
Issue Brief
Unreimbursed Business Expenses

Issue

As part of its Refund Fraud Project launched in early 2014, the Pennsylvania 
Department of Revenue embarked on a new and aggressive enforcement posture 
as it relates to taxpayers claiming unreimbursed business expenses on their tax 
returns (PA-40). PICPA members and many tax practitioners across the state were 
largely unaware of this change in enforcement until taxpayers started receiving 
notices that unilaterally denied these expenses.

PICPA Position

The PICPA fully respects the department’s statutory authority to enforce Pennsyl-
vania’s tax laws. Yet, the department’s ability to enforce the law must be done in 
an effective and efficient manner that does not trample the rights of Pennsylvania 
taxpayers by labeling them as tax law scoffs without due process.

Discussion and Explanation

The Department of Revenue processes about 6 million personal income tax 
returns annually, paying nearly 2 million refunds that total more than $450 mil-
lion. The department routinely reviews personal income tax refund requests and 
makes adjustments to reduce or deny refunds in cases where it is determined that 
the refund is erroneously calculated or fraudulently claimed.

Unreimbursed business expenses, or UE, may be claimed by a Pennsylvania tax-
payer using a PA Schedule UE. These expenses, in turn, can be used to offset or 
be excluded from compensation on the PA-40. For a UE to be allowable, it must 
meet certain conditions. For example, the actual amount paid must be reported, 
and the expenses must be reasonable, necessary, and ordinary. Additionally, the 
expenses must be directly related to the employee’s present trade, business, or 
profession, and must be unreimbursed by the employer. In other words, only 
expenses for which the employee receives no reimbursement or are only partially 
reimbursed may be deducted on a PA Schedule UE. 

According to information shared with the PICPA from the Department of 
Revenue, roughly 815,000 of the 2 million refund returns filed for tax year 2013 
contained an amount that included a deduction for unreimbursed expenses. Of 
those 815,000, the department denied (either partially or wholly) about 39,000 
refunds, or less than 5 percent of the total that included a deduction for UE. The 
department noted that the total “net savings” to Pennsylvania is more than $7 
million in erroneous or fraudulent refunds.

An examination of an individual tax return can take several directions: correspon-
dence, desk audit, or field audit. The first two are the most often used; however, 
with the department’s new enforcement posture as it relates to UE, none of the 
above is used. A new examination category has been created: it’s the “You are wrong.
Pay up now” procedure. It appears to simply be a method adopted to raise revenue. 

Talking Points
•  UE can only be reported to offset 

income when the business expense 
has not be reimbursed by the em-
ployer and the expense is reason-
able, necessary, and ordinary in the 
course of the taxpayer’s business.

•  The Department of Revenue
received 815,000 Schedule UEs. Of 
those, 39,000 – or nearly 5 percent 
– were partially or wholly denied 
by the department under this new 
arbitrary enforcement approach.

•  The department is only focusing 
on returns that claim a refund, 
while those returns indicating that 
a balance is due are not being 
reviewed. This results in unfairly 
assessed tax liabilities for those 
individuals who may be owed a 
refund, while those who already 
owe money to the department 
may have lower tax liabilities.

•  The department is starting to
disallow UE on the PA-40 for
prior tax years.

•  A portion of the money the depart-
ment is claiming to be saving the 
Commonwealth is being paid to an 
outside contractor on a contingency 
fee for payments actually being 
made, regardless of whether fraud 
has actually been determined.

•  Relying on information from the 
Department of Revenue, it is likely 
that local tax agencies will start 
adjusting local returns as a result 
of this practice.

Legislative History
There is no legislative history 
regarding the UE issue.
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Many taxpayers receiving a billing notice from the department for $100 or $200 
in additional Pennsylvania Personal Income Tax simply pay it, figuring that it 
would be more costly to contest the disallowance. The fallacy of this thinking is 
that a larger discrepancy actually exists. Since the taxpayer was probably due a 
$300 or $400 refund, the cost to the taxpayer is more in the $400 to $500 neigh-
borhood. The department is not targeting returns with balances due for UE 
disallowance, and those returns may actually have larger balances due if the UE 
are false or fraudulent. Additionally, UE on the PA-40 for prior tax years are being 
disallowed for the same reason that current UE are being disallowed. 

For 2014, the department is taking a more friendly approach in some cases 
by sending a letter requesting the taxpayer to submit a letter from his or her 
employer, as well as substantiating the expenses claimed. Many taxpayer’s may 
not be able to supply the letter from the employer, or may just not respond. 
The taxpayer may not feel that the time involved is cost effective, therefore the 
expense gets disallowed.

Finally, it should be noted that a portion of the “savings” that the department 
is claiming under this enforcement tactic is being paid to an outside contractor 
as a contingency fee. This fee amounts to one third of the additional PIT being 
collected from “fraudulent” UE claimed on the PA-40. Also, when a taxpayer 
voluntarily pays the assessment to simply clear out tax liability and avoid further 
assessments, that payment is considered a collection due to fraud. 

An arbitrary determination of taxpayers’ returns and collection of payments not 
accurately determined to be due is not correct and is an unfair and misapplica-
tion of Commonwealth resources.
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