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EFFECTON OTHER DOCUMENTS

Rev. Rul. 68–620 and Rev. Rul. 78–352
are revoked.  Rev. Rul. 75–233 is super-
seded.  Rev. Proc. 97–37 is amplified to
include this change in the Appendix.

PROSPECTIVE APPLICATION

The Service will not require a taxpayer
to change its method of accounting to
comply with the holding that the cost of
line pack gas or recoverable cushion gas
is a capital expenditure for any taxable
year beginning before December 29,
1997.  In addition, the Service will not re-
quire a taxpayer to change its method of
accounting to comply with the holding for
determining the amount of recoverable
line pack gas or recoverable cushion gas
for any taxable year beginning before De-
cember 29, 1997, provided the method
used by the taxpayer projects recoverable
line pack gas or recoverable cushion gas
in an amount equal to or greater than an
amount that would be projected using an
economic feasibility of recovery standard.

DRAFTING INFORMATION

The principal author of this revenue
ruling is Jennifer L. Nuding of the Office
of Assistant Chief Counsel (Income Tax
and Accounting).  For further information
concerning this revenue ruling, contact
Ms. Nuding at (202) 622-4970 (not a toll-
free call).

Section 267.—Losses, Expenses,
and Interest With Respect to
Transactions Between Related
Taxpayers

26 CFR 1.267(a)–1: Deductions disallowed.

When a payor provides a per diem allowance to
an employee who is a related party, the rules set forth
for the deemed substantiation to the payor of the
amount of the employee’s ordinary and necessary
business expenses for lodging, meal, and/or inciden-
tal expenses incurred while traveling away from
home, do not apply. See Rev. Proc. 97–59, page 31.

Section 274.—Disallowance of
Certain Entertainment, Etc.,
Expenses
26 CFR 1.274(d)–1(a): Substantiation requirements.

Simplified optional method for substantiating the
amount of a deduction or expense for business use
of an automobile. See Rev. Proc. 97–58, page 24.

26 CFR 1.274–5T: Substantiation requirements
(temporary).

Simplified optional method for substantiating the
amount of a deduction or expense for business use
of an automobile. See Rev. Proc. 97–58, page 24.

26 CFR 1.274(d)–1(a): Substantiation 
requirements.

Rules are set forth for substantiating the amount
of ordinary and necessary business expense of an
employee for lodging, meals, and incidental ex-
penses or meal and incidental expenses incurred
while traveling away from home when a payor pro-
vides a per diem allowance under a reimbursement
or other expense allowance arrangement to pay for
such expenses. See Rev. Proc. 97–59, page 31.

26 CFR 1.274–5T: Substantiation requirements 
(temporary).

Rules are set forth for substantiating the amount
of ordinary and necessary business expense of an
employee for lodging, meals, and incidental ex-
penses or meal and incidental expenses incurred
while traveling away from home when a payor pro-
vides a per diem allowance under a reimbursement
or other expense allowance arrangement to pay for
such expenses. Rules are also set forth for an op-
tional method for employees and self-employed in-
dividuals to use in computing the deductible costs of
business meal and incidental expenses paid or in-
curred while traveling away from home. See Rev.
Proc. 97–59, page 31.

Section 471—General Rule for
Inventories
26 CFR 1.471–1: Need for inventories.

The cost of recoverable and nonrecoverable line
pack gas or cushion gas is a capital expenditure.
Line pack gas or cushion gas in not inventory. See
Rev. Rul. 97–54, page 8.

Section 483.—Interest on
Certain Deferred Payments
26 CFR 1.483–1: Computation of interest on cer-
tain deferred payments.

As defined by section 1274A, the definitions for
both “qualified debt instruments” and “cash method
debt instruments” have dollar ceilings on the stated
principal amount. The limits to the stated principal
amount are adjusted for inflation for sales or ex-
changes occurring in the 1998 calendar year. See
Rev. Rul. 97–56, page 11.

Section 512.—Unrelated
Business Taxable Income

The Service provides an inflation adjustment to
the maximum amount of annual dues that can be
paid to certain agricultural or horticultural organiza-
tions without any portion being treated as unrelated
trade or business income by reason of any benefits

or privileges available to members for taxable years
beginning in 1998. See Rev. Proc. 97–57, page 20.

Section 513.—Unrelated Trade
or Business

The Service provides an inflation adjustment to
the maximum amount of a “low cost article” for tax-
able years beginning in 1998. Funds raised through a
charity’s distribution of “low cost articles” will not
be treated as unrelated business income to the char-
ity. See Rev. Proc. 97–57, page 20.

Section 877.—Expatriation to
Avoid Tax

The Service provides an inflation adjustment to
amounts used to determine whether an individual’s
loss of United States citizenship had the avoidance
of United States taxes as one of its principal pur-
poses for calendar year 1998. See Rev. Proc. 97–57,
page 20.

Section 1274.—Determination
of Issue Price in the Case of
Certain Debt Instruments Issued
for Property

26 CFR 1.1274A–1: Special rules for certain trans-
actions where stated principal amount does not ex-
ceed $2,800,000.

As defined by section 1274A, the definitions for
both “qualified debt instruments” and “cash method
debt instruments” have dollar ceilings on the stated
principal amount. The limits to the stated principal
amount are adjusted for inflation for sales or ex-
changes occurring in the 1998 calendar year. See
Rev. Rul. 97–56, page 10.

Section 1274A.—Special Rules
for Certain Transactions Where
Stated Principal Amount Does
Not Exceed $2,800,000

(Also §§ 1274, 483; 1.1274A–1)

Section 1274Ainflation-adjusted
numbers for 1998.This ruling provides
the dollar amounts, increased by the 1998
inflation adjustment, for section 1274Aof
the Code. Rev. Rul. 96–63 supplemented
and superseded.

Rev. Rul. 97–56

This revenue ruling provides the dollar
amounts, increased by the 1998 inflation
adjustment, for § 1274Aof the Internal
Revenue Code.
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BACKGROUND

In general, §§ 483 and 1274 of the
Code determine the principal amount of a
debt instrument given in consideration for
the sale or exchange of nonpublicly
traded property.  In addition, any interest
on a debt instrument subject to § 1274 is
taken into account under the original issue
discount provisions of the Code.  Section
1274A, however, modifies the rules under
§§ 483 and 1274 for certain types of debt
instruments.

In the case of a “qualified debt instru-
ment,” the discount rate used for purposes
of §§ 483 and 1274 of the Code may not
exceed 9 percent, compounded semiannu-
ally.  Section 1274A(b) defines a quali-
fied debt instrument as any debt 
instrument given in consideration for the
sale or exchange of property (other than
new § 38 property within the meaning of 
§ 48(b), as in effect on the day before the
date of enactment of the Revenue Recon-
ciliation Act of 1990) if the stated princi-
pal amount of the instrument does not ex-
ceed the amount specified in § 1274A(b).
For debt instruments arising out of sales
or exchanges before January 1, 1990, this
amount is $2,800,000.

In the case of a “cash method debt in-
strument,” as defined in § 1274A(c) of
the Code, the borrower and lender may
elect to use the cash receipts and dis-
bursements method of accounting.  In
particular, for any cash method debt in-
strument, § 1274 does not apply, and in-
terest on the instrument is accounted for
by both the borrower and the lender
under the cash method of accounting.  A
cash method debt instrument is a quali-
fied debt instrument that meets the fol-
lowing additional requirements:  (A) In
the case of instruments arising out of
sales or exchanges before January 1,
1990, the stated principal amount does
not exceed $2,000,000, (B) The lender
does not use an accrual method of ac-
counting and is not a dealer with respect
to the property sold or exchanged, (C)
Section 1274 would have applied to the
debt instrument but for an election under
§ 1274A(c); and (D) An election under 
§ 1274A(c) is jointly made with respect
to the debt instrument by the borrower
and lender.  Section 1.1274A–1(c)(1) of
the Income Tax Regulations provides
rules concerning the time for, and manner
of, making this election.

Section 1274A(d)(2) of the Code pro-
vides that, for any debt instrument arising
out of a sale or exchange during any cal-
endar year after 1989, the dollar amounts
stated in § 1274A(b) and § 1274A(c)-
(2)(A) are increased by the inflation 
adjustment for the calendar year.  Any in-
crease due to the inflation adjustment is
rounded to the nearest multiple of $100
(or, if the increase is a multiple of $50 and
not of $100, the increase is increased to
the nearest multiple of $100).  The infla-
tion adjustment for any calendar year is
the percentage (if any) by which the CPI
for the preceding calendar year exceeds
the CPI for calendar year 1988.  Section
1274A(d)(2)(B) defines the CPI for any
calendar year as the average of the Con-
sumer Price Index as of the close of the
12-month period ending on September 30
of that calendar year.

INFLATION-ADJUSTED AMOUNTS

For debt instruments arising out of
sales or exchanges after December 31,
1989, the inflation-adjusted amounts
under § 1274Aare shown in Table 1.

Rev. Rul. 97–56 Table 1
Inflation-Adjusted Amounts Under § 1274A

Calendar Year 1274A(b) Amount 1274A(c)(2)(A) Amount
of Sale (qualified debt (cash method debt

  or Exchange        instrument)                instrument)          

1990 $2,933,200 $2,095,100
1991 $3,079,600 $2,199,700
1992 $3,234,900 $2,310,600
1993 $3,332,400 $2,380,300
1994 $3,433,500 $2,452,500
1995 $3,523,600 $2,516,900
1996 $3,622,500 $2,587,500
1997 $3,723,800 $2,659,900
1998 $3,823,100 $2,730,800

Note: These inflation adjustments were computed using the All-Urban, Consumer
Price Index, 1982-1984 base, published by the Bureau of Labor Statistics.

EFFECTON OTHER DOCUMENTS

Rev. Rul. 96-63, 1996-2 C.B. 83, is
supplemented and superseded.

DRAFTING INFORMATION

The principal author of this revenue
ruling is David B. Silber of the Office of
the Assistant Chief Counsel (Financial In-

stitutions and Products).  For further in-
formation regarding this revenue ruling
contact Mr. Silber on (202) 622-3930 (not
a toll-free call).


