method of substantiation described in thiSECTION 3. BACKGROUND AND
revenue procedure is not mandatory and@HANGES
taxpayer may use actual allowable ex-

penses if the taxpayer maintains adequate'01 gegtion”162(a) g)f;he _Inte][nal :Ter\]/'
records or other sufficient evidence fofu€ ~0de allows a de uction for all the

proper substantiation ordinary and necessary expenses paid C
' incurred during the taxable year in carry-

SECTION 2. SUMMARY OF ing on any trade or business. Under tha
STANDARD MILEAGE RATES provision, an employee or self-employed
individual may deduct the cost of operat-
.01 Standard mileage rates. ing an automobile to the extent that it is
(1) Business 32.5 cents used in a trade or business. However
(section 5 below) per mile under § 262, no portion of the cost of op-
(2) Charitable 14 cents erating an automobile that is attributable
(section 7 below)  per mile to personal use is deductible.
(3) Medical and 10 cents .02 Section 274(d) provides, in part,
i i that no deduction shall be allowed under
Rev. Proc. 99-38 Zg\él(inogn 7 below) per mile § 162 with respect to any listed property
SECTION 1. PURPOSE .02 Determination of standard mileage(as defined in § 280F(d)(4) to include pas-

tes. The busi dical. and “~senger automobiles and any other prop-
This revenue procedure updates RefAleS: 1€ bUSINEss, medical, an movmgmy used as a means of transportation

Proc. 98-63, 1998-52 |.R.B. 25, as moditandard mileage rates reflected in thigiass the taxpayer complies with certain
fied by Announcement 99—7, 1999—3€venue procedure are based on an annWghstantiation requirements. The sectior
.R.B. 45, by providing optional standard>tUdy Of the fixed and variable costs Ofyrher provides that regulations may pre-
mileage rates for employees, self-em2Perating an automobile conducted on b&gripe that some or all of the substantia-
ployed individuals, or other taxpayers td'alf of the Service by an independent coryjoy requirements do not apply to an ex-
use in computing the deductible costs dfactor, and the charitable standargense that does not exceed an amour
operating an automobile for businesgnileage rate is provided in § 170(i) of therescribed by such regulations.
charitable, medical, or moving expensé'térnal Revenue Code. In connection (3 Section 1.274(d)-1T, in part, grants
purposes. This revenue procedure als¥ith its study, the contractor has sugdthe Commissioner the authority to pre-
provides rules under which the amount ogested that a change be made to the stuglyribe rules relating to mileage al-
ordinary and necessary expenses of locBlethodology regarding the business stafowances for ordinary and necessary ex-
travel or transportation away from homelard mileage rate. This suggested changenses of local travel and transportation
that are paid or incurred by an employewould include the cost of personal ratheaway from home. Pursuant to this grant
will be deemed substantiated undethan business automobile insurance b&f authority, the Commissioner may pre-
§ 1.274-5T of the temporary Income Taxause taxpayers who use the businesgribe rules under which such allowances
Regulations when a payor (the employegtandard mileage rate generally carry peif in accordance with reasonable busines:
its agent, or a third party) provides aonal rather than business insurance guactice, will be regarded as (1) equiva-
mileage allowance under a reimbursetheir automobiles. The Service has rdent to substantiation, by adequate record:
ment or other expense allowance arranggiewed this suggested change and has other sufficient evidence, of the
ment to pay for such expenses. Use ofadopted it in this revenue procedure. amount of such travel and transportation
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expenses for purposes of § 1.274-5T(cprescribed under § 274(d), provided the (1) paid with respect to the ordinary
and (2) satisfying the requirements of aallowance is reasonably calculated not tand necessary business expenses in
adequate accounting to the employer axceed the amount of the employee’s exurred, or which the payor reasonably an-
the amount of such expenses for purposeenses or anticipated expenses and thieipates will be incurred, by an employee
of § 1.274-5T(f). employee is required to return any portiofior transportation expenses in connection
.04 Section 62(a)(2)(A) allows an em-of such an allowance that relates to milegith the performance of services as an
ployee, in determining adjusted gross inef travel not substantiated. employee of the employer,
come, a deduction for the expenses al- .07 Section 1.62—-2(h)(2)(i)(B) provides (2) reasonably calculated not to ex-
lowed by Part VI (§ 161 and following), that if a payor pays a mileage allowanceeed the amount of the expenses or the
subchapter B, chapter 1 of the Code, paighder an arrangement that meets the raenticipated expenses, and
or incurred by the employee in connectioquirements of § 1.62-2(c)(1), the portion,  (3) paid at the applicable standard
with the performance of services as aif any, of the allowance that relates tanileage rate, a flat rate or stated schedule
employee under a reimbursement or othéniles of travel substantiated in accorer in accordance with any other Service-
expense allowance arrangement with dance with § 1.62-2(e), that exceeds trepecified rate or schedule.
payor. amount of the employee’s expenses .04 Flat rate or stated scheduleA
.05 Section 62(c) provides that ardeemed substantiated for such travel pumileage allowance is paid at a flat rate or
arrangement will not be treated as a reinsuant to rules prescribed under § 274(dbtated schedule if it is provided on a uni-
bursement or other expense allowancand § 1.274(d)-1, and that the employeferm and objective basis with respect to
arrangement for purposes of § 62(a)(2)s not required to return, is subject tdhe expenses described in section 4.03 o
(A) if it— withholding and payment of employmenthis revenue procedure. Such allowance
(1) does not require the employee ttaxes. See 88 31.3121(a)-3, 31.3231(ejway be paid periodically at a fixed rate, at
substantiate the expenses covered by théa)(5), 31.3306(b)-2, and 31.3401(a)-4 cents-per-mile rate, at a variable rate
arrangement to the payor, or of the Employment Tax Regulations. Bebased on a stated schedule, at a rate th:
(2) provides the employee with thecause the employee is not required to reombines any of these rates, or on any
right to retain any amount in excess of thern this excess portion, the reasonablether basis that is consistently applied anc
substantiated expenses covered under thgriod of time provisions of 8 1.62-2(g)in accordance with reasonable business
arrangement. Section 62(c) further profrelating to the return of excess amountgjractice. Thus, for example, a periodic
vides that the substantiation requirementi;o not apply to this excess portion. payment at a fixed rate to cover the fixed
described therein shall not apply to any -08 Under § 1.62-2(h)(2)(i)(B)(4), thecosts (including depreciation (or lease
expense to the extent that, under the grag@mmissioner may, in his or her discrepayments), insurance, registration and li-
of regulatory authority prescribed intion, prescribe special rules regarding theense fees, and personal property taxes
§ 274(d), the Commissioner has providetjming of withholding and payment of of driving an automobile in connection
that substantiation is not required for sucemployment taxes on mileage alwith the performance of services as an

expense. lowances. employee of the employer, coupled with a
.06 Under § 1.62—2(c)(1), a reimburse; periodic payment at a cents-per-mile rate
ment or other expense allowance arrangeS-ECTION 4. DEFINITIONS to cover the operating costs (including

ment satisfies the requirements of § 62(c) .01 Standard mileage rateThe term 92@soline and all taxes thereon, oil, tires,
if it meets the requirements of businessstandard mileage rate” means the appli@"d routine maintenance and repairs) of
connection, substantiation, and returningble amount provided by the Service fol'SiNg an automobile for such purposes, is
amounts in excess of expenses as speebtional use by employees or self-em@n allowance paid at a flat rate or stated
fied in the regulations. Section 1.62-ployed individuals in computing the de-SChedUI_e' Likewise, a periodic payment
2T(e)(2) specifically provides that sub-ductible costs of operating automobile§t @ variable rate based on a stated schec
stantiation of certain business expenses {fhcluding vans, pickups, or panel trucks}!€ for different locales to cover the costs
accordance with rules prescribed under thgwned or leased for business purposes, Bf' driving an automobile in cc_)nnectlon
authority of § 1.274(d)-1T will be treatedby taxpayers in computing the deductibl&ith the pgrformance of services as an
as substantiation of the amount of such exosts of operating automobiles for charita€MPI0Yee is an allowance paid at a flat
penses for purposes of § 1.62-2. Undéle, medical, or moving expense purposefate O stated schedule.

§ 1.62_—2(f)(2), the Commissioner may .02Transportation expensedhe term  gecTION 5. BUSINESS STANDARD
prescribe rules under which an arrangeétransportation expenses” means the eXg EAGE RATE

ment providing mileage allowances willpenses of operating an automobile for

be treated as satisfying the requirement édcal travel or transportation away from .01 In general. The standard mileage
returning amounts in excess of expensespme. rate for transportation expenses is 32.5
even though the arrangement does not re-.03 Mileage allowance.The term cents per mile for all miles of use for busi-
quire the employee to return the portion dfmileage allowance” means a paymenhess purposes. This business standar
such an allowance that relates to miles afnder a reimbursement or other expensaileage rate will be adjusted annually (to
travel substantiated and that exceeds tldlowance arrangement that meets the réie extent warranted) by the Service, anc
amount of the employee’s expensequirements specified in § 1.62-2(c)(1pny such adjustment will be applied
deemed substantiated pursuant to rulesd that is prospectively.



.02 Use of the business standard mileyear, depreciation will be considered taluctible automobile expenses of an em-
age rate. A taxpayer may use the busi-have been allowed at the rate of 12 cenfdoyee of the United States Postal Service
ness standard mileage rate with respect per mile for 1996, 1997, 1998, and 1999ncurred in performing services involving
an automobile that is either owned oand 14 cents per mile for 2000, for thosthe collection and delivery of mail on a
leased by the taxpayer. Ataxpayer geneyears in which the business standardural route if the employee receives quali-
ally may deduct an amount equal to eithenileage rate was used. If actual costsed reimbursements (as defined in
the business standard mileage rate timegre used for one or more of those year§,162(0)) for such expenses. See § 162(0]
the number of business miles traveled dhe rates above will not apply to any yeafor the rules that apply to these qualified
the actual costs (both operating and fixedp which such costs were used. The deeimbursements.
paid or incurred by the taxpayer that arpreciation described above will reduce the
allocable to traveling those busines$asis of the automobile (but not belowECTION 6. RESERVED

miles. zero) in determining adjusted basis as '&SECTION 7. CHARITABLE
.03 Business standard mileage rate imquired by § 1016. MEDICAL. AND MOVING ’
lieu of operating and fixed costsA de- .06 Limitations. STANDAR,D MILEAGE RATE

duction using the standard mileage rate (1) The business standard mileage
for business miles is computed on aate may not be used to compute the de-.01 Charitable. Section 170(i) pro-
yearly basis and is in lieu of all operatingluctible expenses of (a) automobiles useddes a standard mileage rate of 14 cents
and fixed costs of the automobile allocafor hire, such as taxicabs, or (b) two oper mile for purposes of computing the
ble to business purposes (except as prorore automobiles used simultaneouslgharitable deduction for use of an auto-
vided in section 9.06 of this revenue profsuch as in fleet operations). mobile in connection with rendering gra-
cedure). Such items as depreciation (or (2) The business standard mileagtitous services to a charitable organiza-
lease payments), maintenance and repairate may not be used to compute the dé&en under § 170.
tires, gasoline (including all taxes thereductible business expenses of an automo-.02 Medical and moving.The standard
on), oil, insurance, and license and regisile leased by a taxpayer unless the taxnileage rate is 10 cents per mile for use of
tration fees are included in operating andayer uses either the business standaad automobile (a) to obtain medical care
fixed costs for this purpose. mileage rate or a FAVR allowance (as prodescribed in § 213, or (b) as part of a
.04 Parking fees, tolls, interest, andvided in section 8 of this revenue procemove for which the expenses are de-
taxes. Parking fees and tolls attributabledure) to compute the deductible businesiuctible under § 217. The standard mile-
to use of the automobile for business puexpenses of the automobile for the entirage rates for medical and moving trans-
poses may be deducted as separate iteregase period (including renewals). For portation expenses will be adjusted
Likewise, interest relating to the purchaséease commencing on or before Decembannually (to the extent warranted) by the
of the automobile as well as state and locall, 1997, the “entire lease period” meanService, and any such adjustment will be
taxes (other than those included in the coslte portion of the lease period (includingapplied prospectively.
of gasoline) may be deducted as separatenewals) remaining after that date. .03 Charitable, medical, or moving ex-
items, but only to the extent that the inter-  (3) The business standard mileagpense standard mileage rate in lieu of op-
est or taxes are allowable deductionsate may not be used to compute the derating expensesA deduction computed
under 8 163 or 164 respectively. If the auductible expenses of an automobile fousing the applicable standard mileage rate
tomobile is operated less than 100 percenthich the taxpayer has (a) claimed deprder charitable, medical, or moving ex-
for business purposes, an allocation is reiation using a method other than straighppense miles is in lieu of all operating ex-
quired to determine the business and notine for its estimated useful life, (b) penses (including gasoline and oil) of the
business portion of the taxes and interestaimed a § 179 deduction, or (c) used theutomobile allocable to such purposes.
deduction allowable. However, § 163(h)Accelerated Cost Recovery SystentCosts for such items as depreciation (or
(2)(A) expressly provides that interest iSACRS) under former 8 168 or the Modi-lease payments), maintenance and repairs
nondeductible personal interest when it ifed Accelerated Cost Recovery Systertires, insurance, and license and registra-
paid or accrued on indebtedness properfIACRS) under current § 168. By usingtion fees are not deductible, and are not
allocable to the trade or business of pethe business standard mileage rate, thecluded in such standard mileage rates.
forming services as an employee. Sectidlaxpayer has elected to exclude the auto- .04 Parking fees, tolls, interest, and
164 also expressly provides that state andobile (if owned) from MACRS pursuanttaxes. Parking fees and tolls attributable
local taxes that are paid or accrued by @ § 168(f)(1). If, after using the busines$o the use of the automobile for charita-
taxpayer in connection with an acquisitiorstandard mileage rate, the taxpayer uséte, medical, or moving expense purposes
or disposition of property will be treatedactual costs, the taxpayer must usmay be deducted as separate items. Like
as part of the cost of the acquired propertstraight-line depreciation for the automowise, interest relating to the purchase of
or as a reduction in the amount realized dnile’s remaining estimated useful lifethe automobile as well as state and local
the disposition of such property. (subject to the applicable depreciation deaxes (other than those included in the
.05 Depreciation. For owned automo- duction limitations under § 280F). cost of gasoline) may be deducted as sep
biles placed in service for business pur-  (4) The business standard mileagarate items, but only to the extent that the
poses, and for which the business stamate and this revenue procedure may naiterest and taxes are allowable deduc-
dard mileage rate has been used for ame used to compute the amount of the ddens under § 163 or 164, respectively.



SECTION 8. FIXED AND VARIABLE than the entire calendar year, the annually paid or incurred by the employee.
RATE ALLOWANCE business mileage may be prorated onBhus, for purposes of determining the
monthly basis for purposes of the precedamount of fixed costs, the base locality is
:01In general. ing sentence. generally the geographic locality or re-
(1) The ordinary and necessary ex- ~ (2 periodic fixed paymentA peri- gion in which the employee resides. For
penses paid or incurred by an employee igyic fixed payment covers the projectegurposes of determining the amount of
driving an automobile owned or leased byyeq costs (including depreciation (oroperating costs, the base locality is gener.
the employee in connection with the pergase payments), insurance, registratically the geographic locality or region in
formance of services as an employee ofyq |icense fees, and personal properyhich the employee drives the automo-
the employer will be deemed substantigayes) of driving the standard automobildile in connection with the performance
ated (in an amount determined under seg; connection with the performance ofof services as an employee of the em-
tion 9 of this revenue procedure) when gepyices as an employee of the employgioyer.
payor reimburses such expenses withig 5 pase locality, and must be paid at  (5) Standard automobileA standard
mileage allowance using a flat rate ofgast quarterly. A periodic fixed paymentautomobile is the automobile selected by
stated schedule that combines periodigay be computed by (a) dividing the totathe payor on which a specific FAVR al-
fixed and variable rate payments thagojected fixed costs of the standard autdewance is based.
meet all the requirements of section 8 gdyopile for all years of the retention pe-  (6) Standard automobile costThe
this revenue procedure (a FAVR alyjog, determined at the beginning of thestandard automobile cost for a calendar
lowance). retention period, by the number of periyear may not exceed 95 percent of the
(2) The amount of a FAVR al- ggic fixed payments in the retention pesum of (a) the retail dealer invoice cost of
lowance must be based on data that (a) ipd, and (b) multiplying the resulting the standard automobile in the base local-
derived from the base locality, (b) reflectamount by the business use percentage.ity, and (b) state and local sales or use
retail prices paid by consumers, and (c) is  (3) Perjodic variable paymentA taxes applicable on the purchase of suct
reasonable and statistically defensible igeriodic variable payment covers the proan automobile. Further, the standard au-
approximating the actual expenses enjected operating costs (including gasolineomobile cost may not exceed $27,300.
ployees receiving the allowance woulthng all taxes thereon, oil, tires, and rou-  (7) Annual mileage Annual mileage
incur as owners of the standard autom@me maintenance and repairs) of driving & the total mileage (business and per-
bile. standard automobile in connection wittsonal) a payor reasonably projects a stan
.02 Definitions. the performance of services as an englard 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 paymentgnd must be paid at least quarterly. Thennual business mileage divided by the
and periodic variable payments. A payofate of a periodic variable payment for dusiness use percentage.
may maintain more than one FAVR alcomputation period may be computed by  (8) Annual business mileageAn-
lowance. AFAVR allowance that uses thejividing the total projected operatingnual business mileage is the mileage &
same payor, standard automobile (or agosts for the standard automobile for thpayor reasonably projects a standard auto
automobile of the same make and modebmputation period, determined at the banobile will be driven by an employee in
that is comparably equipped), retentioginning of the computation period, by theconnection with the performance of ser-
period, and business use percentage ddmputation period mileage. A computavices as an employee of the employer dur-
considered one FAVR allowance, evefiion period can be any period of a year ang the calendar year, but may not be less
though other features of the allowancéss. Computation period mileage is théhan 6,250 miles for a calendar year. An-
may vary. A FAVR allowance also in-total mileage (business and personal) mual business mileage equals the annua
cludes any optional high mileage paypayor reasonably projects a standard autotileage multiplied by the business use
ments; however, such optional highmobile will be driven during a computa-percentage.
mileage payments are included in the emion period and equals the retention  (9) Business use percentagkbusi-
ployee’s gross income, are reported asileage divided by the number of compuness use percentage is determined by di
wages or other compensation on the enmation periods in the retention period. Foviding the annual business mileage by the
ployee’s Form W-2, and are subject t@ach business mile substantiated by trenual mileage. The business use per
withholding and payment of employmeniemployee for the computation period, theentage may not exceed 75 percent. Ir
taxes when paid. See section 9.05 of thjgeriodic variable payment must be paid dieu of demonstrating the reasonablenes:
revenue procedure. An optional higha rate that does not exceed the rate for thaft the business use percentage based o
mileage payment covers the additionatomputation period. records of total mileage and business
depreciation for a standard automobile at-  (4) Base locality. A base locality is mileage driven by the employees annu-
tributable to business miles driven andhe particular geographic locality or re-ally, a payor may use a business use per
substantiated by the employee for a caleigion of the United States in which thecentage that is less than or equal to the
dar year in excess of the annual businesssts of driving an automobile in connecfollowing percentages for a FAVR al-
mileage for that year. If an employee igion with the performance of services aowance that is paid for the following an-
covered by the FAVR allowance for lesan employee of the employer are genenual business mileage:



Annual business mileage Business use percentage

6,250 or more but less than 10,000 45 percent
10,000 or more but less than 15,000 55 percent
15,000 or more but less than 20,000 65 percent
20,000 or more 75 percent

(10) Retention period.A retention to the purchase of the standard automgear (see, e.g., section 5.01 of this rev-
period is the period in calendar years sdsile may be deducted as a separate iteenue procedure).
lected by the payor during which thebut only to the extent that the interestisan  (4) The depreciation included in
payor expects an employee to drive allowable deduction under § 163. each periodic fixed payment portion of a
standard automobile in connection with .04 Depreciation. FAVR allowance paid with respect to an
the performance of services as an em- (1) A FAVR allowance may not be automobile will reduce the basis of the
ployee of the employer before the autopaid with respect to an automobile foeutomobile (but not below zero) in deter-
mobile is replaced. Such period may nowhich the employee has (a) claimed demining adjusted basis as required by
be less than two calendar years. preciation using a method other tha$ 1016. See section 8.07(2) of this rev-

(11) Retention mileage.Retention straight-line for its estimated useful life,enue procedure for the requirement that
mileage is the annual mileage multipliedb) claimed a § 179 deduction, or (c) usethe employer report the depreciation com-
by the number of calendar years in the rehe Accelerated Cost Recovery Syster@onent of a periodic fixed payment to the
tention period. (ACRS) under former § 168 or the Modi-employee.

(12) Residual value.The residual fied Accelerated Cost Recovery System -05FAVR allowance limitations. .
value of a standard automobile is the prgMACRS) under current § 168. Ifanem- (1) A FAVR allowance may be paid
jected amount for which it could be soldployee uses actual costs for an owned agPly to an employee who substantiates to
at the end of the retention period aftetomobile that has been covered by f1€ payor for a calendar year at least
being driven the retention mileage. Th&AVR allowance, the employee must us@:000 miles driven in connection with the
Service will accept the following safe harstraight-line depreciation for the automoP€rformance of services as an employee
bor residual values for a standard automdsile’s remaining estimated useful life®f the employer or, if greater, 80 percent
bile computed as a percentage of the stagsubject to the applicable depreciation de2f the annual business mileage of that
dard automobile cost: duction limitations under § 280F). FAVR allowance. If the employee is cov-

(2) Except as provided in sectionered by the FAVR allowance for less than

Retention period Residual value h i imi

P 8.04(3) of this revenue procedure, th hee E;g:g?egacl)in:ioynetﬁlr, tg‘aess_g limits may
2-year 70 percent total amount of the depreciation compo- p(z) A FAVR allowar):ce rrlla not be
3-year 60 percent nent for the retention period takeninto ac. . %' " T L (as Ziefined "
4-year 50 percent count in computing the periodic fixed? ploy ;

- . : § 1.61-21(f)(5) and (6), excluding the
.03 FAVR allowance in lieu of operat- payments for that retention period mayé NS ;

_ _ 100,000 limitation in paragraph
ing and fixed costs. not exceed the excess of the standard

(1) Areimbursement computed usingomobile cost over the residual value o (5)((5;)kt no time during a calendar year
a FAVR allowance is in lieu of the em-the standard automobile. In addition, th?nay a majority of the employees covered
ployee’s deduction of all the operatingotal amount of such depreciation COMPOgy, 3 FAVR allowance be management
and fixed costs paid or incurred by an emment may not exceed the sum of the aRi; o e,
ployee in driving the automobile in con-nual § 280F limitations on depreciation (4) At all times during a calendar
nection with the performance of servicegin effect at the beginning of the retentiori,ear at least five employees of an em-
as an employee of the employer, except @eriod) that apply to the standard automasjoyer must be covered by one or more
provided in section 9.06 of this revenudile during the retention period. FAVR allowances.
procedure. Such items as depreciation (or  (3) If the depreciation component of (5) A FAVR allowance may be paid
lease payments), maintenance and repaipgriodic fixed payments exceeds the limipnly with respect to an automobile (a)
tires, gasoline (including all taxestations in section 8.04(2) of this revenugwned or leased by the employee receiv-
thereon), oil, insurance, license and regigrocedure, that section will be treated agg the payment, (b) the cost of which,
tration fees, and personal property taxesatisfied in any year during which thewhen new, is at least 90 percent of the
are included in operating and fixed costtotal annual amount of the periodic fixedstandard automobile cost taken into ac-
for this purpose. payments and the periodic variable paycount for purposes of determining the
(2) Parking fees and tolls attributablements made to an employee driving 8@¢AVR allowance for the first calendar
to an employee driving the standard autgercent of the annual business mileage gtar the employee receives the allowance
mobile in connection with the perfor-the standard automobile does not exceegith respect to that automobile, and (c)
mance of services as an employee of thithe amount obtained by multiplying 80the model year of which does not differ
employer are not included in fixed andoercent of the annual business mileage éfom the current calendar year by more
operating costs and may be deducted #se standard automobile by the applicabldan the number of years in the retention
separate items. Similarly, interest relatingpusiness standard mileage rate for thateriod.



(6) A FAVR allowance may not be (1) The payor or its agent must mainmultiplied by the number of business
paid with respect to an automobile leasethin written records setting forth (a) themiles substantiated by the employee; or
by an employee for which the employestatistical data and projections on which  (2) for a FAVR allowance, the
has used actual expenses to compute tliee FAVR allowance payments are base@mount paid under the FAVR allowance
deductible business expenses of the autand (b) the information provided by theess the sum of (a) any periodic variable
mobile for any year during the entire leasemployees pursuant to section 8.06 of thigite payment that relates to miles in ex-
period. For alease commencing on or be@evenue procedure. cess of the business miles substantiate
fore December 31, 1997, the “entire lease  (2) Within 30 days of the end of eactby the employee and that the employee
period” means the portion of the lease pesalendar year, the employer must providils to return to the payor although re-
riod (including renewals) remaining aftereach employee covered by a FAVR alquired to do so, (b) any portion of a peri-
that date. lowance during that year with a statemerdic fixed payment that relates to a period

(7) The insurance cost component ofhat, for automobile owners, lists theduring which the employee is treated as
a FAVR allowance must be based on thgmount of depreciation included in eactiot covered by the FAVR allowance and
rates charged in the base locality for inperiodic fixed payment portion of thethat the employee fails to return to the
surance coverage on the standard autpavR allowance paid during that calen{ayor although required to do so, and (c)
mobile during the current calendar yeagar year and explains that by receiving &ny optional high mileage payments.
without taking into account such rate-inFAVR allowance the employee has -02 If the amount of transportation ex-
creasing factors as poor driving records ®jected to exclude the automobile fronPenses is deemed substantiated under th
young drivers. MACRS pursuant to § 168(f)(1). For auJules provided in section 9.01 of this rev-

(8) A FAVR allowance may be paid qomobile lessees, the statement must eRhU€e procedure, and the employee actu
only to an employee whose insurancgjain that by receiving the FAVR al-ally substantiates to the payor the ele-
coverage limits on the automobile withgwance the employee may not computB'€nts of time, place (or use), and
respect to which the FAVR allowance ishe deductible business expenses of tfuisiness purpose of the transportation ex
paid are at least equal to the insurancgiomobile using actual expenses for tHe€Nses in accordance with paragraph:
coverage limits used to compute the perisnpiire lease period (including renewals)(.b)(z) (travel away from home), (b)(6)
odic fixed payment under that FAVR al-pq; 5 |ease commencing on or before pdlisted property, which includes passenger
lowance. cember 31, 1997, the “entire lease period&\utomobiles and any other property used

.06 Employee reporting.Within 30 1 aans the portion of the lease period (irfS @ means of transportation), and (c) of
days after an employee’s automobile iﬁluding renewals) remaining after tha® 1.274-5T, the employee is deemed to
initially covered by a FAVR allowance, or j4¢a satisfy the adequate accounting require-
is again covered by a FAVR allowance if 08 Failure to meet section 8 require—mems of § 1.274-5T(f), as well as the re-
such coverage has lapsed, the employ?ﬁems.” an employee receives a m”e‘,ﬂg@uirement to substantiate by adequate

by wnttt_an declaratlc_)n must prqwde theallowance that fails to meet one or rnor‘_Eecords or other sufficient evidence for
payor with the following information: (a)

of the requirements of section 8 of thiPurposes of § 1.274-5T(c). See § 1.62-
the make, model, and year of the e

i . ; Mrevenue procedure, the employee may ngfe)(l) for_ the “4'9 that an arrangement
ployee’s automobile, (b) written proof ofbe treated as covered by any FAVR aIr_nust require business expenses to be suk

the iljsurance coverage limits on the am%wance of the payor during the period Oi;tarjtiated 'to the payor within a reasonable
motblle, b((;) thz q?omete(; r’([-:‘r?dlng o; thesuch failure. Nevertheless, the expens ser(')%d:f time. ¢ idi i

automobrie, (d) i owned, e purcnasg,  hich that mileage allowance relates N arrangement providing mileage
price of the automobile or, if leased, the allowances will be treated as satisfying

. : S ! Mmay be deemed substantiated using t ; : -
price at which the automobile is ordinar ethod described in sections 5, 9.01(1 ﬁe requwement_ of § 1.62—2(f_)(2) with re
é)ect to returning amounts in excess of

lly sold by retailers (_the gross ca_pltallzeinnd 9.02 of this revenue procedure to th .
cost of the automobile), and (e) if owned : . expenses as follows:
éxtent the requirements of those sections

whether the employee has claimed depre- (1) For a mileage allowance other
ciation with respect to the automobile®"® met. than a FAVR allowance, the requirement to
using any of the depreciation method§ECTION 9. APPLICATION return excess amounts will be treated as
prohibited by section 8.04(1) of this rev- satisfied if the employee is required to re-

enue procedure or, if leased, whether the .01 If a payor pays a mileage allowanceurn within a reasonable period of time (as
employee has computed deductible busin lieu of reimbursing actual transportadefined in § 1.62-2(g)) any portion of such
ness expenses with respect to the automi@en expenses incurred or to be incurredn allowance that relates to miles of travel
bile using actual expenses. The informa&dy an employee, the amount of the exaot substantiated by the employee, ever
tion described in (a), (b), and (c) of thepenses that is deemed substantiated to t@ugh the arrangement does not require
preceding sentence also must be suppligeyor is either: the employee to return the portion of such
by the employee to the payor within 30 (1) for any mileage allowance otheran allowance that relates to the miles of
days after the beginning of each calenddhan a FAVR allowance, the lesser of thé&ravel substantiated and that exceeds the
year that the employee’s automobile ismount paid under the mileage allowancamount of the employee’s expenses
covered by a FAVR allowance. or the applicable standard mileage rate ideemed substantiated. For example, as

.07 Payor recordkeeping and reporting.section 5.01 of this revenue procedursume a payor provides an employee an ad



vance mileage allowance of $70 based amder a nonaccountable plan, is reported .07 An employee may deduct an
an anticipated 200 business miles at 3&s wages or other compensation on thEmount computed pursuant to section
cents per mile (at a time when the applicemployee’s Form W-2, and is subject t&.01 of this revenue procedure only as an
ble business standard mileage rate is 32ithholding and payment of employmenttemized deduction. This itemized deduc-
cents per mile), and the employee substataxes. See 8§ 1.62-2(c)(3)(ii), (c)(5), andon is subject to the 2-percent floor on
tiates 120 business miles. The requireme(tt)(2)(i)(B). miscellaneous itemized deductions pro-
to return excess amounts will be treated as .06 vided in § 67.
satisfied if the employee is required to re- (1) Except as otherwise provided in .08 A self-employed individual may
turn the portion of the allowance that resection 9.06(2) of this revenue procedurgeduct an amount computed pursuant to
lates to the 80 unsubstantiated businegsth respect to leased automobiles, if theection 5.01 of this revenue procedure in
miles ($28) even though the employee iamount of the expenses deemed substardietermining adjusted gross income under
not required to return the portion of the alated under the rules provided in sectiog 62(a)(1).
lowance ($3) that exceeds the amount &.01 of this revenue procedure is less than .09 If a payor’s reimbursement or other
the employee’s expenses deemed substdhe amount of the employee’s businessxpense allowance arrangement evi-
tiated under section 9.01 of this revenuransportation expenses, the employegences a pattern of abuse of the rules of
procedure ($39) for the 120 substantiateshay claim an itemized deduction for theg 62(c) and the regulations thereunder, all
business miles. However, the $3 excessnount by which the business transportgsayments under the arrangement will be
portion of the allowance is treated as paitlon expenses exceed the amount that {g&ated as made under a nonaccountabls
under a nonaccountable plan as discussddemed substantiated, provided the emtan. Thus, such payments are included
in section 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 Forfyorted as wages or other compensation or
quirement to return excess amounts wi106, Employee Business Expenses, thge employee’s Form W-2, and are subject
be treated as satisfied if the employee Beemed substantiated portion of thg, withholding and payment of employ-
required to return within a reasonable pemileage allowance received from thenent taxes. See 8§ 1.62-2(c)(3), (c)(5),
riod of time (as defined in § 1.62-2(g))payor, and includes in gross income thgnq (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 theECTION 10. WITHHOLDING AND
miles in excess of the business miles sulasmount deemed substantiated. S&AYMENT 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, i i
ment that relates to a period during whickubstantiation 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 iOther than a FAVR allowance), if any,
FAVR allowance. claiming a deduction that is equal to ofhat relates to the miles of business travel

.04 An employee is not required to indess than the applicable standard mileagé/PStantiated and that exceeds the amour
clude in gross income the portion of aate multiplied by the number of busines§&émed 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 amoumhinus the amount deemed substantiaté@dure is subject to withholding and pay-
deemed substantiated under section 9.@mhder section 9.01 of this revenue procdlent of employment taxes. See § 1.62-
of this revenue procedure, provided theure. The itemized deduction is subject(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)(i). In addition, such portion of the al- ~ (2) An employee whose busines§€ss described in section 10.01 of this
lowance is treated as paid under an atransportation expenses with respect to fgvenue procedure is subject to withhold-
countable plan, is not reported as wagdsased automobile are deemed substantild and payment of employment taxes in
or other compensation on the employeested under section 9.01(1) of this revenu&e payroll period in which the payor re-
Form W-2, and is exempt from the with-procedure (relating to an allowance othdimburses the expenses for the busines:
holding and payment of employmenthan a FAVR allowance) may not claim aniles substantiated. See § 1.62-2(h)(2)-
taxes. See §§ 1.62-2(c)(2) and (c)(4). deduction based on actual expenses ui}B)(2).

.05 An employee is required to includdess the employee does so consistently be- (2) In the case of a mileage al-
in gross income only the portion of aginning with the first business use of thédowance paid as an advance, the exces:
mileage allowance received from a payoautomobile after December 31, 1997described in section 10.01 of this revenue
that exceeds the amount deemed substatewever, an employee whose businegyocedure is subject to withholding and
tiated under section 9.01 of this revenutransportation expenses with respect to payment of employment taxes no later
procedure, provided the employee sudeased automobile are deemed substanthan the first payroll period following the
stantiates in accordance with section 9.02ted under section 9.01(2) of this revenugayroll period in which the business miles
of this revenue procedure. See § 1.274rocedure (relating to a FAVR allowancewith respect to which the advance was
5T(f)(2)(i)). In addition, the excess por-may not claim a deduction based on agaid are substantiated. See § 1.62-2(h).
tion of the allowance is treated as paitual expenses. (2)()(B)(3). If some or all of the business



miles with respect to which the advancéowance at a rate of 35 cents per mil&ils to return within a reasonable period,
was paid are not substantiated within &hen the business standard mileage rai subject to withholding and payment of
reasonable period of time and the ems 32.5 cents per mile). The employeemployment taxes no later than the first
ployee does not return the portion of theloes not require the return of the portiopayroll period following the end of the
allowance that relates to those milesf the allowance (2.5 cents) that exceedgasonable period. See § 1.62-2(h)-
within a reasonable period of time, thehe business standard mileage rate for tig)(i)(A).
portion of the allowance that relates tdusiness miles substantiated. In June, the (2) Any optional high mileage pay-
those miles is subject to withholding an&mployer advances an employee $175 ferent is subject to withholding and pay-
payment of employment taxes no lateb00 miles to be traveled during the monthment of employment taxes when paid.
than the first payroll period following the In July, the employee substantiates to the
end of the reasonable period. See § 1.62mployer 400 business miles traveled i®ECTION 11. EFFECT ON OTHER
2(h)(2))(A). June and returns $35 to the employer fdPOCUMENTS

(3) In the case of a mileage al{'he 100 business miles ngt traveled. The Rev. Proc. 98-63. 1998-52 |.R.B. 25,
lowance that is not computed on the basamount deemed substantiated for the 400 -

) ) . ; as modified by Announcement 99-7,
of a fixed amount per mile of travel (e.g.miles traveled is $130 and the employee | .

. . : ) o 999-2 I.R.B. 45, is hereby superseded
a mileage allowance that combines periot required to return the remaining $1Ofor mileage allowances that are paid both
odic fixed and variable rate payments, butlo later than the first payroll period fol- 1 9 | ¢ Jp 1
that does not satisfy the requirements dbwing the payroll period in which the 400( ) to an emp oyee on or a ter January 1,
section 8 of this revenue procedure), theusiness miles traveled are substantiate%(,)oo’ and (2) W't.h res_pect to transporta-
payor must compute periodically (no lesshe employer must withhold and pay emton expenses paid or incurred by the em-
frequently than quarterly) the amount, ifployment taxes on $10. ployee on or after Jaqqary 1,2000. Rev.
any, that exceeds the amount deemed sub-02 The portion of a FAVR aIIowance,PrOC' 98_63_’ as modified by Announce-
stantiated under section 9.01(1) of thi any, that exceeds the amount deemdd€Nt 99—7. is also hereby superseded fo
revenue procedure by comparing the totalubstantiated for those miles under se@UrPoses of computing the amount allow-
mileage allowance paid for the period tdion 9.01(2) of this revenue procedure i&P€ @s a deduction for transportation ex-
the applicable standard mileage rate isubject to withholding and payment of€nses paid or incurred on or after Janu:
section 5.01 of this revenue proceduremployment taxes. See § 1.62-2(h)2"Y 1, 2000.
mgltiplied by f[he number of businesg2)(i)(B). o . DRAFETING INEFORMATION
miles substantiated by the employee for (1) Any periodic variable rate pay-
the period. Any excess is subject to withment that relates to miles in excess of the The principal author of this revenue
holding and payment of employmentbusiness miles substantiated by the emprocedure is Edwin B. Cleverdon of the
taxes no later than the first payroll periogbloyee and that the employee fails to redffice of Assistant Chief Counsel (In-
following the payroll period in which the turn within a reasonable period, or angome Tax and Accounting). For further
excess is computed. See § 1.62-2(hportion of a periodic fixed payment thatinformation regarding this revenue proce-
2)()(B)(4). relates to a period during which the emdure, contact Mr. Cleverdon at (202) 622-

(4) For example, assume an employee is treated as not covered by th£920 (not a toll-free call).
ployer pays its employees a mileage aFAVR allowance and that the employee



