SECTION 3. BACKGROUND AND (1) does not require the employee to
CHANGES substantiate the expenses covered by the

. arrangement to the pay®r
.01 Section 162(a) of the Internal Rev- . .
enue Code allows a deduction for all the (2) provides the employee with the

. . nght to retain any amount in excess of the
ordinary and necessary expenses paid 0

. . : Substantiated expenses covered under the
incurred during the taxable year in Carryétrrangement. Section 62(c) further pro-

ing on any trade or business. Under thal L .

- ides that the substantiation requirements
provision, an employee or self-employe . .

T described therein shall not apply to any
individual may deduct the cost of operat-ex ense to the extent that, under the grant
ing an automobile to the extent that it is P ' 9

used in a trade or business. HoweveOf regulatory authority prescribed in §

under § 262, no portion of the cost of op-zhnt(d)'bt?e t(.:c;mm.lssmtner hgsdpfrowdecrj]
erating an automobile that is attributablé at substantiation 1S not required for suc

to personal use is deductible. EXpense. .
.02 Section 274(d) provides, in part, -06 Under § 1.62-2(c)(1), a reimburse-

that no deduction shall be allowed undef"€"t ©f c_)th_er expense _aIIowance arrange-
§ 162 with respect to any listed propert)r/n?nt satisfies the re.quwements of §_62(c)
(as defined in § 280F(d)(4) to includespa if it mee_ts the requw_ements of busmgss
senger automobiles and any other proper%pnnectmp, substantiation, and retu'rmng
used as a means of transportation) unle@810UNts in excess of expenses as ispec
the taxpayer complies with certain su

bﬁed in the regulations. Section 1.62-2-
stantiation requirementsThe section fur-

Rev. Proc. 97-58

SECTION 1. PURPOSE (e)(2) specifically provides that substanti-

This revenue procedure updatesvRether provides that regulations mayatlon of certgm business expenses in
Proc. 96-63, 1996-2 C.B. 420, by providprescribe that some or all of the substanf2¢cordance with rules prescribed under
ing optional standard mileage rates foation requirements do not apply to an exh€ authority of § 1.274(d)-1 will be
employees, self-employed individuals, opense that does not exceed an amount pfe&ated as substantiation of the amount of
other taxpayers to use in computing thecribed by such regulations. such expenses for purposes of § 1.62-2.
deductible costs paid or incurred on or .03 Section 1.274(d)-1, in part, grant/nder 8 1.62-2-(f)(2), the Commissioner
after January 1, 1998, of operating an athe Commissioner the authority to preMay prescribe rules under which an
tomobile for business, charitable, medicakcribe rules relating to mileage allowance@fangement providing mileage al-
or moving expense purposedhis rev- for ordinary and necessary expenses #jwances will be treated as satisfying the
enue procedure also provides rules undécal travel and transportation away fronféguirement of returning amounts @x-
which the amount of ordinary and neceshome. Pursuant to this grant of authorit C8SS of expenses, even though the
sary expenses of local travel or transportdhe Commissioner may prescribe ruled’fangement does not require the-e
tion away from home that are paid or inunder which such allowances, if in accorPloyee to return the portion of such an al-
curred by an employee will be deemedance with reasonable business practic®wance that relates to miles of travel
substantiated under § 1.274F6f the will be regarded as (1) equivalent to supsubstantiated and that exceeds the
temporary Incora Tax Regulations when stantiation, by adequate records or othé&mount of the employes expenses
a payor (the employgits agent, or a third sufficient evidence, of the amount of suckleemed substantiated pursuant to rules
party) provides a mileage allowance unddravel and transportation expenses for pubrescribed under § 274(d), provided the
a reimbursement or other expense aposes of § 1.274-5T(c), and (2) satisfyingllowance is reasonably calculated not to
lowance arrangement to pay for such exhe requirements of an adequate accour@xceed the amount of the employseex-
penses. Use of a method of substantiatidng to the employer of the amount of suclpenses or anticipated expenses and the
described in this revenue procedure is nexpenses for purposes of § 1.274-5T(f). employee is required to return any por-
mandatory and a taxpayer may use actual.04 Section 62(a)(2)(A) allows ame tion of such an allowance that relates to
allowable expenses if the taxpayer mai ployee, in determining adjusted gross inmiles of travel not substantiated.
tains adequate records or otheffisient come, a deduction for the expenses al- .07 Section 1.62-2(h)(2)(i)(B) provides

evidence for proper substantiation. lowed by ParVI (§ 161 and following), that if a payor pays a mileage allowance
subchapter B, chapter 1 of the Code, paighder an arrangement that meets the re-

SECTION 2. SUMMARY OF or incurred by the employee in connectioguirements of § 1.62—2(c)(1), the por-

STANDARD MILEAGE RATES with the performance of services as an ention, if ary, of the allowance that relates

ployee under a reimbursement or other exo miles of travel substantiated in accor-
pense allowance arrangement with a payalance with § 1.62—-2(e), that exceeds the
.05 Section 62(c) provides that aramount of the employés expenses

Business
(section 5 below) 32.5 cents per mile

Charitable _arrangement will not be treated as a reindeemed substantiated for such travel pur-
(section 7 below) 14 cents per mile  ;rsement or other expense allowancsuant to rules prescribed under §§ 274(d)

Medical and Moving arrangement for purposes of § 62(a)and 1.274(d)-1, and that the employee is
(section 7 below) 10 cents per mile  (2)(A) if it— not required to return, is subject to with-
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holding and payment of employmenticipates will be incurred, by an employeédusiness standard mileage rate with re
taxes. See 8§ 31.3121(a)-3, 31.3231(eJer transportation expenses in connectiogpect to an automobile that is either
1(a)(5), 31.3306(b)—2, and 31.3401-(a)-4vith the performance of services as aowned or leased by the taxpayéek tax-
Because the employee is not required ®mployee of the employer payer generally may deduct an amount
return this excess portion, the reasonable (2) reasonably calculated not to exceedqual to either the business standard
period of time provisions of § 1.62—2(g)the amount of the expenses or the anticnileage rate times the number of business
(relating to the return of excess amountg)ated expenses, and miles traveled or the actual costs (both
do not apply to this excess portion. (3) paid at the applicable standar@perating and fixed) paid or incurred by
.08 Under § 1.62-2(h)(2)(i)(B3], the mileage rate, a flat rate or stated scheduléhe taxpayer that are allocable to traveling
Commissioner mayin his or her discre or in accordance with any other Servicethose business miles.
tion, prescribe special rules regarding thepecified rate or schedule. .03 Business standdrmileage rate in
timing of withholding and payment of .04 Flat rate or stated scheduleA lieu of operating and fixed costsA de-
employment taxes on mileage -al mileage allowance is paid at a flat rate aduction using the standard mileage rate

lowances. stated schedule if it is provided on a-unifor business miles is computed on a
.09 Significant changes to this revenuérm and objective basis with respect tgearly basis and is in lieu of all operating
procedure include: the expenses described in section 4.03 ahd fixed costs of the automobile alleca

(1) the increase in the charitable starthis revenue procedure. Such allowandsle to business purposes (except as pro
dard mileage rate (sections 2 and 7.01); may be paid periodically at a fixed rate, afided in section 9.06 of this revenue

(2) the deletion of the rural mail carriera cents-pemile rate, at a variable rateprocedure). Such items as depreciation
special mileage rate (in sections 2 and 6 dlased on a stated schedule, at a rate tfigt lease payments), maintenance and re
Rev Proc. 96-63) and the addition of seccombines any of these rates, or on anyairs, tires, gasoline (including all taxes
tion 5.06(4) because of amendments madéher basis that is consistently applied anghereon), oil, insurance, and license and
to § 162(0) by § 1203 of tliEaxpayer Re in accordance with reasonable businesggistration fees are included in operating
lief Act of 1997, Pub. L. No. 105—-34]11 practice. Thus, for example, a periodicand fixed costs for this purpose.
Stat. 788 (August 5, 1997); and payment at a fixed rate to cover the fixed .04 Parking fees, tolls, intest, and

(3) the extension of the rules for usingosts (including depreciation (or leasgaxes Parking fees and tolls attributable
the business standard mileage rate orpayments), insurance, registration and lio use of the automobile for business-pur
fixed and variable rate fVR) allowance cense fees, and personal property taxespses may be deducted as separate items.
to apply to leased automobiles (sectionsf driving an automobile in connection jkewise, interest relating to the purchase

4,5,8,and 9). with the performance of services as agf the automobile as well as state and
employee of the employeroupled with @ |ocal taxes (other than those included in
SECTION 4. DEFINITIONS periodic payment at a Cents-peﬁe rate the cost of gaso]ine) may be deducted as

.01 Standad mileage rate The term (O cover the operating costs (includingeparate items, but only to the extent that
“standard mileage rate” means the ag#asoline and all taxes thereon, oil, tireghe interest or taxes are allowable deduc
plicable amount provided by the Servic&nd routine maintenance and repairs) @fons under § 163 or 164 respectivellf
for optional use by employees or selfUSing an automobile for such purposes, ifie automobile is operated less than 100
employed individuals in computing the@n allowance paid at a flat rate or stategercent for business purposes, an alloca
deductible costs of operating automoSchedule. Likewise, a periodic paymenfion is required to determine the business
biles (including vans, pickups, or paneft @ variable rate based on a stated scheghd nonbusiness portion of the taxes and
trucks) owned or leased for business-publ€ for different locales to cover the cost§nterest deduction allowable. Howeyer
poses, or by taxpayers in computing th@f driving an automobile in cgnnectlon§ 163(h)(2)(A) expressly provides that in
deductible costs of operating automoWith the performance of services as aferest is nondeductible personal interest
biles for charitable, medical, or movingeMployee is an allowance paid at a flayhen it is paid or accrued on indebtedness

expense purposes. rate or stated schedule. properly allocable to the trade or business
.02 Transpotation expensesThe term of performing services as an employee.
“transportation expenses” means the eéECTION S. BUSINESS STAN- Section 164 also expressly provides that
penses of operating an automobile foPARD MILEAGE RATE state and local taxes that are paid or ac
local travel or transportation away from .01 In general The standard mileage crued by a taxpayer in connection with an
home. rate for transportation expenses paid grcquisition or disposition of property will

.03 Mileage allowance The term incurred on or after January 1, 1998, ibe treated as part of the cost of the ac
“mileage allowance” means a paymen82.5 cents per mile for all miles of use foquired property or as a reduction in the
under a reimbursement or other expendmisiness purposesThis business stan amount realized on the disposition of such
allowance arrangement that meets the rdard mileage rate will be adjusted annuproperty
quirements specified in § 1.62-2(c)(1) andlly (to the extent warranted) by the .05 Depreciation For owned automo
that is Service, and any such adjustment will beiles placed in service for business pur

(1) paid with respect to the ordinaryapplied prospectively poses, and for which the business stan
and necessary business expenses in .02 Use of the business standhr dard mileage rate has been used for any
curred, or which the payor reasonably armileage rate A taxpayer may use theyear depreciation will be considered to
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have been allowed at the rate of 12 centgdoyee of the United States Postal Servidaxes (other than those included in the
mile for 1994, 1995, 1996, 1997, andncurred in performing services involvingcost of gasoline) may be deducted as sep
1998, for those years in which the busithe collection and delivery of mail on aarate items, but only to the extent that the
ness standard mileage rate was used. rifral route if the employee receives gualiinterest and taxes are allowable deduc
actual costs were used for one or more fifed reimbursements (as defined irtions under § 163 or 164, respectively
those years, the rates above will not app§ 162(0)) for such expenses. See

to any year in which such costs wer& 162(0), as amended by § 1203 of th8ECTION 8. FIXED AND

used. The depreciation described abovdaxpayer RelieAct of 1997, Pub. L. No. VARIABLE RATE ALLOWANCE

will reduce the basis of the automobilel05-34, 11 Stat. 788 (August 5, 1997) = g1, general

(but not below zero) in determining -ad for the rules that apply to these qualified (1) the ordinary and necessary-ex

justed basis as required by § 1016. reimbursements. penses paid or incurred by an employee in
.06 Limitations driving an automobile owned or leased b
(1) The business standard mileage ra@ECTION 6. RESERVED the er%]ployee in connection with the Jpery
may not be used to compute the-de formance of services as an employee of
ductible expenses of (a) automobiles usésECTION 7. CHARITABLE, the employer will be deemed substanti
for hire, such as taxicabs, or (b) two oMEDICAL, AND MOVING ated (in an amount determined under-sec
more automobiles used simultaneousl3TANDARD MILEAGE RATE tion 9 of this revenue procedure) when a
(such as in fleet operations). .01 Charitable Section 170(i), as Payor reimburses such expenses with a

(2) The business standard mileage rate -\, by § 973 of tfiaxpayer Relief Mileage allowance using a flat rate or
may not be used to compute the-de, ., 1997, provides a standard mileag&tated schedule that combines periodic
ductible businsess expenses of an Uty ¢ 14 cents per mile for purposes dixed and variable rate payments that
mobile leased by a taxpayer unless thg, . ting the charitable deduction formeet all the requirements of section 8 of
taxpayer uses either the business standafg, o an automobile in connection witdhis revenue procedure (A¥R al-
mileage rate or aAVR allowance (as o 4ering gratuitous services to a charitdowance).
provided in section 8 of this revenue proy, o o anization under § 170, for taxable (2) The amount of aAVR allowance
Cedure) to CompUte the deductible busyears beginning after December 31mUSt be based on data that (a) is derived
ness expenses of the automobile for thgyg7. from the base locality(b) reflects retail
entire lease period (including renewals). - o7 pjedical and moving The standard Prices paid by consumers, and (c) is-rea
For a lease commencing on or before Deyjieage rate is 10 cents per mile for use gonable and statistically defensible in ap
cember 31, 1997, the "entire lease periodi, automobile (a) to obtain medical car@roximating the actual expenses employ
means the portion of the lease period (inyescribed in § 213, or (b) as part of &es receiving the allowance would incur
cluding renewals) remaining after thatoye for which the expenses are- deas owners of the standard automobile.
date. ductible under § 217.The standard -02Definitions

(3) The business standard mileage raigijjeage rates for medical and moving (1) FAVR allowance A FAVR al-
may not be used to compute the-degransportation expenses will be adjustetpwance includes periodic fixed payments
ductible expenses of an automobile fopnnyally (to the extent warranted) by th@nd periodic variable payments\ payor
which the taxpayer has (a) claimed depreseryice, and any such adjustment will b&1ay maintain more than onéA¥R al-
ciation using a method other than straightypplied prospectively lowance.A FAVR allowance that uses the
line for its estimated useful life, (b) 03 Charitable, medical, or moving ex same payqrstandard automobile (or an
claimed a § 179 deduction, or (c) used thgense standarmileage rate in lieu of ep automobile of the same make and model
Accelerated Cost Recovery Systengrating expensesA deduction computed that is comparably equipped), retention
(ACRS) under former 8§ 168 or the Medi using the applicable standard mileage rageriod, and business use percentage is
fied Accelerated Cost Recovery Systemior charitable, medical, or moving ex considered oneAVR allowance, even
(MACRS) under current § 168. By usingpense miles is in lieu of all operating-exthough other features of the allowance
the business standard mileage rate, tfenses (including gasoline and oil) of thenay vary A FAVR allowance also in
taxpayer has elected to exclude the autgutomobile allocable to such purposesiludes any optional high mileage pay
mobile (if owned) from MACRS pursuantCosts for such items as depreciation (dnents; howeversuch optional high
to § 168(f)(1). If, after using the businesgease payments), maintenance and repaimjleage payments are included in the-em
standard mileage rate, the taxpayer us@iges, insurance, and license and registraloyees gross income, are reported as
actual costs, the taxpayer must usgon fees are not deductible, and are nevages or other compensation on the em
straight-line depreciation for the automoincluded in such standard mileage rates. ployees FormW-2, and are subject to
bile’'s remaining estimated useful life .04 Parking fees, tolls, intest, and withholding and payment of employment
(subject to the applicable depreciation deaxes Parking fees and tolls attributabldaxes when paid. See section 9.05 of this
duction limitations under § 280F). to the use of the automobile for charitarevenue procedureAn optional high

(4) The business standard mileage ratele, medical, or moving expense purposesileage payment covers the additional
and this revenue procedure may not bmay be deducted as separate items. -Likdepreciation for a standard automobile at
used to compute the amount of the dewise, interest relating to the purchase dfibutable to business miles driven and
ductible automobile expenses of an-enthe automobile as well as state and localbstantiated by the employee for a calen
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dar year in excess of the annual busineise performance of services as an-enAnnual business Business use
mileage for that year If an employee is ployee of the employer are generally paid mileage percentage
covered by the AVR allowance for less or incurred by the employeeThus, for g 550 or more but

than the entire calendar yedéine annual purposes of determining the amount Ofyss than 10,000 45 percent

business mileage may be prorated onfixed costs, the base locality is generall;io 000 or more but

monthly basis for purposes of the precedhe geographic locality or region in which™~"

ing sentence. the employee resides. For purposes of dl@ss than 15,000 55 percent
(2) Periodic fixed paymentA periodic termining the amount of operating costsl5,000 or more but

fixed payment covers the projected fixedhe base locality is generally the geoless than 20,000 65 percent

costs (including depreciation (or leasgraphic locality or region in which the 20,000 or more 75 percent

payments), insurance, registration and liemployee drives the automobile in eon . . .
cense fees, and personal property taxesgction with the performance of services. (19) Retentlop pgnodA retention pe
of driving the standard automobile in eonas an employee of the employer riod is the period in calepdar years se
nection with the performance of services (5) Standad automobile A standard lected by the payor during Wh'Ch. the
as an employee of the employer in a bageitomobile is the automobile selected b ayor expects an employee to. d“V?‘ a
locality, and must be paid at least quarthe payor on which a specifiA¥R al tandard automobile in cpnnecnon with
terly. A periodic fixed payment may belowance is based. the performance of services as an-em
computed by (a) dividing the total pro (6) Standad automobile cost The ponge .Of the employer befor'e the auto
jected fixed costs of the standard autematandard automobile cost for a calend obile is replaced. Such period may not
bile for all years of the retention periodyear may not exceed 95 percent of th e less than tW.O cale_ndar years.
determined at the beginning of the retersum of (a) the retail dealer invoice cost of .(ll) R.etentlon mlleage Retentl'or.l
tion period, by the number of periodicthe standard automobile in the base loc rlnlleage is the annual mileage m_ult|pl|ed
fixed payments in the retention periodity, and (b) state and local sales or u the num_ber of calendar years in the re
and (b) multiplying the resulting amounttaxes applicable on the purchase of sudfntion period.
by the business use percentage. an automobile. Furthethe standard au  (12)Residual valugThe residual value
(3) Periodic variable paymentA peri  tomobile cost may not exceed $27,100. Of & standard automobile is the projected
odic variable payment covers the pro (7) Annual mileage Annual mileage is @mount for which it could be sold at the
jected operating costs (including gasolinéhe total mileage (business and persondijid of the retention period after being-dri
and all taxes thereon, oil, tires, and Toua payor reasonably projects a standard a¥€n the retention mileageThe Service
tine maintenance and repairs) of driving éomobile will be driven during a calendarVill accept the following safe harbor
standard automobile in connection withyear Annual mileage equals the annuafesidual values for a standard automobile
the performance of services as an-enbusiness mileage divided by the busine§@mputed as a percentage of the standard

ployee of the employer in a base localityuse percentage. automobile cost:

and must be paid at least quarterijphe (8) Annual business mileageAnnual  Retention period Residual value
rate of a periodic variable payment for dusiness mileage is the mileage a payer

computation period may be computed byeasonably projects a standard automobile 2-year 70 percent
dividing the total projected operatingwill be driven by an employee in conrec  3-year 60 percent

costs for the standard automobile for théon with the performance of services as
computation period, determined at the bean employee of the employer during the
ginning of the computation period, by thecalendar yearbut may not be less than .03 FAVR allowance in lieu of operat
computation period mileaged computa 6,250 miles for a calendar yeaAnnual ing and fixed costs.
tion period can be any period of a year dousiness mileage equals the annual (1) A reimbursement computed using a
less. Computation period mileage is thenileage multiplied by the business us&AVR allowance is in lieu of the em
total mileage (business and personal) percentage. ployees deduction of all the operating
payor reasonably projects a standard-auto (9) Business use pegntage A busi and fixed costs paid or incurred by an-em
mobile will be driven during a computa ness use percentage is determined by diloyee in driving the automobile in con
tion period and equals the retentiowiding the annual business mileage by theection with the performance of services
mileage divided by the number of compuannual mileage.The business use per as an employee of the employexcept as
tation periods in the retention period. Focentage may not exceed 75 percent. provided in section 9.06 of this revenue
each business mile substantiated by tHieu of demonstrating the reasonableneggocedure. Such items as depreciation (or
employee for the computation period, thef the business use percentage based l@ase payments), maintenance and repairs,
periodic variable payment must be paid akcords of total mileage and businestires, gasoline (including all taxes
a rate that does not exceed the rate for thaileage driven by the employees annuhereon), oil, insurance, license and regis
computation period. ally, a payor may use a business use pdration fees, and personal property taxes
(4) Base locality A base locality is the centage that is less than or equal to thfe included in operating and fixed costs
particular geographic locality or region offollowing percentages for aAWR al- for this purpose.
the United States in which the costs ofowance that is paid for the following-an (2) Parking fees and tolls attributable to
driving an automobile in connection withnual business mileage: an employee driving the standard autemo

4-year 50 percent
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bile in connection with the performanceFAVR allowance. If the employee is cov .06 Employee eporting. Within 30
of services as an employee of the-enered by the AVR allowance for less than days after an employeeautomobile is
ployer are not included in fixed and operthe entire calendar yeahese limits may initially covered by a AVR allowance, or
ating costs and may be deducted as-seg#e prorated on a monthly basis. is again covered by @AWR allowance if
rate items. Similarlyinterest relating to  (2) A FAVR allowance may not be paidsuch coverage has lapsed, the employee
the purchase of the standard automobil® a control employee (as defined irby written declaration must provide the
may be deducted as a separate item, B&1t1.61-21(f)(5) and (6), excluding thepayor with the following information: (a)
only to the extent that the interest is an a$100,000 limitation in paragraphthe make, model, and year of the-em
lowable deduction under § 163. (H(5)(iii)). ployees automobile, (b) written proof of
.04 Depreciation (3) At no time during a calendar yearthe insurance coverage limits on the auto
(1) A FAVR allowance may not be paidmay a majority of the employees coverethobile, (c) the odometer reading of the
with respect to an automobile for whichby a FAVR allowance be managemengutomobile, (d) if owned, the purchase
the employee has (a) claimed depreciaticmployees. price of the automobile pif leased, the
using a method other than straight-line for (4) At all times during a calendar yearprice at which the automobile is ordinar
its estimated useful life, (b) claimed aat least 10 employees of an employely sold by retailers (the gross capitalized
§ 179 deduction, or (c) used tAeceler must be covered by one or mo®MR al-  cost of the automobile), and (e) if owned,
ated Cost Recovery System (ACRSJowances. whether the employee has claimed depre
under former § 168 or the Modified (5) A FAVR allowance may be paid ciation with respect to the automobile
Accelerated Cost Recovery Systenonly with respect to an automobile (apsing any of the depreciation methods
(MACRS) under current § 168. If an emowned or leased by the employee receiprohibited by section 8.04(1) of this rev
ployee uses actual costs for an owned aing the payment, (b) the cost of whichenue procedure pif leased, whether the
tomobile that has been covered by when new is at least 90 percent of theemployee has computed deductible busi
FAVR allowance, the employee must usetandard automobile cost taken into ad1€ss expenses with respect to the automo
straight-line depreciation for the automocount for purposes of determining theile using actual expense3he informa
bile’s remaining estimated useful lifeFAVR allowance for the first calendartion described in (a), (b), and (c) of the
(subject to the applicable depreciation deyear the employee receives the allowand@eceding sentence also must be supplied
duction limitations under § 280F). with respect to that automobile, and (cpy the employee to the payor within 30
(2) The total amount of the depreciatiorthe model year of which does notfdif days after the beginning of each calendar
component for the retention period takefrom the current calendar year by morgear that the employes'automobile is
into account in computing the periodichan the number of years in the retentiogovered by a&VR allowance.
fixed payments for that retention periogeriod. .07 Payor recodkeeping andapotting.
may not exceed the excess of the standard(6) A FAVR allowance may not be paid (1) The payor or its agent must main
automobile cost over the residual value afiith respect to an automobile leased bgain written records setting forth (a) the
the standard automobile. In addition, then employee for which the employee hastatistical data and projections on which
total amount of such depreciation compoused actual expenses to compute the diie FAVR allowance payments are based,
nent may not exceed the sum of the annualictible business expenses of the automand (b) the information provided by the
§ 280F limitations on depreciation (in-ef bile for any year during the entire leasemployees pursuant to section 8.06 of this
fect at the beginning of the retention peperiod. For a lease commencing on or beevenue procedure.
riod) that apply to the standard automobiléore December 31, 1997, the “entire lease (2) Within 30 days of the end of each

during the retention period. period” means the portion of the lease pealendar yearthe employer must provide
(3) The depreciation included in eaclriod (including renewals) remaining aftereach employee covered by AVR al-
periodic fixed payment portion of &¥R  that date. lowance during that year with a statement

allowance paid with respect to an autemo (7) The insurance cost component of ghat, for automobile owners, lists the
bile will reduce the basis of the automoFAVR allowance must be based on theamount of depreciation included in each
bile (but not below zero) in determiningrates chaged in the base locality for-in periodic fixed payment portion of the
adjusted basis as required by § 1016. Searance coverage on the standard autom®@AVR allowance paid during that calen
section 8.07(2) of this revenue procedurbile during the current calendar year withdar year and explains that by receiving a
for the requirement that the employer reout taking into account suchFAVR allowance the employee has
port the depreciation component of a perrate-increasing factors as poor drivinglected to exclude the automobile from
odic fixed payment to the employee. records or young drivers. MACRS pursuant to § 168(f)(1). For au
.O5FAVR allowance limitations (8) A FAVR allowance may be paidtomobile lessees, the statement must ex
(1) A FAVR allowance may be paidonly to an employee whose insurancelain that by receiving theAVR al-
only to an employee who substantiates tooverage limits on the automobile withowance the employee may not compute
the payor for a calendar year at leagespect to which theAvVR allowance is the deductible business expenses of the
5,000 miles driven in connection with thepaid are at least equal to the insurancautomobile using actual expenses for the
performance of services as an employemverage limits used to compute the perentire lease period (including renewals).
of the employer qrif greatey 80 percent odic fixed payment under thatAWR For a lease commencing on or before De
of the annual business mileage of thallowance. cember 31, 1997, the “entire lease pe
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riod” means the portion of the lease- peas a means of transportation), and (c) of\&ariable payment received that relates to
riod (including renewals) remaining afterl.274-5T the employee is deemed to-satmiles in excess of the business miles-sub
that date. isfy the adequate accounting requirementtantiated by the employee, and (b) the
.08 Failure to meet section &quire- ©0f 8 1.274-5T(f), as well as the requireportion (if any) of a periodic fixed pay
ments If an employee receives a mileagéent to substantiate by adequate recordsent that relates to a period during which
allowance that fails to meet one or mor@&r other suicient evidence for purposesthe employee was not covered by the
of the requirements of section 8 of thi®f 8 1.274-5T(c). See § 1.62-2(e)(1) foFAVR allowance.
revenue procedure, the employee may n#te rule that an arrangement must require .04 An employee is not required to-in
be treated as covered by anfUR al- business expenses to be substantiateddlade in gross income the portion of a
lowance of the payor during the period othe payor within a reasonable period ofnileage allowance received from a payor
such failure. Nevertheless, the expenséiéne. that is less than or equal to the amount
to which that mileage allowance relates .03 An arrangement providing mileagedeemed substantiated under section 9.01
may be deemed substantiated using tlalowances will be treated as satisfyin@f this revenue procedure, provided the
method described in sections 5, 9.01(1}he requirement of § 1.62-2(f)(2) with-re employee substantiates in accordance
and 9.02 of this revenue procedure to thepect to returning amounts in excess ofith section 9.02. See § 1.274-5T(f)-

extent the requirements of those sectior@xpenses as follows: (2)(). In addition, such portion of the-al

are met. (1) For a mileage allowance other thalowance is treated as paid under an ac
a FAVR allowance, the requirement to re countable plan, is not reported as wages

SECTION 9. APPLICATION turn excess amounts will be treated agr other compensation on the emplogee’

. satisfied if the employee is required te reFormW-2, and is exempt from the with

_ 01 lfapayor pays a mileage allowancg, ., ithin a reasonable period of timéholding and payment of employment
in lieu of reimbursing actual transpofta s yefined in § 1.62-2(g)) any portion ofaxes. See §§ 1.62-2(c)(2) and (c)(4).
tion expenses incurred or to be mcurreéich an allowance that relates to miles of .05An employee is required to include
by an empI(_)yee, the amount Qf the exg\gvel not substantiated by the employedén gross income only the portion of a
PENSEs th_at is deemed substantiated to ¢ en though the arrangement does not reileage allowance received from a payor
payor is either: quire the employee to return the portiotthat exceeds the amount deemed substan

(1) for any mileage allowance othefof sych an allowance that relates to théiated under section 9.01 of this revenue
than a AVR allowance, the lesser of theyjjes of travel substantiated and that exprocedure, provided the employee sub
amount paid under the mileage allowancgeeds the amount of the employeex  stantiates in accordance with section 9.02
or the applicable standard mileage rate ifenses deemed substantiated. For exanf this revenue procedure. See
section 5.01 of this revenue procedurgie, assume a payor provides a8 1.274-5T(f)(2)(ii). In addition, the ex
multiplied by the number of businesssmployee an advance mileage allowanazess portion of the allowance is treated as
miles substantiated by the employee; or of $70 based on an anticipated 200 buspaid under a nonaccountable plan, is re

(2) for a AVR allowance, the amount ness miles at 35 cents per mile (at a timgorted as wages or other compensation on
paid under the AVR allowance less the when the applicable business standattie employee’ FormW-2, and is subject
sum of (a) any periodic variable rate paymileage rate is 32.5 cents per mile), antb withholding and payment of employ
ment that relates to miles in excess of thihe employee substantiates 120 businessent taxes. See 88 1.62-2(c)(3)(ii),
business miles substantiated by the- eniles. The requirement to return excesgc)(5), and (h)(2)(i)(B).
ployee and that the employee fails te reamounts will be treated as satisfied if the .06
turn to the payor although required to demployee is required to return the portion (1) Except as otherwise provided in
so, (b) any portion of a periodic fixedof the allowance that relates to the 80 ursection 9.06(2) of this revenue procedure
payment that relates to a period duringubstantiated business miles ($28) evenith respect to leased automobiles, if the
which the employee is treated as not-cothough the employee is not required tamount of the expenses deemed substanti
ered by the AVR allowance and that thereturn the portion of the allowance ($3)ted under the rules provided in section
employee fails to return to the payor althat exceeds the amount of the €mg.01 of this revenue procedure is less than
though required to do so, and (c) any ofployees expenses deemed substantiateHe amount of the employeebusiness
tional high mileage payments. under section 9.01 of this revenue proceransportation expenses, the employee

.02 If the amount of transportation-ex dure ($39) for the 120 substantiated busmay claim an itemized deduction for the
penses is deemed substantiated under tiess miles. Howevgethe $3 excess por amount by which the business transporta
rules provided in section 9.01 of this revtion of the allowance is treated as paition expenses exceed the amount that is
enue procedure, and the employee actunder a nonaccountable plan as discussddemed substantiated, provided the- em
ally substantiates to the payor the-elgn section 9.05. ployee substantiates all the business trans
ments of time, place (or use), and (2) For a RVR allowance, the require portation expenses, includes on Form
business purpose of the transportation ement to return excess amounts will b2106, Employee Business Expenses, the
penses in accordance with paragrapheeated as satisfied if the employee is raleemed substantiated portion of the
(b)(2) (travel away from home), (b)(6)quired to return within a reasonable-pemileage allowance received from the
(listed propertywhich includes passengerriod of time (as defined in § 1.62-2(g)),payor and includes in gross income the
automobiles and any other property use@) the portion (if any) of the periodicportion (if any) of the mileage allowance
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received from the payor that exceedSECTION 10. WITHHOLDING revenue procedure multiplied by the

the amount deemed substantiated. Seg\D PAYMENT OF number of business miles substantiated
§ 1.274-5T(f)(2)(ii). Howeverfor pur  EMPLOYMENT TAXES. by the employee for the periodny ex
poses of claiming this itemized deduction, cess is subject to withholding and pay

.01 The portion of a mileage allowance

substantiation of the amount of the-ex ment of employment taxes no later than

penses is not required if the employee i%’

claiming a deduction that is equal to o bstantiated and that ds th
less than the applicable standard mileaggé" stantialed and that exceeds the amo

rate multiplied by the number of busines eemed s_ubstantlated fgr those miles (4) For example, assume an employer
. . under section 9.01(1) of this revenue-pro , .
miles substantiated by the employee (Pays its employees a mileage allowance

minus the amount deemed substantiatec(?dure Is subject to withholding an at a rate of 35 cents per mile (when the
ayment of employment taxes. Se% : . .
usiness standard mileage rate is 32.5

under section 9.01 of this revenue proc .
dure. The itemized deduction is subject 1.62-2(n)(2)(N(B). . cents per mile).The employer does not
(1) In the case of a mileage allowance

to the 2-percent floor on miscellaneous aid as a reimbursement. the excess dréaquire the return of the portion of the al
itemized deductions provided in § 67. P ' lowance (2.5 cents) that exceeds the-busi
(2) An employee whose business trans

scribed in section 10.01 of this revenue ) .
ess standard mileage rate for the busi
portation expenses with respect to g

rocedure is subject to withholdin and1 . -
) 9 ness miles substantiated. In June, the
leased automobile are deemed substanﬁ)” period in which the payor reimburse

ther than a AVR allowance), if any

ayment of employment taxes in the pa
y p'oy P yemployer advances an employee $175 for

00 miles to be traveled during the
procedure (relating to an allowance Otheétantiated. See § 1.62-2(h)(2)()B®)( month. In Julythe employee substanti
than a AVR allowance) may not claim a (2) In the case of a mileage allowanc&tes to the employer 400 business miles
deduction based on actual expenses uBaid as an advance, the excess describtéaveled in June and returns $35 to the
less the employee does so consistently bﬁ‘l section 10.01 of this revenue pr(_)Ceemployer for the 100 business miles not
ginning with the first business use of the, .. i< subject to withholding and paytraveled. The amount deemed substanti
automobile after December 31, 1997+ employment taxes no later thafted for the 400 miles traveled is $130
However an employee whose busines§ne first payroll period following the pay and the employee is not required to return
transportation expenses with respect to @, period in which the business miledhe remaining $10. No later than the first
leased automobile are deemed substanj;: respect to which the advance walayroll period following the payroll pe
ated under section 9.01(2) of this reVeNugaid are substantiated. See god in which the 400 business miles trav
procedure (relating to 8AWR allowance) 1.62-2(h)(2)-())(B)B). If some or all of eled are substantiated, the employer must
may not claim a deduction based 0R aGne pusiness miles with respect to whicWithhold and pay employment taxes on
tual expenses. the advance was paid are not substant10-

.07 An employee may deduct angied within a reasonable period of time .02 The portion of a AVR allowance,
amount computed pursuant to sectiofnq the employee does not return the pof any. that exceeds the amount deemed
5.01 of this revenue procedure only as &g, of the allowance that relates to thosgubstantiated for those miles under-sec
itemized deductionThis itemized deduc yjles within a reasonable period of timetion 9.01(2) of this revenue procedure is
tion is subject to the 2-percent floor onthe portion of the allowance that relate§ubject to withholding and payment of
miscellaneous itemized deductions proyg those miles is subject to withholdingemployment taxes. See § 1.62-2(h)
vided in § 67. and payment of employment taxes né2)()(B).

.08 A self-employed individual may |ater than the first payroll period follow (1) Any periodic variable rate payment
deduct an amount computed pursuant ifig the end of the reasonable period. Sébat relates to miles in excess of the busi
section 5.01 of this revenue procedure ig§ 1.62—2(h)(2)(i)(A). ness miles substantiated by the employee
determining adjusted gross income under (3) |n the case of a mileage allowanc&nd that the employee fails to return
§ 62(a)(1). that is not computed on the basis of #ithin a reasonable period, or any por

.09 If a payors reimbursement or otherfixed amount per mile of travel (e.g., aion of a periodic fixed payment that-re
expense allowance arrangement-evinileage allowance that combines perilates to a period during which the em
dences a pattern of abuse of the rules gliic fixed and variable rate paymentsployee is treated as not covered by the
§ 62(c) and the regulations thereun@dlr put that does not satisfy the requiremenfsAVR allowance and that the employee
payments under the arrangement will bef section 8 of this revenue procedure)ails to return within a reasonable period,
treated as made under a nonaccountallge payor must compute periodically (nds subject to withholding and payment of
plan. Thus, such payments are includetess frequently than quarterly) theemployment taxes no later than the first
in the employee&’ gross income, are-re amount, if anythat exceeds the amountpayroll period following the end of the
ported as wages or other compensation @eemed substantiated under sectiomasonable period. See § 1.62-2(h)
the employe& FormW-2, and are sub 9.01(1) of this revenue procedure by2)(i)(A).
ject to withholding and payment of em comparing the total mileage allowance (2)Any optional high mileage payment
ployment taxes. See 8§ 1.62-2(c)(3)paid for the period to the applicable stanis subject to withholding and payment of
(©)(5), and (h)(2). dard mileage rate in section 5.01 of thiemployment taxes when paid.
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SECTION 11. EFFECT ON
OTHER DOCUMENTS

Rev Proc. 96-63, 1996-2 C.B. 420, i
hereby superseded for mileage- a
lowances paid to an employee on or aft
January 1, 1998, with respect to tran:
portation expenses paid or incurred on:
after January 1, 1998, and, for purposes
computing the amount allowable as a d
duction, for transportation expenses pa
or incurred on or after January 1, 1998.

DRAFTING INFORMATION

The principal author of this revenue
procedure is Edwin B. Cleverdon of th
Office of Assistant Chief Counsel (in
comeTax andAccounting). For further
information regarding this revenue prece
dure, contact MrCleverdon on (202)
622-4920 (not a toll-free call).



