26 CFR 601.105 Examination of returrs and
claims for refund credit, or abatementdetermina-
tion of corred tax liability.

(Also Part I, Sectiors 62, 162, 274, 1016 1.62-2,
1.162-171.274-9, 1.274(d)-1 1.1016-3.)

Rev. Proc. 96-63
SECTION 1. PURPOSE

This revene procedue updats Rev.
Proc 95-54 19952 C.B. 450, by pro-
viding optiond standad mileage rates
for employees self-employd individu-
als or othe taxpayes to use in comput-
ing the deductibé coss paid or incurred
on or after Januay 1, 1997, of operating
a passenge automobié for business,
charitable medical or moving expense
purposes This revenwe procedue also
provides rules unde which the amount
of ordinay and necessar expense of
locd travd or transportatio away from
home tha are paid or incurred by an
employe will be deemé substantiated
unde 8§ 1.274-5 of the temporay In-
come Tax Regulatios when a payor
(the employe, its agent or a third party)
provides a mileage allowan® unde a
reimbursemen or otha expens allow-
ane arrangemento pay for sudh ex-
penses Use of a methal of substantia-
tion describé in this revene procedure
is not mandatoy and a taxpaye may

use actud allowabke expenss if the
taxpaye maintairs adequat records or
othe suficient evidene for prope sub-
stantiation.

SEC. 2. SUMMARY OF STANDARD
MILEAGE RATES

Busines (Sec 5 below)
315 cens pe mile

Rurd Mail Carrigr (Sec 6 below)
47.%5 cens pe mile

Charitabé (Sec 7 below)
12 cens per mile

Medicd and Moving (Sec 7 below)
10 cens per mile

SEC. 3. BACKGROUND

.01 Sectim 162(3 of the Internal
Revene Code allows adeductio for all
the ordinay amd necessar expenses
paid or incurred during the taxabk year
in carrying on ary trade or business.
Unde tha provision an employe or
self-employe individud may dedud the
cog of operatiny a passengeautomobile
to the extert tha it is usel in atrade or
business Howeve, unde § 262 no
portion of the cog of operatig a pas-
senge automobie that is attributabé to
personbus is deductible.

.02 Sectimn 274(d provides in part,
tha no deductio shal be allowed under
§ 162 with respet to ary listed prop-
erty (as defined in § 280F(d)(4 to
include passenge automobile and any
othe propery usal as a mears of
transportatioh unles the taxpaye com-
plies with certan substantiatio require-
ments The sectio further provides that
regulatiors may prescrile that sone or
all of the substantiatio requiremerg do
not apply to an expensg tha does not
exceel an amoun prescribé by such
regulations.

.03 Sectin 1.274(d)4 in part grants
the Commissione the authoriy to pre-
scribe rules relating to mileage allow-
ances for ordinay and necessar ex-
penss of locd travd amd transportation
away from home Pursuah to this grant
of authority, the Commissione may pre-
scribe rules unde which sud allow-
ances if in accordane with reasonable
busines practice will be regarde as (1)
equivalet to substantiationby adequate
records or otha suficient evidence of
the amoun of sud travd and transpo-
tation- expense~ for- purpose- of
§ 1.274-5T(c) ard (2) satisfyirg the
requiremerg of an adequat accounting
to the employe of the amount of such
expense for purposs of § 1.274-5T(f).

.04 Sectim 62(a)(2)(A allows an
employee in determinirg adjuste gross
income a deductim for the expenses
allowed by Pat VI (8 161 ard follow-
ing), subchapte B, chapte 1 of the
Code paid or incurred by the employee
in connectim with the performane of
services as an employe unde a reim-
bursemeh or othe expens allowance
arrangemenwith a paya.

.05 Sectiom 62(¢ provides tha an
arrangemein will not be treatel as a
reimbursemenor otha expeng allow-
ane arrangemen for purpose of
§ 62(a)(2)(A if it—

(1) does naot require the employee
to substantiat the expense covera by
the arrangemento the paya, or

(2) provides the employes with the
right to retan ary amourn in exces of
the substantiaté expense covera un-
der the arrangementSection 62(¢ fur-
ther provides that the substantiatio re-
quiremens describe theren shal not
appl to arny expens to the extert that,
unde the grart of regulatoy authority
prescribe in 8§ 274(d) the Commis-
sione has providel tha substantiatio is
not required for suc expense.

.06 Unde 8§ 1.62-2(c)(} a reim-
bursemeh or othe expens allowance
arrangemein satisfies the requirements
of § 62(g if it mees the requirements
of busines connection substantiation,
ard returnirg amouns in exces of
expenss as specifial in the regulations.
Sectim 1.62-2(e)(2 specificaly pro-
vides that substantiatio of certan busi-
nes expense in accordane with rules
prescribel unde the authority of
§ 1.274(d)41 will be treatal as substan-
tiation of the amoun of sud expenses
for purposes of § 1.62-2 Unde
§ 1.62-2(f)(2) the Commissione may
prescrile rules unde which an arrange-
mert providing mileage allowance will
be treata as satisfyirg the requirement
of returnig amouns in exces of ex-
penses even thouch the arrangement
does not require the employe to return
the portion of such an allowane that
relates to miles of travd substantiated
ard tha exceed the amourt of the
employeés expense deeme substanti-
ated pursuam to rules prescribe under
§ 274(d) providal the allowane is rea-
sonaby calculatel not to excee the
amoun of the employeés expenss or
anticipatel expenss ard the employee
is requira to retum ary portion of such
an allowane tha relates to miles of
travd not substantiated.

.07 Sectim 1.62-2(h)(2)()(B pro-
vides tha if a paya pays a mileage
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allowance under an arrangement thatle, or in accordance with any othertenance and repairs, tires, gasoline (in-
meets the requirements of § 1.62-Service-specified rate or schedule. cluding all taxes thereon), oil, insurance,
2(c)(1), the portion, if any, of the allow- .04 Flat rate or stated scheduleA and registration fees are included in
ance that relates to miles of travelmileage allowance is paid at a flat rateoperating and fixed costs.
substantiated in accordance withor stated schedule if it is provided on a 04 parking fees, tolls, interest, and
t§h 1.62—2|(e), that exceeds tf(}je amodunt (gjmform and objective basis with respeciayes. Parking fees and tolls attributable
stgnt?;?gdoﬁg?Ssuecxhpetrrlg\?gl peuergjimts?cn,_oéh%uiﬁpgnj\?vznggsrﬁgzege 'Saigesgﬁfb use of the %Utoygbllf éor busmesst
rules prescribed under 88 274(d) anddically at a fixed rate, at a cents—per-ﬁg:ﬁgsﬁkercv?ge ientereest'zcrzlatiar‘ls ?gpt?]réa\e
1.274(d)-1, and that the employee is notile rate, at a variable rate based on ' ; : g
; ; ; ; . purchase of the automobile as well as

required to return, is subject to with-stated schedule, at a rate that combm% 4 local her than th
holding and payment of employmentany of these rates, or on any other basido.c and local taxes (other than those
taxes. See 8§ 31.3121(a)-3, 31.323%hat is consistently applied and in accorincluded in the cost of gasoline) may be
(€)-3, 31.3306(b)-2, and 31.3401(a)-4dance with reasonable business practicdeducted as separate items, but only to
Because the emp'oyee is not required tqrhus, for example' a periodic paymen{ e extent that the interest or taxes are
return this excess portion, the reasonablgt a fixed rate to cover the fixed costs@llowable deductions under § 163 or
period of time provisions of § 1.62-2(g) (including depreciation, insurance, regi3164 respectively. If the automobile is
(relating to the return of excesstration and license fees, and persondlPerated less than 100 percent for busi-
amounts) do not apply to this excesgroperty taxes) of driving an automobilen€ss purposes, an allocation is required
portion. in connection with the performance ofto determine the business and nonbusi-

.08 Under § 1.62-2(h)(2)(i)(B)(4), services as an employee of the emress portion of the taxes and interest
the Commissioner may, in his or herployer, coupled with a periodic paymentdeduction allowable. However, § 163-
discretion, prescribe special rules regardat a cents-per-mile rate to cover thegh)(2)(A) expressly provides that interest
ing the timing of withholding and pay- operating costs (including gasoline ands nondeductible personal interest when
ment of employment taxes on mileageall taxes thereon, oil, tires, and routingt is paid or accrued on indebtedness

allowances. maintenance and repairs) of using aproperly allocable to the trade or busi-
automobile for such purposes, is amess of performing services as an em-
SEC. 4. DEFINITIONS allowance paid at a flat rate or statechloyee. Section 164 also expressly pro-

.01 Standard mileage rateThe term Schedule. Likewise, a periodic paymentides that state and local taxes that are
at a variable rate based on a stategaid or accrued by a taxpayer in con-

“standard mileage rate” means the ap- ; i . L 1d . .

plicable amount provided by the Servicescedule for different locales to coverection with an acquisition or disposi-
for optional use by employees or selfN€ Costs of driving an automobile intion of property will be treated as part
employed individuals in computing the €0NNection with the performance of serof the cost of the acquired property or
deductible costs of operating passengC€S @S an employee is an allowanc@s a reduction in the amount realized on

automobiles owned by them (includingP@d at a flat rate or stated schedulethe disposition of such property.

vans, pickups, or p%nel trucks) fqr b”Si'SEC. 5. BUSINESS STANDARD .05 Depreciatioq. . .
ness purposes, or by taxpayers in oM EAGE RATE For automobiles placed in service
puting the deductible costs of operating for business purposes, and for which the

passenger automobiles for charitable, .01 In general. The standard mileage business standard mileage rate has been
medical, or moving expense purposesate for transportation expenses paid aused for any year, depreciation will be
.02 Transportation expensesThe incurred on or after January 1, 1997, iconsidered to have been allowed at the
term “transportation expenses” means31.5 cents per mile for all miles of userate of 11 cents a mile for 1989, 1990,
the expenses of operating a passengéor business purposes. This businesasnd 1991; 11.5 cents a mile for 1992
automobile for local travel or transporta-standard mileage rate will be adjustecand 1993; and 12 cents a mile for 1994,

tion away from home. annually (to the extent warranted) by thel995, 1996, and 1997, for those years in
.03 Mileage allowance. The term Service, and any such adjustment willvhich the business standard mileage rate
“mileage allowance” means a paymentbe applied prospectively. was used. If actual costs were used for

under a reimbursement or other expense .02 Use of the business standardone or more of those years, the rates
allowance arrangement that meets thmileage rate. A taxpayer may, on a above will not apply to any year in
requirements specified in § 1.62-2(c)(Lyearly basis, deduct an amount equal t#hich such costs were used. The depre-
and that is either the business standard mileage ragdation described above will reduce the
(1) paid with respect to the ordi-times the number of business miledasis of the automobile (but not below
nary and necessary business expenseaveled or the actual costs (both operaero) in determining adjusted basis as
incurred, or which the payor reasonablying and fixed) paid or incurred by therequired by § 1016.
anticipates will be incurred, by an em-taxpayer that are allocable to traveling .06 Limitations.
ployee for transportation expenses inhose business miles. (1) The business standard mileage
connection with the performance of ser- 03 Business standard mileage rate irate may not be used to compute the
vices as an employee of the employeljeu of operating and fixed costsA deductible expenses of (a) vehicles used
(2) reasonably calculated not to exdeduction computed using the standartbr hire, such as taxicabs, (b) two or
ceed the amount of the expenses or thaileage rate for business miles is in lieunore automobiles used simultaneously
anticipated expenses, and of operating and fixed costs of the(such as in fleet operations), or (c) any
(3) paid at the applicable standardautomobile allocable to business purvehicle that is leased, rather than owned,
mileage rate, a flat rate or stated sche@poses. Such items as depreciation, maiy the taxpayer.



(2) The business standard mileagautomobile. For this purpose, claimingto the use of the automobile for chari-
rate may not be used if (a) the automoeepreciation means the deduction of aniable, medical, or moving expense pur-
bile has previously been depreciateéamount under § 167, 168, or 179 (in-poses may be deducted as separate
using a method other than straight-lineluding any such deduction attributabldtems. Likewise, interest relating to the
for its estimated useful life, (b) a § 179to use in a trade or business that doedurchase of the automobile as well as
deduction has been claimed, or (c) theot involve the performance of qualify- State and_ local taxes (othe_r than those
taxpayer has used the Accelerated Cosiig services). The availability of the included in the cost of gasoline) may be
Recovery System (ACRS) under formekspecial mileage rate is not affected byieducted as separate items, but only to
§ 168 or the Modified Accelerated Costgepreciation claimed for taxable yeardn€ extent that the interest and taxes are
Recovery System (MACRS) under CUryeginning before January 1, 1988. Thugilowable deductions under § 163 or
rent § 168. By using the business stang,q special mileage rate is availableleA" respectively.

dard mileage rate, the taxpayer haﬁven if the automobile was fU”y depre-SEC_ 8. FIXED AND VARIABLE RATE

elected to exclude the automobile fromc- ; f
iated in taxable years beginning beforey| | owANCE
MACRS pursuant to 8 168(n(1). If, January 1, 1988, and regardless of the

thgrr;tsén?h;hfafu;'gfslfs:;aggargl ggls year the automobile was placed in ser- .01 In general.
thge taxp:’;\yer mugt ):JSG straight-line de- ce. (1) The ordinary and necessary ex-
.04 Rural mail carrier special mile- penses paid or incurred by an employee

reciation for the automobile’s remain- o > . ! o e ;
ipng estimated useful life (subject to theAd€ rate in lieu of operating and fixedin driving an automobile in connection
applicable depreciation deduction limita-COStS- The rules provided under sectiorWith the performance of services as an

tions under § 280F for any passengep-03 ais0 apply to use of the speciapmployee of the employer will be

automobile). mileage rate. deemed substantiatgd (in an amount de-
.05 Parking fees, tolls, interest, and€rmined under section 9) when a payor
SEC. 6. RURAL MAIL CARRIER taxes. The rules provided under section'éimburses such expenses with a mile-
SPECIAL MILEAGE RATE 5.04 also apply to the use of the specigfd€ allowance using a flat rate or stated
mileage rate. schedule that combines periodic fixed
.01 Special mileage rateFor taxable and variable rate payments that meet all
years beginning after December 31SEC. 7. CHARITABLE, MEDICAL, the requirements of this section (a FAVR
1987, § 6008 of the Technical and Mis-AND MOVING STANDARD MILEAGE allowance).
cellaneous Revenue Act of 1988 RATE (2) The amount of a FAVR allow-
1988-3 C.B. 347, allows employees of ance must be based on data that (a) is

the United States Postal Service to use a -01 Charitable. Section 170()) pro- gerived from the base locality, (b) re-
special mileage rate in computing thevides a standard mileage rate of 13jects retail prices paid by consumers,
amount allowable as a deduction foicents per mile for purposes of computyng (c) is reasonable and statistically
business use of an automobile in pering the charitable deduction for use of &jefensible in approximating the actual
forming qualifying services. Qualifying Passenger automobile in connection Witlgxpenses of employees receiving the
services are services involving the colfendering gratuitous services to a charigjiowance.
lection and delivery of mail on a “rural table organization under § 170. 02 Definitions.
route,” as that term is defined by the .02 Medical and moving.The stan- (1) FAVR allowance.A FAVR al-
Postal Service. The special mileage ratdard mileage rate is 10 cents per mil§yyance includes periodic fixed pay-
is equal to 150 percent of the businesfor use of a passenger automobile (a) tf,ents and periodic variable payments. A
standard mileage rate, and is 47.25 centbtain medical care described in § 213payor may maintain more than one
per mile for transportation expenses paidr (b) as part of a move for which thepayr allowance. A FAVR allowance
or incurred on or after January 1, 1997%xpenses are deductible under 8§ 21% . \;ses the same payor, standard auto-
(150 percent of the business standar@ihe standard mileage rates for medicgl,pie (or an automobile’ of the same
mileage rate of 31.5 cents per mile)and moving transportation expenses Willoxe and model that is comparably
The special mileage rate applies to albe adjusted annually (to the extent Wargquipped), retention period, and business
business use of an automobile whileanted) by the Service, and any suchge perce,ntage is conside’red one FAVR
performing qualifying services. It will adjustment will be applied prospectiveIy.aHOWance even though other features of
be adjusted annua”_y (tO the extent war- .03 Charitable, medical, or moving the a||owa,nce may vary. A FAVR allow-
ranted) by the Service to reflect changegxpense standard mileage rate in lieu ofince also includes any optional high
in the business standard mileage ratgperating expensesA deduction com- mileage payments; however, such op-
and any such adjustment will be appliechuted using the applicable standargional high mileage payments are in-
prospectively. mileage rate for charitable, medical, orcjuded in the employee’s gross income,
.02 Depreciation. In determining the moving expense miles is in lieu of gre reported as wages or other compen-
adjusted basis of an automobile used toperating expenses (including gasolingation on the employee’s Form W-2,
perform qualifying services, depreciationand oil) of the automobile allocable tognd are subject to withholding and pay-
will be computed as provided in sectionsuch purposes. Costs for such items agent of employment taxes when paid.
5.05, except as provided in section 6.03depreciation, maintenance and repairgee section 9.05. An optional high mile-
.03 Special depreciation rulesThe tires, insurance, and registration fees argge payment covers the additional de-
special mileage rate is not available fonot deductible, and are not included irpreciation for a standard automobile
any automobile if, for any taxable yearsuch standard mileage rates. attributable to business miles driven and
beginning after December 31, 1987, the .04 Parking fees, tolls, interest, andsubstantiated by the employee for a
employee claims depreciation for suchaxes.Parking fees and tolls attributablecalendar year in excess of the annual



business mileage for that year. If arcality or region in which the employee Annual business Business use

employee is covered by the FAVR al-resides. For purposes of determining the mileage percentage

lowance for less than the entire calendagimount of operating costs, the bas

year, the annual business mileage mapcality is generally the geographic lo_‘ii,g?ga%r%osgobut 65 percent

be prorated on a monthly basis forcality or region in which the employee ’

purposes of_ the p_receding sentence.  drives the automobile in connection with20,000 or more 75 percent

_(2) Periodic fixed paymentA peri- ihe performance of services as an em-  (10) Retention period.A retention

?dlcdﬂxed paymler:jt_ covgrs the projectedyjoyee of the employer. period is the period in calendar years

Surance, regisration’ and. license. fees, (5) Standard automobileA stan- Selected by the payor during which the
' ard automobile is the passenger autd@yor expects an employee to drive a

es
and personal property taxes) of drivin a{j . . L . g
stanc?ard autoFr)noFl;ileyin con)nection V\%t obile selected by the payor on which #tandard automobile in connection with

the performance of services as an errspecific FAVR allowance is based. the performance of services as an em-

ployee of the employer in a base local-  (6) Standard automobile cosfThe plgﬁﬁg izf rtgelai':glogjéhbezgg dﬂ;;\aaaurﬁg_t
ity, and must be paid at least quarterlystandard automobile cost for a calendag]e less thanp WO c'alen darpyears y

A periodic fixed payment may be com-year may not exceed 95 percent of the (11) Retention mileage Retention
puted by (a) dividing the total projectedsum of (a) the retail dealer invoice COStmiIeage is the annual miIeaQe multiplied
fixed costs for the standard automobileof the standard automobile in the bas%y the number of calendar years in the
for all years of the retention period,|ocality, and (b) state and local sales Ofgtention period

determined at the beginning of the reyse taxes applicable on the purchase of (12) Residual value.The residual
tention period, by the number of peri-sych an automobile. Further, the stanygue of a standard automobile is the
odic fixed payments in the retentiongarg automobile cost may not exceeghrojected amount for which it could be
period, and (b) multiplying the resulting g6, 500, sold at the end of the retention period

amotj:?)t ggr;:(;cbltzﬂgilseu;eayﬁé%egtage. (7) Annual mileage.Annual mile- after being driven the retention mileage.
periodic variable payment covers the?9€ i the total mileage (business andhe Service will accept the following
personal) a payor reasonably projects 8afe harbor residual values for a stan-

rojected operating costs (includin . > | ;

D e and i taxgs tharson o1 tiragstandard automobile will be driven dur-dard automobile computed as a percent-
and routine maintenance and repairs) ghd @ calendar year. Annual mileage3d€ of the standard automobile cost:
driving a standard automobile in con-equals the annual business mileage di-Retention period Residual value

nection with the performance of servicegided by the business use percentage.

. . . 2-year 70 percent
as an employee of the employer in a  (8) Annual business mileageAn- 3-§ear 60 Bercent
base locality, and must be paid at leastual business mileage is the mileage a 4-year 50 percent

quarterly. The rate of a periodic variablepayor reasonably projects a standard o
payment for a computation period mayautomobile will be driven by an em-. -03 FAVR allowance in lieu of operat-
be computed by dividing the total pro-pjoyee in connection with the perfor-'"9 and fixed costs. _ _ ,
jected operating costs for the standarghance of services as an employee of th (1) Except as provided in section
automobile for the computation period.employer during the calendar year, buaE'OS(Z)' a deduction computed using a
determined at the beginning of the commay not be less than 6,250 miles for 4-VR allowance is in lieu of all the
putation period, by the computation pecalendar year. Annual business mileaggPerating and fixed costs paid or in-
riod mileage. A computation period canequals the annual mileage multiplied bytur'ed by an employee in driving the
be_ any penod o_f a year or less. Computhe husiness use percentage. ?utomoblle fln connection with tr:e per-]c
;atg)n(é)tesrﬁgsgmlggge |2r;fc1)e1at|())ta; m|;e- (9) Business use percentageh torem(;'alr?](gleo)(/)er.serwces as an employee o
regasonabl rojects apstandard aut%rch{usiness use percentage is determineg (2) Parking fees and tolls attribut-
bi 1ably: proj j . %y dividing the annual business mileagea o

ile will be driven during a computation ble to an employee driving the standard

period and equals the retention mileaggg rgengggu{;l] ;;/ Ilﬁg?eex-lezz dbléssmsgfcga’iutomobile in connection with the per-
rmance of services as an employee of

divided by the number of computation; . ;

periods in the retention period. For eacfin lieu of demonstratmg the reasonablefhe employer are not included in fixed

business mile substantiated by the e less of the business use percenta thd operating costs and may be de-

ployee for the computation period, th Szﬁ]desznmrﬁggrgs d(r)ii/e[gtzl Tr:faegn? I%n_ucted as separate items. Similarly, in-
i% 9 y POYtarest relating to the purchase of the

B e ot dom e eod e es annually, a payor may use a busEtandard automobile may be deducted as

at a rate that does not exceed the ra d
for that computation period. rﬁess use percentage that is less than grseparate item, but only to the extent
at the interest is an allowable deduc-

(4) Base locality.A base locality is equal to the following percentages for 4
; ) ; FAVR allowance that is paid for the
the particular geographic locality or re-tollowina annual business mileage: tion under § 163.
gion of the United States in which the 9 ge- .04 Depreciation.

costs of driving an automobile in con- Annual business Business use (1) A FAVR allowance may not be
nection with the performance of services mileage percentage paid with respect to an automobile for
as an empleyee ef the employer ar%,250 or more but 45 percent which .th.e employee has claimed (a)
generally paid or incurred by the eM-1oss than 10 000 depreciation using a method other than
ployee. Thus, for purposes of determin- ' straight-line for its estimated useful life,
ing the amount of fixed costs, the basel0,000 or more but 55 percent (b) a &8 179 deduction has been claimed,

locality is generally the geographic lo-less than 15,000 or (c) the taxpayer has used the Acceler-



ated Cost Recovery System (ACRS)a) owned by the employee receivingFAVR allowance during that year with a
under former § 168 or the Modified the payment, (b) the cost of which,statement listing the amount of deprecia-
Accelerated Cost Recovery Systenwhen new, is at least 90 percent of thdion included in each periodic fixed
(MACRS) under current 8§ 168. If anstandard automobile cost taken into acpayment portion of the FAVR allowance
employee uses actual costs for an aut@wount for purposes of determining thepaid during that calendar year and ex-
mobile that has been covered by &AVR allowance for the first calendar plaining that by receiving a FAVR al-
FAVR allowance, the employee mustyear the employee receives the allowlowance the employee has elected to
use straight-line depreciation for theance with respect to that automobilegxclude the automobile from MACRS
automobile’s remaining estimated usefubnd (c) the model year of which doespursuant to 8 168(f)(1).
life (subject to the applicable depreciaot differ from the current calendar year .08 Failure to meet section 8 require-
tion deduction limitations under § 280Fby more than the number of years in thenents.If an employee receives a mile-
for any passenger automobile). retention period. age allowance that fails to meet one or
(2) The total amount of the depre- (6) The insurance cost componeninore of the requirements of section 8,
ciation component for the retention pe-of a FAVR allowance must be based orthe employee may not be treated as
riod taken into account in computing thethe rates charged in the base locality focovered by any FAVR allowance of the
periodic fixed payments for that reten-insurance coverage on the standard autpayor during the period of such failure.
tion period may not exceed the excesmobile during the current calendar yeaNevertheless, the expenses to which that
of the standard automobile cost over thevithout taking into account such rate-mileage allowance relates may be
residual value of the standard automoincreasing factors as poor drivingdeemed substantiated using the method
bile. In addition, the total amount of records or young drivers. described in sections 5, 9.01(1), and
such depreciation component may not (7) A FAVR allowance may be 9.02 to the extent the requirements of
exceed the sum of the annual § 280kpaid only to an employee whose insurthose sections are met.
limitations on depreciation (in effect atance coverage limits on the automobile
the beginning of the retention period)with respect to which the FAVR allow- SEC. 9. APPLICATION
that apply to the standard automobileance is paid are at least equal to the

during the retention period. insurance coverage limits used to com- '01.” I?‘ pa);or _pa%/s a mileaigelezllow—
(3) The depreciation included inpute the periodic fixed payment unde'anctet!n Ieu of reimbursing %C ua trants)—
each periodic fixed payment portion of athat FAVR allowance. portation €xpenses Incurréd or 1o be

FAVR allowance paid with respect to an .06 Employee reporting. Within 30 [ncurred by an employee, the amount of

automobile will reduce the basis of thedays after an employee’s automobile i§1€ €xpenses that is deemed substanti-
automobile (but not below zero) ininitially covered by a FAVR allowance, 2t€d 0 the payor is either:
determining adjusted basis as requiredr is again covered by a FAVR allow- (1) for any mileage allowance
by § 1016. See section 8.07(2) for theance if such coverage has lapsed, thether than a FAVR allowance, the lesser
requirement that the employer report themployee by written declaration mustof the amount paid under the mileage
depreciation component of a periodiprovide the payor with the following allowance or the applicable standard
fixed payment to the employee. information: (a) the make, model, angmileage rate in section 5.01 or 6.01
.05 FAVR allowance limitations. year of the automobile owned by theMmultiplied by the number of business
(1) A FAVR allowance may be employee, (b) written proof of the insur-miles substantiated by the employee; or
paid only to an employee who substantiance coverage limits on the automobile, (2) for a FAVR allowance, the
ates to the payor for a calendar year &) the odometer reading of the automoamount paid under the FAVR allowance
least 5,000 miles driven in connectionbile, (d) the purchase price of the autoless the sum of (a) any periodic variable
with the performance of services as amobile, and (e) whether the employedate payment that relates to miles in
employee of the employer or, if greaterhas claimed depreciation with respect t@xcess of the business miles substanti-
80 percent of the annual business milethe automobile using any of the depreated by the employee and that the
age of that FAVR allowance. If the ciation methods prohibited by sectionemployee fails to return to the payor
employee is covered by the FAVR al-8.04(1). The information described inalthough required to do so, (b) any
lowance for less than the entire calendaga), (b), and (c) of the preceding senfportion of a periodic fixed payment that
year, these limits may be prorated on &ence also must be supplied by théelates to a period during which the
monthly basis. employee to the payor within 30 daysemployee is treated as not covered by
(2) A FAVR allowance may not be after the beginning of each calendathe FAVR allowance and that the em-
paid to a control employee (as definedear that the employee’s automobile iPloyee fails to return to the payor
in § 1.61-21(f)(5) and (6), excludingcovered by a FAVR allowance. although required to do so, and (c) any
the $100,000 limitation in paragraph .07 Payor recordkeeping and report- Optional high mileage payments.
M (B)(iii)). ing. .02 If the amount of transportation
(3) At no time during a calendar (1) The payor or its agent mustexpenses is deemed substantiated under
year may a majority of the employeesmaintain written records setting forth (a)the rules provided in section 9.01, and
covered by a FAVR allowance be manthe statistical data and projections orthe employee actually substantiates to
agement employees. which the FAVR allowance paymentsthe payor the elements of time, place (or
(4) At all times during a calendar are based, and (b) the information prouse), and business purpose of the trans-
year at least 10 employees of an emvided by the employees pursuant tgortation expenses in accordance with
ployer must be covered by one or moresection 8.06. paragraphs (b)(2) (travel away from
FAVR allowances. (2) Within 30 days of the end of home), (b)(6) (listed property, which
(5) A FAVR allowance may be each calendar year, the employer mushcludes passenger automobiles and any
paid only with respect to an automobileprovide each employee covered by &ther property used as a means of



transportation), and (c) of § 1.274-5Tperiod during which the employee was .07 An employee may deduct an
the employee is deemed to satisfy th@ot covered by the FAVR allowance.amount computed pursuant to section
adequate accounting requirements of .04 An employee is not required t05.01 or 6.01 only as an itemized deduc-
§ 1.274-5T(f), as well as the require-include in gross income the portion of ation. This itemized deduction is subject
ment to substantiate by adequate recordsileage allowance received from ap the 2-percent floor on miscellaneous
or other sufficient evidence for purposespayor that is less than or equal to thgemized deductions provided in § 67.
]E)f § 1.274-5T(c). See § 1.62-2(e)(1pmount deemed substantiated under Sec- gg A self-employed individual may
or the rule that an arrangement mustion 9.01, provided the employee sub- educt an amount comouted pursuant to
require business expenses to be substastantiates in accordance with sectiorgij : : puted purst

tiated to the payor within a reasonable.02. See § 1.274-5T(f)(2)(i). In addi-S€ction 5.01 in determining adjusted

period of time. tion, such portion of the allowance jggross income under § ?2(‘3)(1)'

.03 An arrangement providing mile-treated as paid under an accountable -09 If a payor’s reimbursement or
age allowances will be treated as satisplan, is not reported as wages or othepther expense allowance arrangement
fying the requirement of § 1.62-2(f)(2) compensation on the employee’s Forngvidences a pattern of abuse of the rules
with respect to returning amounts inW-2, and is exempt from the withhold-of § 62(c) and the regulations thereun-
excess of expenses as follows: ing and payment of employment taxesder, all payments under the arrangement

(1) For a mileage allowance otherSee 88 1.62-2(c)(2) and (c)(4). will be treated as made under a nonac-
than a FAVR allowance, the requirement .05 An employee is required to in-countable plan. Thus, such payments are
to return excess amounts will be treatedlude in gross income only the portionincluded in the employee’s gross in-
as satisfied if the employee is requirecbf a mileage allowance received from acome, are reported as wages or other
to return within a reasonable period ofpayor that exceeds the amount deemeasbmpensation on the employee’s Form
time (as defined in § 1.62-2(g)) anysubstantiated under section 9.01, progy—2, and are subject to withholding and
portion of such an allowance that relatesided the employee substantiates in ag@ayment of employment taxes. See
to miles of travel not substantiated bycordance with section 9.02. Seeg§ 1.62-2(c)(3), (c)(5), and (h)(2).
the employee, even though the arranges 1.274-5T(f)(2)(ii). In addition, the ex-
ment does not require the employee taess portion of the allowance is treatedEC. 10. WITHHOLDING AND
return the portion of such an allowanceas paid under a nonaccountable plan, BAYMENT OF EMPLOYMENT
that relates to the miles of travel sub+eported as wages or other compensatiorAXES.
stantiated and that exceeds the amounh the employee’s Form W-2, and is _ :
of the employee’s expenses deemed sububject to withholding and payment of 01 The portion of a mileage allow-
stantiated. For example, assume a payemployment taxes. See 8§§ 1.62-2nce (other than a FAVR allowance), if
provides an employee an advance mile2(c)(3)(ii), (c)(5), and (h)(2)(i)(B). any, that relates to the miles of business
age allowance of $70 based on an .06 If the amount of the expensed’@vel substantiated and that exceeds the
anticipated 200 business miles at 3%leemed substantiated under the rulednount deemed substantiated for those
cents per mile (at a time when theprovided in section 9.01 is less than thdniles under section 9.01(1) is subject to
applicable business standard mileagamount of the employee’'s busines@Vithholding and payment of employ-
rate is 31.5 cents per mile), and thdransportation expenses, the employd@ent taxes. See § 1.62-2(h)(2)(1)(B).
employee substantiates 120 businessay claim an itemized deduction for the (1) In the case of a mileage allow-
miles. The requirement to return excesamount by which the business transporance paid as a reimbursement, the ex-
amounts will be treated as satisfied iftation expenses exceed the amount th&ess described in this section 10.01 is
the employee is required to return thdés deemed substantiated, provided th8ubject to withholding and payment of
portion of the allowance that relates toemployee substantiates all the businegmployment taxes in the payroll period
the 80 unsubstantiated business milesansportation expenses, includes offt Which the payor reimburses the ex-
($28) even though the employee is noForm 2106, Employee Business ExJenses for the business miles substanti-
required to return the portion of thepenses, the deemed substantiated portiGied. See § 1.62-2(h)(2)(i)(E)
allowance ($4.20) that exceeds thef the mileage allowance received from (2) In the case of a mileage allow-
amount of the employee’s expenseshe payor, and includes in gross incomance paid as an advance, the excess
deemed substantiated under section 9.Qfte portion (if any) of the mileage described in this section 10.01 is subject
($37.80) for the 120 substantiated busiallowance received from the payor thato withholding and payment of employ-
ness miles. However, the $4.20 excessxceeds the amount deemed substantinent taxes no later than the first payroll
portion of the allowance is treated asated. See 8§ 1.274-5T(f)(2)(iii). How- period following the payroll period in
paid under a nonaccountable plan asver, for purposes of claiming this item-which the business miles with respect to
discussed in section 9.05. ized deduction, substantiation of thewhich the advance was paid are substan-

(2) For a FAVR allowance, the amount of the expenses is not requiretiated. See § 1.62-2(h)(2)(i)(B)X If
requirement to return excess amountd the employee is claiming a deductionsome or all of the business miles with
will be treated as satisfied if the em-that is equal to or less than the applitespect to which the advance was paid
ployee is required to return within acable standard mileage rate multipliedare not substantiated within a reasonable
reasonable period of time (as defined iby the number of business miles subperiod of time and the employee does
§ 1.62-2(g)), (a) the portion (if any) of stantiated by the employee minus theot return the portion of the allowance
the periodic variable payment receivecamount deemed substantiated under settiat relates to those miles within a
that relates to miles in excess of thdion 9.01. The itemized deduction isreasonable period of time, the portion of
business miles substantiated by the ensubject to the 2-percent floor on miscelthe allowance that relates to those miles
ployee, and (b) the portion (if any) of alaneous itemized deductions provided ins subject to withholding and payment
periodic fixed payment that relates to &8 67. of employment taxes no later than the



first payrol periad following the erd of
the reasonatd period See § 1.62-
2(h)(2)()(A).

(3) In the cae of a mileage allow-
ane tha is not computel on the basis
of a fixed amoun pe mile of travel
(e.g, amileage allowane tha combines
periodic fixed and variabke rate pay-
ments but tha does not satisf the
requiremerg of sectim 8), the payor
mug compue the amount if any, that
exceed the amoun deeme substanti-
ated unde sectilm 9.01(1) periodically
(no less frequenty than quarterly by
comparig the totd mileage allowance
paid for the period to the applicable
standad mileace rate in section 5.01 or
6.01 multiplied by the numbe of busi-
nes miles substantiaté by the em-
ployee for the period Any exces is
subje¢ to withholding and paymen of
employmehn taxes no later than the first
payrol periad following the payrol pe-
riod in which the exces is computed.
See § 1.62-2(h)(2)(i)(B)4).

(4) For example assumne an em-
ploye pays its employes a mileage
allowane at a rate of 35 cent pe mile
(when the busines standad mileage
rate is 315 cens per mile). The em-
ployer does nat requite the retun of the
portion of the allowane (3.5 cent3 that
exceed the busines standad mileage
rate for the busines miles substantiated.
In June the employe advance an em-
ployee $175 for 500 miles to be traveled
during the month In July, the employee
substantiate to the employe 400 busi-
nes miles travela in Jure ard returns
$35 to the employe for the 100 busi-
nes miles not traveled The amount
deemd substantiate for the 400 miles
traveld is $126 and the employe is not
required to retum the remainirg $14. No
later then the first payrol periad follow-
ing the payrol periad in which the 400
busines miles traveled are substantiated,
the employe mud withhold and pay
employmen taxes on $14.

.02 The portion of a FAVR allow-
ance if any, tha exceed the amount
deemd substantiaté for those miles
unde sectin 9.01(2 is subjed¢ to with-
holding and paymem of employment
taxes See § 1.62-2(h)(2)(i)(B).

(1) Any periodic variabk rate pay-
mernt tha relates to miles in exces of
the busines miles substantiateé by the
employe and tha the employe fails to
retum within areasonald period or any
portion of a periodic fixed paymen that
relates to a periad during which the
employe is treatel as not coveral by
the FAVR allowane ard tha the em-

ployee fails to retum within a reason-
able period is subjet¢ to withholding
ard paymen of employmen taxes no
later than the first payrol periad follow-
ing the end of the reasonald period.
See § 1.62-2(h)(2)(i)(A).

(2) Any optiond high mileage pay-
mert is subjec¢ to withholding and pay-
mert of employmen taxes when paid.

SEC. 11. EFFECT ON OTHER
DOCUMENTS

Rev. Proc 95-54 19952 C.B. 450, is
herely supersed# for mileage allow-
ance paid to an employe on or after
Januay 1, 1997 with respet to trans-
portaticn expense paid or incurred on
or after Januay 1, 1997 and for pur-
poses of computirg the amourt allow-
able as a deduction for transportation
expense paid or incurred on or after
Januay 1, 1997.

DRAFTING INFORMATION

The principd autha of this revenue
procedue is G. Channirg Horton of the
Office of Assistan Chiegf Counsé (In-
come Tax and Accounting) For further
information regardimg this revene pro-
cedure conta¢ Mr. Horton on (202)
622-49D (not a toll-free call).




