual in his par-
ticular position. 

(e) Travel away from home. (1) If an in-
dividual travels away from home pri-
marily to obtain education the ex-
penses of which are deductible under 
this section, his expenditures for trav-
el, meals, and lodging while away from 
home are deductible. However, if as an 
incident of such trip the individual en-
gages in some personal activity such as 
sightseeing, social visiting, or enter-
taining, or other recreation, the por-
tion of the expenses attributable to 
such personal activity constitutes non-
deductible personal or living expenses 
and is not allowable as a deduction. If 
the individual’s travel away from home 
is primarily personal, the individual’s 
expenditures for travel, meals and 
lodging (other than meals and lodging 
during the time spent in participating 
in deductible education pursuits) are 
not deductible. Whether a particular 
trip is primarily person or primarily to 
obtain education the expenses of which 
are deductible under this section de-
pends upon all the facts and cir-
cumstances of each case. An important 
factor to be taken into consideration in 
making the determination is the rel-
ative amount of time devoted to per-
sonal activity as compared with the 
time devoted to educational pursuits. 
The rules set forth in this paragraph 
are subject to the provisions of section 
162(a)(2), relating to deductibility of 
certain traveling expenses, and section 
274 (c) and (d), relating to allocation of 
certain foreign travel expenses and 
substantiation required, respectively, 
and the regulations thereunder. 

(2) Examples. The application of this 
subsection may be illustrated by the 
following examples:

Example (1). A, a self-employed tax practi-
tioner, decides to take a 1-week course in 
new developments in taxation, which is of-
fered in City X, 500 miles away from his 
home. His primary purpose in going to X is 
to take the course, but he also takes a side 
trip to City Y (50 miles from X) for 1 day, 
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takes a sightseeing trip while in X, and en-
tertains some personal friends. A’s transpor-
tation expenses to City X and return to his 
home are deductible but his transportation 
expenses to City Y are not deductible. A’s ex-
penses for meals and lodging while away 
from home will be allocated between his edu-
cational pursuits and his personal activities. 
Those expenses which are entirely personal, 
such as sightseeing and entertaining friends, 
are not deductible to any extent.

Example (2). The facts are the same as in 
example (1) except that A’s primary purpose 
in going to City X is to take a vacation. This 
purpose is indicated by several factors, one 
of which is the fact that he spends only 1 
week attending the tax course and devotes 5 
weeks entirely to personal activities. None 
of A’s transportation expenses are deductible 
and his expenses for meals and lodging while 
away from home are not deductible to the 
extent attributable to personal activities. 
His expenses for meals and lodging allocable 
to the week attending the tax course are, 
however, deductible.

Example (3). B, a high school mathematics 
teacher in New York City, in the summer-
time travels to a university in California in 
order to take a mathematics course the ex-
pense of which is deductible under this sec-
tion. B pursues only one-fourth of a full 
course of study and the remainder of her 
time is devoted to personal activities the ex-
pense of which is not deductible. Absent a 
showing by B of a substantial nonpersonal 
reason for taking the course in the univer-
sity in California, the trip is considered 
taken primarily for personal reasons and the 
cost of traveling from New York City to 
California and return would not be deduct-
ible. However, one-fourth of the cost of B’s 
meals and lodging while attending the uni-
versity in California may be considered prop-
erly allocable to deductible educational pur-
suits and, therefore, is deductible.

[T.D. 6918, 32 FR 6679, May 2, 1967]

§ 1.162–6 Professional expenses. 
A professional man may claim as de-

ductions the cost of supplies used by 
him in the practice of his profession, 
expenses paid or accrued in the oper-
ation and repair of an automobile used 
in making professional calls, dues to 
professional societies and subscriptions 
to professional journals, the rent paid 
or accrued for office rooms, the cost of 
the fuel, light, water, telephone, etc., 
used in such offices, and the hire of of-
fice assistance. Amounts currently 
paid or accrued for books, furniture, 
and professional instruments and 
equipment, the useful life of which is 
short, may be deducted.

§ 1.162–7 Compensation for personal 
services. 

(a) There may be included among the 
ordinary and necessary expenses paid 
or incurred in carrying on any trade or 
business a reasonable allowance for sal-
aries or other compensation for per-
sonal services actually rendered. The 
test of deductibility in the case of com-
pensation payments is whether they 
are reasonable and are in fact pay-
ments purely for services. 

(b) The test set forth in paragraph (a) 
of this section and its practical appli-
cation may be further stated and illus-
trated as follows: 

(1) Any amount paid in the form of 
compensation, but not in fact as the 
purchase price of services, is not de-
ductible. An ostensible salary paid by a 
corporation may be a distribution of a 
dividend on stock. This is likely to 
occur in the case of a corporation hav-
ing few shareholders, practically all of 
whom draw salaries. If in such a case 
the salaries are in excess of those ordi-
narily paid for similar services and the 
excessive payments correspond or bear 
a close relationship to the stock-
holdings of the officers or employees, it 
would seem likely that the salaries are 
not paid wholly for services rendered, 
but that the excessive payments are a 
distribution of earnings upon the 
stock. An ostensible salary may be in 
part payment for property. This may 
occur, for example, where a partnership 
sells out to a corporation, the former 
partners agreeing to continue in the 
service of the corporation. In such a 
case it may be found that the salaries 
of the former partners are not merely 
for services, but in part constitute pay-
ment for the transfer of their business. 

(2) The form or method of fixing com-
pensation is not decisive as to deduct-
ibility. While any form of contingent 
compensation invites scrutiny as a pos-
sible distribution of earnings of the en-
terprise, it does not follow that pay-
ments on a contingent basis are to be 
treated fundamentally on any basis dif-
ferent from that applying to compensa-
tion at a flat rate. Generally speaking, 
if contingent compensation is paid pur-
suant to a free bargain between the 
employer and the individual made be-
fore the services are rendered, not in-
fluenced by any consideration on the 
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