2S): .02 Determination of standd mileage
rates The business, medical, and moving

n- standard mileage rates reflected in thi:
revenue procedure are based on an annt
study of the fixed and variable costs of

on operating an automobile conducted on be
5 is half of the Service by an independent con
in- tractor, and the charitable standard

mileage rate is provided in § 170(i) of the
a- Internal Revenue Code. In connectior
't CFR 601.105: Examination witurns and with its stug, the contractor has sug-
e ¢faims forrefund, cedit, or abatement; gested that a change be made to the stut
thdetermination of coect tax liabiliy. methodology regarding the business star

Also Part |, Sections 62, 162, 274, 1016; 1.62-2,

1.162-7, 1.274-5 1.274(d)-T 1.1016-3.) dard mileage rateThis suggested change

would include the cost of personal rathel

_ Rev. Proc. 98-63 than business automobile insuranee b
rm cause taxpayers who use the busines
SECTION 1. PURPOSE standard mileage rate generally carry per

_ sonal rather than business insurance o
op This revenue procedure updatesvRetheir automobiles. Had it been adopted
5 ' roc. 97-58, 1997-2 C.B. 587, by providthis suggested change would have furthe
:ior’lbng optional standard mileage rates fogecreased the business standard milea
Pe mployees, self-employed individuals, Ofate for 1999 The Service is currently re-
other taxpayers to use in computing thgjewing this suggested change forrpu

eductible costs paid or incurred on oposes of determining the business star

" after January 1, 1999, of operating an atard mileage rate for the year 2000.
tomobile for business, charitable, dae
ical, or moving expense purpose$his SECTION 3. BACKGROUN AND
N'revenue procedure also provides ruleGHANGES

5 ! :
;3%linder which the amount of ordinary and .01 Section 162(a) of the Internal Rev-
ecessary expenses of local travel or

Ire . enue Code allows a deduction for all the
transportation away from home that are_ . .

. . : ordinary and necessary expenses paid ¢

paid or incurred by an employee will be

2t€deemed substantiated under § 1.274_%ﬁ]10ucr)rnei:u;|rr;%eth§rtg;(:itr)llgsyéeabw dg?rtrﬁ;
@CHf the temporary IncomTax Regulations 9 y '

when a payor (the employéts agent, or provision, an employee or self-employed
€S third party) provides a mileagé-a individual may deduct the cost of operat-

i : ing an automobile to the extent that it is
ISlfowance under a reimbursement or Oth(ﬂsed in a trade or business. Howeve
Nr expense allowance arrangement to pay f lder § 262, no portion of the cost of op-

se . . . i
Such expenses. Use of a method of su rating an automobile that is attributable

N stantiation described in this revenue Pray personal use is deductible

5, Ofedure is not mandatory and a taxpayer .02 Section 274(d) provides, in part,
Yefay use actual allowable expenses if tht'?‘lat no deduction shall be allowed under ¢

taxpayer. maintai_ns adequate records 62 with respect to any listed property (a;
rmother_ SFﬂf'C'em evidence for proper SUb'defined in § 280F(d)(4) to include passen:
N stantiation. ger automobiles and any other property

5.

teSECTION 2. SUMMARY OF used as a means of' tran;portatioq) unles

2cBTANDARD MILEAGE RATES the tgx_payer cqmplles with cer_taln sub-
stantiation requirementsThe section fur-

.01 Standad mileage rates. ther provides that regulations may pre-

(1) Business scribe that some or all of the

(section 5 below) 31 cents per mile substantiation requirements do not apply

ang2) Charitable to an expense that does not exceed &
ax- (section 7 below) 14 cents per mile amount prescribed by such regulations.
any3) Medical and .03 Section 1.274(d)F1in part, grants
for Moving the Commissioner the authority toepr

(section 7 below) 10 cents per mile scribe rules relating to mileage al-



lowances for ordinary and necessary exnay prescribe rules under which arable amount provided by the Service for
penses of local travel and transportatioarrangement providing mileage al-optional use by employees or self-em-
away from home. Pursuant to this grarlbwances will be treated as satisfying theloyed individuals in computing the de-
of authority, the Commissioner may prefequirement of returning amounts in exductible costs of operating automobiles
scribe rules under which such allowances,ess of expenses, even though th@ncluding vans, pickups, or panel trucks)
if in accordance with reasonable businessrrangement does not require the enmowned or leased for business purposes, or
practice, will be regarded as (1) equivaployee to return the portion of such an alby taxpayers in computing the deductible
lent to substantiation, by adequate recordewance that relates to miles of travel subeosts of operating automobiles for chari-
or other sufficient evidence, of thestantiated and that exceeds the amount &fble, medical, or moving expense pur-
amount of such travel and transportatiothe employee’s expenses deemed substgoses.

expenses for purposes of § 1.274-5T(c)iated pursuant to rules prescribed under .02 Transportation expenseg.he term
and (2) satisfying the requirements of a8 274(d), provided the allowance is rea‘transportation expenses” means the ex-
adequate accounting to the employer sfonably calculated not to exceed thgenses of operating an automobile for
the amount of such expenses for purposagnount of the employee’s expenses or atoecal travel or transportation away from
of § 1.274-5T(f). ticipated expenses and the employee is reeme.

.04 Section 62(a)(2)(A) allows an em-quired to return any portion of such an al- .03 Mileage allowance.The term
ployee, in determining adjusted gross infowance that relates to miles of travel notmileage allowance” means a payment
come, a deduction for the expenses agubstantiated. under a reimbursement or other expense
lowed by Part VI (§ 161 and following), .07 Section 1.62-2(h)(2)(i)(B) providesallowance arrangement that meets the re-
subchapter B, chapter 1 of the Code, pai#iat if a payor pays a mileage allowancquirements specified in § 1.62-2(c)(1) and
or incurred by the employee in connectiotinder an arrangement that meets the rghat is
with the performance of services as afguirements of § 1.62-2(c)(1), the portion, (1) paid with respect to the ordinary
employee under a reimbursement or othéfr any, of the allowance that relates taand necessary business expenses in-
expense allowance arrangement with @iles of travel substantiated in accorcurred, or which the payor reasonably an-
payor. dance with § 1.62-2(e), that exceeds thgipates will be incurred, by an employee

.05 Section 62(c) provides that aremount of the employee’s expensefor transportation expenses in connection
arrangement will not be treated as a reinfleemed substantiated for such travel puith the performance of services as an
bursement or other expense allowancguant to rules prescribed under 88 274(@mployee of the employer,
arrangement for purposes of § 62(a)and 1.274(d)-1, and that the employee is  (2) reasonably calculated not to ex-
(2)(A) if it— not required to return, is subject to withteed the amount of the expenses or the

(1) does not require the employee tholding and payment of employmentanticipated expenses, and
substantiate the expenses covered by tkxes. See 8§ 31.3121(a)-3, 31.3231(e)- (3) paid at the applicable standard
arrangement to the payor, or 1(a)(5), 31.3306(b)-2, and 31.3401(a)—4mileage rate, a flat rate or stated schedule,

(2) provides the employee with theBecause the employee is not required igr in accordance with any other Service-
right to retain any amount in excess of theeturn this excess portion, the reasonablgecified rate or schedule.
substantiated expenses covered under tRgriod of time provisions of § 1.62-2(3) .04 Flat rate or stated scheduleA
arrangement. Section 62(c) further prolrelating to the return of excess amountshijleage allowance is paid at a flat rate or
vides that the substantiation requiremen0 not apply to this excess portion. stated schedule if it is provided on a uni-
described therein shall not apply to any -08 Under § 1.62-2(h)(2)()(B}). the form and objective basis with respect to
expense to the extent that, under the gragPmmissioner may, in his or her discrethe expenses described in section 4.03 of
of regulatory authority prescribed intion, prescribe special rules regarding thgis revenue procedure. Such allowance
§ 274(d), the Commissioner has provideiming of withholding and payment of may be paid periodically at a fixed rate, at
that substantiation is not required for sucRmpPloyment taxes on mileage aly cents-per-mile rate, at a variable rate

expense. lowances. _ based on a stated schedule, at a rate that
.06 Under § 1.62-2(c)(1), a reimburse- -09 Significant changes to this revenugompines any of these rates, or on any
ment or other expense allowance arrang8rocedure include: other basis that is consistently applied and

ment satisfies the requirements of § 62(c) (1) the addition of a business stany, gccordance with reasonable business
if it meets the requirements of busineséard mileage test under which a FAVR alpractice. Thus, for example, a periodic
connection, substantiation, and returnin{pWance is treated as meeting the requirgiyment at a fixed rate to cover the fixed
amounts in excess of expenses as spefients of 8 280F (section 8.04(3)); and  ¢osts (including depreciation (or lease
fied in the regulations. Section 1.62—  (2) the decrease in the minimumyayments), insurance, registration and li-
2T(e)(2) specifically provides that sub-"umber of employees that must be coVsense fees, and personal property taxes)
stantiation of certain business expenses ff€d Py @ FAVR allowance (sectionyt griving an automobile in connection

accordance with rules prescribed undei-05(4))- with the performance of services as an
the authority of § 1.274(d)-1T will be SECTION 4. DEFINITIONS employee of the employer, coupled with a
treated as substantiation of the amount of periodic payment at a cents-per-mile rate

such expenses for purposes of § 1.62—-2..01 Standard mileage rateThe term to cover the operating costs (including
Under § 1.62-2(f)(2), the Commissionef'standard mileage rate” means the appligasoline and all taxes thereon, oil, tires,



and routine maintenance and repairs) dhe automobile is operated less than 10fuctible expenses of an automobile for
using an automobile for such purposes, {gercent for business purposes, an allocahich the taxpayer has (a) claimed depre-
an allowance paid at a flat rate or statetion is required to determine the businessiation using a method other than straight-
schedule. Likewise, a periodic paymenand nonbusiness portion of the taxes arthe for its estimated useful life, (b)
at a variable rate based on a stated schédterest deduction allowable. Howevergclaimed a § 179 deduction, or (c) used the
ule for different locales to cover the costg§ 163(h)(2)(A) expressly provides that inAccelerated Cost Recovery System
of driving an automobile in connectionterest is nondeductible personal intere§ACRS) under former § 168 or the Modi-
with the performance of services as awhen it is paid or accrued on indebtednedied Accelerated Cost Recovery System
employee is an allowance paid at a flaproperly allocable to the trade or busineséMACRS) under current § 168. By using
rate or stated schedule. of performing services as an employeghe business standard mileage rate, the
Section 164 also expressly provides thaaxpayer has elected to exclude the auto-
SECTION 5. BUSINESS STANDARD state and local taxes that are paid or amobile (if owned) from MACRS pursuant
MILEAGE RATE crued by a taxpayer in connection with ato § 168(f)(1). If, after using the business
.01 In general. The standard mileage @cquisition or disposition of property will standard mileage rate, the taxpayer uses
rate for transportation expenses is 3@€ treated as part of the cost of the aactual costs, the taxpayer must use
cents per mile for all miles of use for busiguired property or as a reduction in thetraight-line depreciation for the automo-
ness purposes. This business standaggiount realized on the disposition of suchile’s remaining estimated useful life
mileage rate will be adjusted annually (t®rOPerty. (subject to the applicable depreciation de-
the extent warranted) by the Service, and -05 Depreciation. For owned automo- duction limitations under § 280F).
any such adjustment will be appliedPiles placed in service for business pur-  (4) The business standard mileage
prospectively. poses, and for which the business stamate and this revenue procedure may not
02 Use of the business standardlard mileage rate has been used for ame used to compute the amount of the de-
mileage rate. A taxpayer may use the Year, depreciation will be considered taluctible automobile expenses of an em-
business standard mileage rate with rdlave been allowed at the rate of 12 centspdoyee of the United States Postal Service
spect to an automobile that is eithefile for 1995, 1996, 1997, 1998, andncurred in performing services involving
owned or leased by the taxpayer. A tax1999, for those years in which the busithe collection and delivery of mail on a
payer generally may deduct an amouritess standard mileage rate was used. rifral route if the employee receives quali-
equal to either the business standar@ctual costs were used for one or more éfed reimbursements (as defined in
mileage rate times the number of businedgose years, the rates above will not appl§y 162(0)) for such expenses. See § 162(0)
miles traveled or the actual costs (botko any year in which such costs weréor the rules that apply to these qualified
operating and fixed) paid or incurred bysed. The depreciation described aboveimbursements.
the taxpayer that are allocable to travelingill reduce the basis of the automobile
those bpus)i/ness miles. ?E)ut not below zero) in determining ad-SECTION 6. RESERVED
.03 Business standard mileage rate ifjusted basis as required by § 1016. SECTION 7. CHARITABLE,
lieu of operating and fixed costsA de- .06 Limitations. MEDICAL, AND MOVING
duction using the standard mileage rate (1) The business standard mileag@TaANDARD MILEAGE RATE
for business miles is computed on #ate may not be used to compute the de-
yearly basis and is in lieu of all operatingluctible expenses of (a) automobiles used .01 Charitable. Section 170(i) pro-
and fixed costs of the automobile allocafor hire, such as taxicabs, or (b) two ovides a standard mileage rate of 14 cents
ble to business purposes (except as prawore automobiles used simultaneouslper mile for purposes of computing the
vided in section 9.06 of this revenue protsuch as in fleet operations). charitable deduction for use of an auto-
cedure). Such items as depreciation (or (2) The business standard mileagenobile in connection with rendering gra-
lease payments), maintenance and repairgte may not be used to compute the deditous services to a charitable organiza-
tires, gasoline (including all taxesductible business expenses of an automten under § 170.
thereon), oil, insurance, and license anblile leased by a taxpayer unless the tax- .02 Medical and moving.The standard
registration fees are included in operatingayer uses either the business standamulleage rate is 10 cents per mile for use of
and fixed costs for this purpose. mileage rate or a FAVR allowance (asn automobile (a) to obtain medical care
.04 Parking fees, tolls, interest, andprovided in section 8 of this revenue prodescribed in § 213, or (b) as part of a
taxes. Parking fees and tolls attributablecedure) to compute the deductible busimove for which the expenses are de-
to use of the automobile for business punress expenses of the automobile for thductible under § 217. The standard
poses may be deducted as separate iterastire lease period (including renewals)mileage rates for medical and moving
Likewise, interest relating to the purchasé&or a lease commencing on or before Dearansportation expenses will be adjusted
of the automobile as well as state andember 31, 1997, the “entire lease periodnnually (to the extent warranted) by the
local taxes (other than those included imeans the portion of the lease period (irService, and any such adjustment will be
the cost of gasoline) may be deducted asuding renewals) remaining after thabpplied prospectively.
separate items, but only to the extent thafate. .03 Charitable, medical, or moving ex-
the interest or taxes are allowable deduc- (3) The business standard mileagpense standard mileage rate in lieu of op-
tions under § 163 or 164 respectively. Ifate may not be used to compute the derating expensesA deduction computed



using the applicable standard mileage ratbat is comparably equipped), retentioginning of the computation period, by the
for charitable, medical, or moving ex-period, and business use percentage égsmputation period mileage. A computa-
pense miles is in lieu of all operating exconsidered one FAVR allowance, evetion period can be any period of a year or
penses (including gasoline and oil) of théhough other features of the allowancéess. Computation period mileage is the
automobile allocable to such purposesnay vary. A FAVR allowance also in-total mileage (business and personal) a
Costs for such items as depreciation (arludes any optional high mileage paypayor reasonably projects a standard auto-
lease payments), maintenance and repaiments; however, such optional highmobile will be driven during a computa-
tires, insurance, and license and registraileage payments are included in the ention period and equals the retention
tion fees are not deductible, and are n@lloyee’s gross income, are reported awileage divided by the number of compu-
included in such standard mileage rates.wages or other compensation on the entation periods in the retention period. For
.04 Parking fees, tolls, interest, andployee’s Form W-2, and are subject t@ach business mile substantiated by the
taxes. Parking fees and tolls attributablewithholding and payment of employmentmployee for the computation period, the
to the use of the automobile for charitataxes when paid. See section 9.05 of thjzeriodic variable payment must be paid at
ble, medical, or moving expense purposagvenue procedure. An optional higha rate that does not exceed the rate for that
may be deducted as separate items. Likavileage payment covers the additionatomputation period.
wise, interest relating to the purchase alepreciation for a standard automobile at-  (4) Base locality. A base locality is
the automobile as well as state and localibutable to business miles driven andhe particular geographic locality or re-
taxes (other than those included in theubstantiated by the employee for a calegion of the United States in which the
cost of gasoline) may be deducted as segar year in excess of the annual businesssts of driving an automobile in connec-
arate items, but only to the extent that thgiileage for that year. If an employee ision with the performance of services as
interest and taxes are allowable dedugovered by the FAVR allowance for lessan employee of the employer are gener-
tions under 8§ 163 or 164, respectively. than the entire calendar year, the annually paid or incurred by the employee.
SECTION 8. FIXED AND VARIABLE business ml'leage may be prorated on Ehus, for purposes of determmlng'th.e
RATE ALLOWANCE _monthly basis for purposes of the prececamount of fixed costs, th_e base_locallty is
ing sentence. generally the geographic locality or re-
.01In general. (2) Periodic fixed paymentA peri- gion in which the employee resides. For
(1) The ordinary and necessary exodic fixed payment covers the projectegurposes of determining the amount of
penses paid or incurred by an employee fixed costs (including depreciation (oroperating costs, the base locality is gener-
driving an automobile owned or leased bjease payments), insurance, registratically the geographic locality or region in
the employee in connection with the perand license fees, and personal propertyhich the employee drives the automo-
formance of services as an employee d@xes) of driving the standard automobil®ile in connection with the performance
the employer will be deemed substantiin connection with the performance ofof services as an employee of the em-
ated (in an amount determined under seg€ervices as an employee of the employg@ioyer.
tion 9 of this revenue procedure) when ) @ base locality, and must be paid at  (5) Standard automobileA standard
payor reimburses such expenses with lgast quarterly. A periodic fixed paymentautomobile is the automobile selected by
mileage allowance using a flat rate omay be computed by (a) dividing the totathe payor on which a specific FAVR al-
stated schedule that combines periodigrojected fixed costs of the standard autdewance is based.
fixed and variable rate payments thamobile for all years of the retention pe- (6) Standard automobile costThe
meet all the requirements of section 8 ofiod, determined at the beginning of thestandard automobile cost for a calendar
this revenue procedure (a FAVR alfetention period, by the number of periyear may not exceed 95 percent of the
lowance). odic fixed payments in the retention pesum of (a) the retail dealer invoice cost of
(2) The amount of a FAVR allowanceriod, and (b) multiplying the resulting the standard automobile in the base local-
must be based on data that (a) is derivednount by the business use percentage.ity, and (b) state and local sales or use
from the base locality, (b) reflects retalil (3) Periodic variable paymentA taxes applicable on the purchase of such
prices paid by consumers, and (c) is regeriodic variable payment covers the proan automobile. Further, the standard au-
sonable and statistically defensible in agected operating costs (including gasolineomobile cost may not exceed $27,100.
proximating the actual expenses employand all taxes thereon, oil, tires, and rou-  (7) Annual mileage. Annual mileage
ees receiving the allowance would incutine maintenance and repairs) of driving & the total mileage (business and per-
as owners of the standard automobile. standard automobile in connection withsonal) a payor reasonably projects a stan-
.02 Definitions. the performance of services as an engard automobile will be driven during a
(1) FAVR allowance.A FAVR al- ployee of the employer in a base localitycalendar year. Annual mileage equals the
lowance includes periodic fixed paymentsind must be paid at least quarterly. Thannual business mileage divided by the
and periodic variable payments. A payorate of a periodic variable payment for d&@usiness use percentage.
may maintain more than one FAVR alcomputation period may be computed by  (8) Annual business mileageAn-
lowance. AFAVR allowance that uses thelividing the total projected operatingnual business mileage is the mileage a
same payor, standard automobile (or atpsts for the standard automobile for thpayor reasonably projects a standard auto-
automobile of the same make and modelomputation period, determined at the benobile will be driven by an employee in



connection with the performance of ser- .03 FAVR allowance in lieu of operat- (in effect at the beginning of the retention
vices as an employee of the employer dumg and fixed costs. period) that apply to the standard automo-
ing the calendar year, but may not be less (1) Areimbursement computed usingpile during the retention period.
than 6,250 miles for a calendar year. Ana FAVR allowance is in lieu of the em- (3) If the depreciation component of
nual business mileage equals the annuployee’s deduction of all the operatingperiodic fixed payments exceeds the limi-
mileage multiplied by the business usand fixed costs paid or incurred by an entations in section 8.04(2) of this revenue
percentage. ployee in driving the automobile in con-procedure, that section will be treated as
(9) Business use percentagkbusi- nection with the performance of servicesatisfied in any year during which the
ness use percentage is determined by dis an employee of the employer, except @stal annual amount of the periodic fixed
viding the annual business mileage by therovided in section 9.06 of this revenugayments and the periodic variable pay-
annual mileage. The business use peprocedure. Such items as depreciation (onents made to an employee driving 80
centage may not exceed 75 percent. Ipase payments), maintenance and repaipgrcent of the annual business mileage of
lieu of demonstrating the reasonablenes&res, gasoline (including all taxesthe standard automobile does not exceed
of the business use percentage based thereon), oil, insurance, license and regithe amount obtained by multiplying 80
records of total mileage and businessation fees, and personal property taxgsercent of the annual business mileage of
mileage driven by the employees annuare included in operating and fixed costthe standard automobile by the applicable
ally, a payor may use a business use pdor this purpose. business standard mileage rate for that
centage that is less than or equal to the (2) Parking fees and tolls attributableyear (seeg.g.,section 5.01 of this rev-
following percentages for a FAVR al-to an employee driving the standard autaenue procedure).
lowance that is paid for the following an-mobile in connection with the perfor- (4) The depreciation included in
nual business mileage: mance of services as an employee of theach periodic fixed payment portion of a
Business usgmployer are not included in fixed and=AVR allowance paid with respect to an

Annual business ) ; . .
operating costs and may be deducted asitomobile will reduce the basis of the

mileage percentage separate items. Similarly, interest relatingutomobile (but not below zero) in deter-

6,250 or more but less to the purchase of the standard automarining adjusted basis as required by
than 10,000 45 percent  pjle may be deducted as a separate ite§,1016. See section 8.07(2) of this rev-

10,000 or more but less but only to the extent that the interest is aenue procedure for the requirement that
than 15,000 S5 percent  gjlowable deduction under § 163. the employer report the depreciation com-

15,000 or more but less .04 Depreciation. ponent of a periodic fixed payment to the
than 20,000 65 percent (1) A FAVR allowance may not be employee.

20,000 or more 75 percent  paid with respect to an automobile for .05FAVR allowance limitations.

(10) Retention period.A retention Which the employee has (a) claimed de- (1) A FAVR allowance may be paid
period is the period in calendar years sdlreciation using a method other thamnly to an employee who substantiates to
lected by the payor during which thestraight- line for its estimated useful life,the payor for a calendar year at least
payor expects an employee to drive &) claimed a § 179 deduction, or (c) use8,000 miles driven in connection with the
standard automobile in connection witiihe Accelerated Cost Recovery Systemperformance of services as an employee
the performance of services as an ed&CRS) under former § 168 or the Modi-of the employer or, if greater, 80 percent
ployee of the employer before the autofied Accelerated Cost Recovery Systerof the annual business mileage of that
mobile is replaced. Such period may ndMACRS) under current § 168. If an em+AVR allowance. If the employee is cov-
be less than two calendar years. ployee uses actual costs for an owned aared by the FAVR allowance for less than

(11) Retention mileage.Retention tomobile that has been covered by the entire calendar year, these limits may
mileage is the annual mileage multipliedAVR allowance, the employee must usée prorated on a monthly basis.
by the number of calendar years in the re&iraight-line depreciation for the automo-  (2) A FAVR allowance may not be

tention period. bile’s remaining estimated useful lifepaid to a control employee (as defined in
(12) Residual value.The residual (subject to the applicable depreciation de§8 1.61-21(f)(5) and (6), excluding the
value of a standard automobile is the prdiuction limitations under § 280F). $100,000 limitation in paragraph

jected amount for which it could be sold  (2) Except as provided in section(f)(5)(iii)).
at the end of the retention period afte$.04(3) of this revenue procedure, the  (3) At no time during a calendar year

being driven the retention mileage. Théotal amount of the depreciation compomay a majority of the employees covered

Service will accept the following safe harhent for the retention period taken into addy a FAVR allowance be management

bor residual values for a standard autom&ount in computing the periodic fixedemployees.

bile computed as a percentage of the stapayments for that retention period may  (4) At all times during a calendar

dard automobile cost: not exceed the excess of the standard agear at least five employees of an em-
tomobile cost over the residual value oployer must be covered by one or more

Retention period Residual value  he standard automobile. In addition, thEAVR allowances.
2-year 70 percent total amount of such depreciation compo-  (5) A FAVR allowance may be paid
3-year 60 percent nent may not exceed the sum of the amnly with respect to an automobile (a)

4-year 50 percent nual § 280F limitations on depreciatiorowned or leased by the employee receiv-



ing the payment, (b) the cost of whichenue procedure or, if leased, whether tha lieu of reimbursing actual transporta-
when new, is at least 90 percent of themployee has computed deductible busiion expenses incurred or to be incurred
standard automobile cost taken into aaiess expenses with respect to the automimy an employee, the amount of the ex-
count for purposes of determining thébile using actual expenses. The informgenses that is deemed substantiated to the
FAVR allowance for the first calendartion described in (a), (b), and (c) of thepayor is either:
year the employee receives the allowangsreceding sentence also must be supplied (1) for any mileage allowance other
with respect to that automobile, and (cpy the employee to the payor within 3Ghan a FAVR allowance, the lesser of the
the model year of which does not differdays after the beginning of each calend@mount paid under the mileage allowance
from the current calendar year by morgear that the employee’s automobile isr the applicable standard mileage rate in
than the number of years in the retentiopovered by a FAVR allowance. section 5.01 of this revenue procedure
period. .07 Payor recordkeeping and reporting.multiplied by the number of business
(6) A FAVR allowance may not be (1) The payor or its agent must mainmiles substantiated by the employee; or
paid with respect to an automobile leasegin written records setting forth (a) the  (2) for a FAVR allowance, the
by an employee for which the employeeitatistical data and projections on whiclamount paid under the FAVR allowance
has used actual expenses to compute thf FAVR allowance payments are basetkss the sum of (a) any periodic variable
deductible business expenses of the autgnd (b) the information provided by therate payment that relates to miles in ex-
mobile for any year during the entire leasgmployees pursuant to section 8.06 of thisess of the business miles substantiated
period. For a lease commencing on or beevenue procedure. by the employee and that the employee
fore December 31, 1997, the “entire lease (2) Within 30 days of the end of eactfails to return to the payor although re-
period” means the portion of the lease pgalendar year, the employer must providguired to do so, (b) any portion of a peri-
riod (including renewals) remaining aftefeach employee covered by a FAVR aledic fixed payment that relates to a period
that date. lowance during that year with a statemerduring which the employee is treated as
(7) The insurance cost component ofhat, for automobile owners, lists thenot covered by the FAVR allowance and
a FAVR allowance must be based on thgmount of depreciation included in eachhat the employee fails to return to the
rates charged in the base locality foperiggic fixed payment portion of thepayor although required to do so, and (c)
insurance coverage on the standard autgayR allowance paid during that calendagny optional high mileage payments.

mobile during the current calendar yeagear ang explains that by receiving a .02 If the amount of transportation ex-

without taking into account such rate-ingAyg aliowance the employee has electe@enses is deemed substantiated under the
creasmg.factors as poor driving records Q exclude the automobile from MACRSrules provided in section 9.01 of this
young drivers. . pursuant to § 168(f)(1). For automobilgevenue procedure, and the employee ac-
(8) A FAVR allowance may be paid ogsees; the statement must explain that Byally substantiates to the payor the ele-
only to an employee whose insurancg,.qiying the FAVR allowance the em-ments of time, place (or use), and busi-
coverage limits on the automobile withy ;66 may not compute the deductiblgess purpose of the transportation
respect to which the FAVR aIIO\_/vance Susiness expenses of the automobile usiR§penses in accordance with paragraphs
paid are at I.east equal to the insurang ctual expenses for the entire lease perigg)(2) (travel away from home), (b)(6)
coverage limits used to compute the Pincluding renewals). For a lease comgjisted property, which includes passenger
IOdIC fixed payment under that FAVR alencing on or before December 31, 199%utomobiles and any other property used
owance. the “entire lease period” means the portiogs a means of transportation), and (c) of

.06 Employee reporting.Within 30 ! . . _
days after an employee’s automobile igf the lease period (including renewals} 1.274-5T, the employee is deemed to

initially covered by a FAVR allowance, or'€maining after that date. _ satisfy the adequate accounting require-
is again covered by a FAVR allowance if ‘08 Failure to meet section 8 requIre"ments of § 1.274-5T(f), as well as the re-
such coverage has lapsed, the employénﬁents'lf an employee receives a mileagguirement to substantiate by adequate
by written declaration must provide the’, or ac® that fails to meet one or morgecords or other sufficient evidence for
payor with the following information: (a) of the requirements of section 8 of thigyrposes of § 1.274-5T(c). See § 1.62—
the make, model, and year of the emlr:_)evenue procedure, the employee may ngfe)(1) for the rule that an arrangement
ployee’s automobile, (b) written proof ofo® treated as covered by any FAVR almyst require business expenses to be sub-
the insurance coverage limits on the autdowance of the payor during the period otantiated to the payor within a reasonable
mobile, (c) the odometer reading of thuch failure. Nevertheless, the expensggriod of time.

automobile, (d) if owned, the purchasd? Which that mileage allowance relates o3 an arrangement providing mileage
price of the automobile or, if leased, thé"®Y be deemed substantiated using thgiowances will be treated as satisfying
price at which the automobile is ordinarMethod described in sections 5, 9.01(1jhe requirement of § 1.62-2(f)(2) with re-
ily sold by retailers (the gross capitalized@"d 9-02 of this revenue procedure to thgyect to returning amounts in excess of
cost of the automobile), and (e) if ownedeXtent the requirements of those sectionspenses as follows:

whether the employee has claimed depré!€ Met. (1) For a mileage allowance other
ciation with respect to the automobilesecTi0N 9. APPLICATION than a FAVR allowance, the requirement
using any of the depreciation methods to return excess amounts will be treated as

prohibited by section 8.04(1) of this rev- .01 If a payor pays a mileage allowancsatisfied if the employee is required to re-



turn within a reasonable period of time (abolding and payment of employmenthan a FAVR allowance) may not claim a
defined in § 1.62-2(g)) any portion oftaxes. See 8§ 1.62-2(c)(2) and (c)(4). deduction based on actual expenses un-
such an allowance that relates to miles of .05 An employee is required to includdess the employee does so consistently be-
travel not substantiated by the employeén gross income only the portion of aginning with the first business use of the
even though the arrangement does not ratileage allowance received from a payosautomobile after December 31, 1997.
quire the employee to return the portiorthat exceeds the amount deemed substafewever, an employee whose business
of such an allowance that relates to thegated under section 9.01 of this revenugansportation expenses with respect to a
miles of travel substantiated and that exprocedure, provided the employee sulleased automobile are deemed substanti-
ceeds the amount of the employee’s exstantiates in accordance with section 9.02ted under section 9.01(2) of this revenue
penses deemed substantiated. For exanf-this revenue procedure. See § 1.274srocedure (relating to a FAVR allowance)
ple, assume a payor provides an employ&d (f)(2)(ii). In addition, the excess por-may not claim a deduction based on ac-
an advance mileage allowance of $70on of the allowance is treated as paigial expenses.

based on an anticipated 200 businesgder a nonaccountable plan, is reported 07 An employee may deduct an
miles at 35 cents per mile (at a time wheas wages or other compensation on thémount computed pursuant to section
the applicable business standard mileaggnployee’s Form W-2, and is subject t@ 01 of this revenue procedure only as an
rate is 31 cents per mile), and the enwithholding and payment of employmenitemized deduction. This itemized deduc-
ployee substantiates 120 business miletaxes. See §§ 162—2(C)(3)(||), (C)(S), aann is Subject to the 2_percent floor on

The requirement to return excess amouns)(2)(i)(B). miscellaneous itemized deductions pro-
will be treated as satisfied if the employee .06 vided in § 67.
is required to return the portion of the al- (1) Except as otherwise provided in g A self-employed individual may

lowance that relates to the 80 unsubstangection 9.06(2) of this revenue procedurgequct an amount computed pursuant to
ated business miles ($28) even though theith respect to leased automobiles, if thgection 5.01 of this revenue procedure in
employee is not required to return the po@mount of the expenses deemed substarfistermining adjusted gross income under
tion of the allowance ($4.80) that exceedsted under the rules provided in sectiog gp(a)(1).
the amount of the employee’s expense®01 of this revenue procedure is less than g |t 5 payor’s reimbursement or other
deemed substantiated under section 9.01e amount of the employee’s businesgynense allowance arrangement evi-
of this revenue procedure ($37.20) for thgransportation expenses, the employ€gnces a pattern of abuse of the rules of
120 substantiated business miles. Hownay claim an itemized deduction for theg 62(c) and the regulations thereunder, all
ever, the $4.80 excess portion of the apmount by which the business transportq)'ayments under the arrangement will be
lowance is treated as paid under a nonaiion expenses exceed the amount that {S,5ted as made under a nonaccountable
countable plan as discussed in sectio#pemed substantiated, provided the emy,, - Thys, such payments are included
9.05. ployee substantiates all the business trang- the employee’s gross income, are re-
(2) For a FAVR allowance, the re-portation expenses, includes on FOIM, 1o a5 wages or other compensation on
guirement to return excess amounts wik106, Employee Business Expenses, thg, employee’s Form W-2, and are sub-
be treated as satisfied if the employee @eemed substantiated portion of the, .. - withholding and pa)’/ment of em-
required to return within a reasonable penileage allowance received from th loyment taxes. See §§ 1.62-2(c)(3)
riod of time (as defined in § 1.62—2(g)),payor, and includes in gross income th ©)(5), and (h)(2) ’
(a) the portion (if any) of the periodicportion (if any) of the mileage allowance ’ '
variable payment received that relates teeceived from the payor that exceeds th@ECTION 10. WITHHOLDING AND
miles in excess of the business miles sulimount deemed substantiated. SeBAYMENT OF EMPLOYMENT
stantiated by the employee, and (b) thg& 1.274-5T(f)(2)(iii). However, for pur- TAXES.
portion (if any) of a periodic fixed pay- poses of claiming this itemized deduction, . .
ment that relates to a period during whiclsubstantiation of the amount of the ex- -01 The portion of a mileage allowance
the employee was not covered by thpenses is not required if the employee i@ther than a FAVR allowance), if any,
FAVR allowance. claiming a deduction that is equal to othat relates to the miles of business travel
.04 An employee is not required to indess than the applicable standard mileag@ibstantiated and that exceeds the amount
clude in gross income the portion of aate multiplied by the number of busineseemed substantiated for those miles
mileage allowance received from a payomiles substantiated by the employe&nder section 9.01(1) of this revenue pro-
that is less than or equal to the amouminus the amount deemed substantiateg@dure is subject to withholding and pay-
deemed substantiated under section 9.@hder section 9.01 of this revenue procgnent of employment taxes. See § 1.62—
of this revenue procedure, provided theure. The itemized deduction is subjec(h)(2)())(B).
employee substantiates in accordande the 2-percent floor on miscellaneous (1) In the case of a mileage al-
with section 9.02. See § 1.274-5T(f)itemized deductions provided in § 67.  lowance paid as a reimbursement, the ex-
(2)(). In addition, such portion of the al- (2) An employee whose businessess described in section 10.01 of this
lowance is treated as paid under an atransportation expenses with respect to r@venue procedure is subject to withhold-
countable plan, is not reported as wagdsased automobile are deemed substaniitg and payment of employment taxes in
or other compensation on the employeeated under section 9.01(1) of this revenuae payroll period in which the payor re-
Form W-2, and is exempt from the with-procedure (relating to an allowance otheémburses the expenses for the business



miles substantiated. See § 1.62-2(h)(2jponth. In Ju}, the employee substanti-dure, contact W Cleverdon at (202) 622-
H(B)(2). ates to the employer 400 business mile$920 (not a toll-free call).

(2) In the case of a mileagd-a traveled in June and returns $35 to the
lowance paid as an advance, the excesmployer for the 100 business miles not
described in section 10.01 of this revenugaveled The amount deemed substanti-
procedure is subject to withholding andated for the 400 miles traveled is $124
payment of employment taxes no lateand the employee is not required to return
than the first payroll period following the the remaining $16. No later than the first
payroll period in which the business milepayroll period following the payroll e
with respect to which the advance wasiod in which the 400 business miles trav-
paid are substantiated. See § 1.62-2(hgled are substantiated, the employer must
(2)())(B)(3). If some or all of the businesswithhold and pay employment taxes on
miles with respect to which the advancg16.
was paid are not substantiated within a .02 The portion of aFAVR allowance,
reasonable period of time and the emif any, that exceeds the amount deemed
ployee does not return the portion of thgubstantiated for those miles under sec-
allowance that relates to those milesion 9.01(2) of this revenue procedure is
within a reasonable period of time, the&ubject to withholding and payment of
portion of the allowance that relates t@mployment taxes. See § 1.62-2(h)(2)-
those miles is subject to withholding andi)(B).
payment of employment taxes no later (1) Any periodic variable rate pay-
than the first payroll period following the ment that relates to miles in excess of the
end of the reasonable period. See § 1.68gsiness miles substantiated by time- e
2(M ()0 (A). ployee and that the employee fails to re-

(3) In the case of a mileagé-a turn within a reasonable period, or any
lowance that is not computed on the basjsortion of a periodic fixed payment that
of a fixed amount per mile of travel (e.g.relates to a period during which the em-
a mileage allowance that combinesiperployee is treated as not covered by the
odic fixed and variable rate payments, butAvR allowance and that the employee
that does not satisfy the requirements ajls to return within a reasonable period,
section 8 of this revenue procedure), thg subject to withholding and payment of
payor must compute periodically (no lesgmployment taxes no later than the first
frequently than quarterly) the amount, ifayroll period following the end of the
ary, that exceeds the amount deemed suRsasonable period. See § 1.62-2(h)(2)-
stantiated under section 9.01(1) of thigja).
revenue procedure by comparing the total (2) Any optional high mileage ya
mileage allowance paid for the period tgpent is subject to withholding and pay-

the applicable standard mileage rate ifent of employment taxes when paid.
section 5.01 of this revenue procedure

multiplied by the number of businessSECTION11. EFFEQ ON OTHER
miles substantiated by the employee fdPOCUMENTS

the period Any excess is subject to with-
holding and payment of employmen
taxes no later than the first payroll perioﬁlf‘ .
following the payroll period in which the owances paid to an employee on or after

excess is computed. See § 1.62—2(h)(2}2"UaY 1, 1999, With respect to tsan
() (B)A). ortation expenses paid or incurred on or

(4) For example, assume an emafter January 1, 1999, and, for purposes of

ployer pays its employees a mileage agomputlng the amount .allowable as a dg-
lowance at a rate of 35 cents per m”guctlon, for transportation expenses paid

(when the business standard mileage ra& incurred on or after January 1, 1999.

is 31 cer_1ts per mile)The employ_er does pRAFTING INFORMATION

not require the return of the portion of the

allowance (4 cents) that exceeds the busi- The principal author of this revenue
ness standard mileage rate for the bugirocedure is Edwin B. Cleverdon of the
ness miles substantiated. In June, the ef@ifice of Assistant Chief Counsel (In-
ployer advances an employee $175 farome Tax am Accounting). For further
500 miles to be traveled during thanformation regarding this revenue proce-

Rev. Proc. 97-58, 1997-2 C.B. 587, is
ereby superseded for mileage al-



