
SOP: Guidelines for Personal vs. Business Expense
Differentiation
This SOP provides clear guidelines for personal vs. business expense differentiation, outlining the criteria to
accurately classify expenses, ensuring compliance with financial regulations and tax requirements. It covers procedures
for identifying allowable business expenses, documentation standards, approval processes, and methods for separating
personal expenditures from business-related costs. The goal is to maintain accurate financial records, prevent
misclassification, and support transparent accounting practices within the organization.

1. Purpose
To establish standards for differentiating personal and business expenses.
To ensure compliance with applicable laws and regulations.
To maintain transparent and accurate financial reporting.

2. Scope
Applies to all employees, managers, and contractors responsible for incurring or approving expenses on behalf of
the organization.
Covers all company-related purchases, travel, entertainment, supplies, and reimbursements.

3. Definitions

Term Definition

Business
Expense

An expense incurred solely for business operations, necessary and ordinary to the conduct of the
company's activities.

Personal
Expense An expense incurred for personal benefit or use, not directly related to business operations.

Documentation Original receipts, invoices, or other evidence supporting the transaction and its classification.

4. Criteria for Differentiation
Expense must have a clear and direct business purpose to be classified as a business expense.
Personal expenditures, even if incidental to a business trip or event, are not reimbursable or deductible by the
company.
If an expense is partly business and partly personal, only the business part may be claimed or reimbursed (e.g.,
splitting a cell phone bill if used for both personal and business calls).

5. Allowable Business Expenses
Office supplies and equipment
Travel and accommodation for business trips
Meals (with clients or for business meetings)
Professional training or certifications
Advertising and marketing costs
Other ordinary and necessary expenses directly related to business operations

6. Non-Allowable/Personal Expenses
Personal travel or vacations
Family or friends' expenses while on business trips
Commuting costs between home and work
Personal entertainment, clothing, or gym memberships
Personal gifts

7. Expense Documentation Standards
Attach complete and itemized receipts for every expense submitted.



Document the business purpose and attendees for meal and entertainment expenses.
Record and allocate shared expenses appropriately, indicating business vs. personal components.
Submit expenses within the prescribed reporting period for reimbursement or accounting.

8. Approval and Review Process
All expenses must be reviewed and approved by the designated supervisor or finance personnel.
Expenses lacking sufficient documentation or business justification may be rejected or returned for clarification.
Random and periodic audits will be conducted to ensure policy compliance.

9. Separation Methods
Use separate credit cards or bank accounts for business and personal spending wherever possible.
Do not commingle company and personal funds or receipts.
Record expenses promptly to avoid confusion.

10. Compliance & Consequences
Failure to comply with these guidelines may result in disciplinary action, loss of reimbursement privileges,
and/or legal consequences for misclassification or fraud.

11. References
Internal Revenue Service (IRS) guidelines on business expenses
Applicable local tax authority policies
Company Expense Reimbursement Policy

12. Revision History

Date Version Description

2024-06-13 1.0 Initial SOP release
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