HIGHLIGHTS
OF THIS ISSUE

These synopses are intended only as aids to the reader in
identifying the subject matter covered. They may not be relied
upon as authoritative interpretations.

INCOME TAX

Rev. Rul. 96-62, page 6.

Training costs; business expenses. The Supreme
Court’s decision in INDOPCO, Inc. v. Commissioner, 503
U.S. 79 (1992), does not affect the treatment of training
costs as business expenses which are generally deduct-
ible under section 162 of the Code.

Rev. Rul. 96-63, page 8.

Section 1274A inflation-adjusted numbers for 1997.
This ruling provides the dollar amounts, increased by the
1997 inflation-adjustment, for section 1274A of the
Code. Rev. Rul. 96-4 supplemented and superseded.

Rev. Rul. 96-64, page 11.

CPI adjustment for below-market loans for 1997. The
amount that section 7872(g) of the Code permits a
taxpayer to lend to a qualified continuing care facility
without incurring imputed interest is published and
adjusted for inflation for years 1987-1997. Rev. Rul.
96-5 supplemented and superseded.

Rev. Rul. 96-65, page 5.

Damages received on account of personal injuries or
sickness. Under current section 104(a)(2) of the Code,
back pay and damages for emotional distress received
to satisfy a claim for disparate treatment employment
discrimination under Title VIl of the 1964 Civil Rights Act
are not excludable from gross income. Under former
section 104(a)(2), back pay received to satisfy such a
claim was not excludable from gross income, but dam-
ages received for emotional distress were excludable.
Rev. Ruls. 72-341, 94-92, and 93-88 obsoleted. No-
tice 95-45 superseded. Rev. Proc. 96-3 modified.

Notice 96-67, page 12.

Notice on application of section 401(a)(9) to employ-
ees who attain age 70% in 1996. This notice provides
transitional guidance on the application of the definition
of “required beginning date” found in section 401(a)-

Finding Lists begin on page 64.

Announcement of Disbarments and Suspensions begins on page 62.
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(9)(C) of the Code, as amended by the Small Business
Job Protection Act of 1996, to employees who attain age
70%2 in 1996.

EMPLOYEE PLANS

Notice 96-66, page 12.

Weighted average interest rate update. Guidelines are
set forth for determining for December 1996 the
weighted average interest rate and the resulting permis-
sible range of interest rates used to calculate current
liability for purposes of the full funding limitation of
section 412(c)(7) of the Code as amended by the
Omnibus Budget Reconciliation Act of 1987 and by the
Uruguay Round Agreements Act (GATT).

Announcement 96-133, page 60.

Beginning January 1, 1997, requests for employee plan
determination letters and applications for recognition of
tax exemption, formerly sent to the district offices in
Chicago, lllinois and Dallas, Texas, should be sent to the
Internal Revenue Service Center in Covington, Kentucky.

EMPLOYMENT TAX

Page 59.

Social security contribution and benefit base. The
Commissioner of the Social Security Administration has
announced the OASDI contribution and benefit base for
remuneration paid in 1997 and self-employment income
earned in taxable years beginning in 1997.

Page 9.

Railroad retirement; rate determination; quarterly.
The Railroad Retirement Board has determined that the
rate of tax imposed by section 3221 of the Code shall
be 34 cents for the quarter beginning October 1, 1996,
and 35 cents for the quarter beginning January 1, 1997.

(Continued on page 4)



HIGHLIGHTS
OF THIS ISSUE—Continued

EMPLOYMENT TAX—Continued

Rev. Proc. 96-60, page 24.

Modification of Rev. Proc. 84-77. This procedure
explains the standards and alternate procedures to be
used in preparing employment tax forms when a
predecessor-successor employer relationship exists.
Rev. Proc. 84-77 modified and superseded.

Announcement 96-134, page 60.

Three codes have been added to identify new amounts
required to be reported in box 13 of the 1997 Form
W-2.

EXCISE TAX

Announcement 96-135, page 60.

A petition has been filed to add diglycidyl ether of
bisphenol-A to the list of taxable substances in section
4672(a)(3) of the Code.

ADMINISTRATIVE

Rev. Proc. 96-38, page 13.

This procedure provides guidance to taxpayers who wish
to submit offers in compromise on photocopies or
computer-generated copies that are verbatim duplicates
of the official Form 656, Offer in Compromise, published
by the Service.

Rev. Proc. 96-57, page 14.

Automatic extensions for Forms W-2. Automatic exten-
sions of time to file Forms W-2 with the Social Security
Administration and to furnish Forms W-2 to employees
will be granted to ““Qualified Employers.”

Rev. Proc. 96-58, page 16.

Penalties; substantial understatement. Guidance is
provided concerning when information shown on a return
in accordance with the applicable forms and instructions
will be adequate disclosure for purposes of reducing an
understatement of income tax under section 6662(d) of
the Code.

Rev. Proc. 96-59, page 17.

1997 cost-of-living adjustments. The Service provides
1997 cost-of-living adjustment factors and their applica-
tions to the tax rate tables for individuals and for
estates and trusts, the standard deduction amounts, the
personal exemption, and several other items that use
the adjustment method provided for the tax rate tables.

Rev. Proc. 96-61, page 27.

1997 Electronic filing program; Form 1040. Partici-
pants in the 1997 Electronic Filing Program for the Form
1040 series are informed of their obligations to the
Service, taxpayers, and other participants.

Rev. Proc. 96-62, page 38.

1997 On-line filing program; Form 1040. Participants
in the 1997 On-Line Filing Program for the Form 1040
series are informed of their obligations to the Service,
taxpayers, and other participants.

Rev. Proc. 96-63, page 46.

1997 Optional standard mileage rates. This procedure
announces 31.5 cents as the optional rate for deducting
or accounting for expenses for business use of an
automobile, and 10 cents as the optional rate for
deducting or accounting for use of an automobile as a
medical or moving expense for 1997. It provides rules
for substantiating the deductible expenses of using an
automobile for business, moving, medical, or charitable
purposes. Rev. Proc. 95-54 superseded.

Rev. Proc. 96-64, page 52.

Per diem allowances. This procedure provides optional
rules for deeming substantiated the amount for certain
reimbursed traveling expenses of an employee as well
as for determining the amount of deductible meals while
traveling away from home. Rev. Proc. 96-28 super-
seded.



Mission of the Service

The purpose of the Internal Revenue Service is to
collect the proper amount of tax revenue at the least
cost; serve the public by continually improving the

Statement of Principles
of Internal Revenue
Tax Administration

The function of the Internal Revenue Service is to
administer the Internal Revenue Code. Tax policy
for raising revenue is determined by Congress.

With this in mind, it is the duty of the Service to
carry out that policy by correctly applying the laws
enacted by Congress; to determine the reasonable
meaning of various Code provisions in light of the
Congressional purpose in enacting them; and to
perform this work in a fair and impartial manner,
with neither a government nor a taxpayer point of view.

At the heart of administration is interpretation of the
Code. It is the responsibility of each person in the
Service, charged with the duty of interpreting the
law, to try to find the true meaning of the statutory
provision and not to adopt a strained construction in
the belief that he or she is “protecting the revenue.”
The revenue is properly protected only when we as-
certain and apply the true meaning of the statute.

quality of our products and services; and perform in a
manner warranting the highest degree of public
confidence in our integrity, efficiency and fairness.

The Service also has the responsibility of applying
and administering the law in a reasonable,
practical manner. Issues should only be raised by
examining officers when they have merit, never
arbitrarily or for trading purposes. At the same
time, the examining officer should never hesitate
to raise a meritorious issue. It is also important
that care be exercised not to raise an issue or to
ask a court to adopt a position inconsistent with
an established Service position.

Administration should be both reasonable and
vigorous. It should be conducted with as little
delay as possible and with great courtesy and
considerateness. It should never try to overreach,
and should be reasonable within the bounds of law
and sound administration. It should, however, be
vigorous in requiring compliance with law and it
should be relentless in its attack on unreal tax
devices and fraud.



Introduction

The Internal Revenue Bulletin is the authoritative instru-
ment of the Commissioner of Internal Revenue for
announcing official rulings and procedures of the Inter-
nal Revenue Service and for publishing Treasury Deci-
sions, Executive Orders, Tax Conventions, legislation,
court decisions, and other items of general interest. It is
published weekly and may be obtained from the Superin-
tendent of Documents on a subscription basis. Bulletin
contents of a permanent nature are consolidated semi-
annually into Cumulative Bulletins, which are sold on a
single-copy basis.

It is the policy of the Service to publish in the Bulletin all
substantive rulings necessary to promote a uniform
application of the tax laws, including all rulings that
supersede, revoke, modify, or amend any of those
previously published in the Bulletin. All published rulings
apply retroactively unless otherwise indicated. Proce-
dures relating solely to matters of internal management
are not published; however, statements of internal
practices and procedures that affect the rights and
duties of taxpayers are published.

Revenue rulings represent the conclusions of the Ser-
vice on the application of the law to the pivotal facts
stated in the revenue ruling. In those based on positions
taken in rulings to taxpayers or technical advice to
Service field offices, identifying details and information
of a confidential nature are deleted to prevent unwar-
ranted invasions of privacy and to comply with statutory
requirements.

Rulings and procedures reported in the Bulletin do not
have the force and effect of Treasury Department
Regulations, but they may be used as precedents.
Unpublished rulings will not be relied on, used, or cited
as precedents by Service personnel in the disposition of
other cases. In applying published rulings and proce-
dures, the effect of subsequent legislation, regulations,

court decisions, rulings, and procedures must be consid-
ered, and Service personnel and others concerned are
cautioned against reaching the same conclusions in
other cases unless the facts and circumstances are
substantially the same.

The Bulletin is divided into four parts as follows:

Part 1.—1986 Code.
This part includes rulings and decisions based on
provisions of the Internal Revenue Code of 1986.

Part Il.—Treaties and Tax Legislation.

This part is divided into two subparts as follows:
Subpart A, Tax Conventions, and Subpart B, Legislation
and Related Committee Reports.

Part Ill.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to
these subjects are contained in the other Parts and
Subparts. Also included in this part are Bank Secrecy
Act Administrative Rulings. Bank Secrecy Act Administra-
tive Rulings are issued by the Department of the
Treasury’s Office of the Assistant Secretary (Enforce-
ment).

Part IV.—Items of General Interest.

With the exception of the Notice of Proposed Rulemak-
ing and the disbarment and suspension list included in
this part, none of these announcements are consoli-
dated in the Cumulative Bulletins.

The first Bulletin for each month includes an index for
the matters published during the preceding month.
These monthly indexes are cumulated on a quarterly and
semiannual basis, and are published in the first Bulletin
of the succeeding quarterly and semi-annual period,
respectively.

The contents of this publication are not copyrighted and may be reprinted freely. A citation of the Internal Revenue Bulletin as the source would be appropriate.

For sale by the Superintendent of Documents U.S. Government Printing Office, Washington, D.C. 20402.



Part I. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 1.—Tax Imposed Section 63.—Taxable Income Section 104(a)(2), as amended by
Defined § 1605 of the Small Business Job Pro-

The Service is providing adjusted tax tables f0|'26 CFR 1.63-1: Change of treatment \.Nith reSpeCteCtlon Act of 1996 (th-e 1996 ACt) 110
individuals and trusts and estates for taxable yearS the zero bracket amount and itemized deducStat. 1?55, 1838, provides ggnerally that
beginning in 1997 to reflect changes in the cost of ©"S: gross income does not include the
living. Also provided are certain reductions al- The Service is providing inflation adjustments@mount of any damages received
lowed against the unearned income of minokor taxable years beginning in 1997 to the standarwhether by suit or agreement) on ac-
children in computing the “kiddie tax.” The deduction amounts (including the limitation in the count of personalphysical injuries or

amounts used to determine whether a parent mayase of certain dependents, and the addition . . >
elect to report the “kiddie tax” on the parent’s siandard deduction for the aged or blind). See Re hysicalsickness. Section 104(a) further

return are also adjusted. The adjustments concerproc, 96-59, page 17. provides that, for purposes of paragraph
ing the election to report the “kiddie tax” on the (2), emotional distress is not treated as a
parent’s return are for taxable years beginning in physical injury or physical sickness ex-
1996 and 1997. See Rev. Proc. 96-59, page 1 i — imitati -
pad Fect!ondGS. dOv_eraII Limitation on - capt 1o the extent of damages paid for
temized Deductions medical care (described in § 213(d)-
Section 32.—Earned Income The Service is providing inflation adjustments(]_.)(A) or (B)) attributable to emotional
for taxable years beginning in 1997 to the overalldistress. The 1996 Act amendments to
26 CFR 1.32-2: Earned income credit for taxablelimitation on itemized deductions. See Rev. Proc§ 104(a) apply to amounts received af-

inni . 96-59, 17.
years beginning after December 31, 1978 page ter August 20, 1996, but not to amounts

26 CFR 1.1-1: Income tax on individuals.

The Service is providing inflation adjustments received under a written binding agree-
I.Or ‘axab'fhyears b‘ég'.””'”g n 1997 tdo.tthg “mga-Section 104.—Compensation for ment, court decree, or mediation award
ions on the earned income tax credit. See Rey . . ; . :

Proc. 96-59, page 17. ‘fnjuries or Sickness in effect on (or issued on or before)
26 CFR 1.104-1(c): Damages received on accoun$eptember 13, 1995.
of personal injuries or sickness. Before its amendment by the 1996

Section 59.—Other Definitions and ~ (Also 88 61, 3121, 3231, 3306, 3401, 7805Act, former § 104(a)(2) provided gener-
Special Rules 1263%1_ é"lgi(f)ﬁlgj&II;S%é'fﬁl(e)_l’ 31'3’306(b)'('allly that gross income does not include

o - o . T T ' the amount of any damages received
for taxable years beginning In 1996 and 1967 , Damages received on account of (whether by suit or agreement) on ac-
the exemption amount use in computing théP€rsonal injuries or sickness. Under count of personal injuries or sickness.
alternative minimum tax for a minor child subjectcurrent 8 104(a)(2), back pay and dam- ggction 1.104-1(c) of the Income Tax

to the “kiddie tax.” See Rev. Proc. 96-59, ages for emotional distress received tRegulations provides that the term
page 17. satisfy a claim for denial of a promotion«gamages received (whether by suit or

due to disparate treatment employmenigreement)” means an amount received

. . discrimination under Title VIl of the , i
Section 61.—Gross Income Defined A (other than workmen’s compensation)
, 1964 Civil Rights Act are not exclud- hrough prosecution of a legal suit or
26 CFR 1.61-1: Gross income. able from gross income. Under formeryciion based upon tort or tort type

Are amounts received in satisfaction of a claims 104(a)(2), as in effect before AUQ_UStrightS, or through a settlement agree-
for denial of a promotion due to disparate treat21, 1996, back pay received to satisfy,ant entered into in lieu of such pros-
ment employment discrimination under Title VIl such a claim is not excludable fromgction

of the Civil Rights Act of 1964, as amended in i - .
gross income. However, damages re In United States v. Burke504 U.S.

1991, excludable from gross income under, . . .
§ 104(2)(2)? See Rev. Rul. 96-65, this page. Ccived for emotional distress under thab, g 1g95)" the Supreme Court held that
ack pay received for disparate impact

statute are excludable. Rev. Rul. 93-8
jender discrimination under Title VII

obsoleted. Notice 95-45 supersede

Section 62.—Adjusted Gross Egz' FITI’L:)lC 7532(5_31?1rn33i?ie%4_92 obsoletedy 1< ot excludable from gross income
Income Defined : : : as damages received on account of
26 CFR 1.62-2: Reimbursements and other exRev. Rul. 96-65 personal injuries under former
pense allowance arrangements. § 104(a)(2) because that part of Title
Rules are set forth under which a reimburse—ISSUE VIl did not compensate for a broad

ment or other expense allowance arrangement for Are amounts received in satisfactiorfange of traditional tort harms.
the COSE of I(?d-gmg' ”t“ela" and incidental eXPensedf a claim for denial of a promotion due I light of Burke the Service issued
or meal and incidental expenses incurred by ap . . . . -
employee while traveling away from home will tO_ d!Spa_‘rate treatm_ent employmen'g _dlSReV' Rul. 93-88, 1993-2 C.B. 61, which
satisfy the requirements of § 62(c) of the Code a§fimination under Title VII of the Civil holds that compensatory damages and
to substantiation of the amount of expenses. SeRights Act of 1964, as amended in 199back pay are excludable from gross
Rev. Proc. 96-64, page 52. (Title VII), excludable from gross in- income as damages for personal injury
- come under § 104(a)(2) of the Internaunder former § 104(a)(2) when received
Rules under which a reimbursement or otheRevenue Code? for: (1) disparate treatment gender dis-

expense allowance arrangement for the cost of crimination under Title VII, as amended
operating an automobile for business purposes wilkAW AND ANALYSIS in 1991; (2) racial discrimination under

f:"gf;ya;hg gf,‘gi“,;g;‘i@,‘ﬁn;’Lﬁf,ift';ﬂjgsfjrﬁggtgnf";d In general, § 61(a) provides that, ex§ 16 of the Civil Rights Act of 1870, 42

returning amounts in excess of expenses. See Reévept as otherwise provided by law, gross#).S.C. § 1981 and Title VII; and (3)
Proc. 96-63, page 46. income includes all income from what-disparate treatment discrimination under
ever source derived. the Americans With Disabilities Act, 42
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U.S.C. 88 12101-12213, as amended in (2) Former § 104(a)(2)Back pay re- regarding this revenue ruling, contact
1991. All three of these statutes provideeived in satisfaction of a claim for Mr. Iskow on (202) 622-4920 (not a
a broad range of compensatory damagetenial of a promotion due to disparateoll-free call).

of the type the Supreme Court focusedreatment employment discrimination
upon inBurke. under Title VII is not excludable from
In Commissioner v. Schleier515 gross income under former § 104(a)(21§

U.S. , 115 S. Ct. 2159 (1995), the because it is completely independent of;
Supreme Court held that back pay an@nd thus is not damages received on The Service is providing inflation adjustments

quidated damages receive fo setle account of, personal nrie or sicknesy bl oo searang n 5 b e Ik
claim under the Age Discrimination in under that section. However, damageg " "<’ FEVUR00 € 8 1 ZEC Tansh

Employment Act of 1967, 29 U.S.C.received for emotional distress in satis-
88 621-634 (ADEA), are not exclud-faction of such a claim are excludable _ _
able from gross income under formefrom gross income under formerSection 135.—Income From United
§ 104(a)(2). The Court concluded tha 104(a)(2) because they are receive8tates Savings Bonds Used To Pay
former § 104(a)(2) and its regulations‘on account of personal injuries or Higher Education Tuition and Fees
set forth two requirements for a recov-sickness.” , The Service is providing inflation adjustments
ery to be excludable from gross income: (3) Wages and compensatiorBack for taxable years beginning in 1993 through 1997
(1) it must be based on tort or tort typepay includible in gross income underto the limitation on the exclusion of income from

: : ; “~n Holdin 1) or (2) is “wages” for United States savings bonds for taxpayers who pay
rlghts, and (2) it must .b.e r.ece"’ed .On ur osges(o)f § 31(2%_ (Federa? Insuranc ualified higher education expenses for taxable
account of personal injuries or sick-purp gears_ See Rev. Proc. 96-59, page 17.

ness.” The Court held that back pay andcontributions Act (FICA)), § 3306

liquidated damages received under théFederal Unemployment Tax Act _

ADEA meet neither requirement becauséFUTA)), and § 3401 (federal incomeSectlon_ 151.—Allowance of

(1) the ADEA does not compensate foitax withholding), and is “compensation” Deductl_ons for Personal

any of the other traditional tort harmsfor purposes of 8 3231 (Railroad RetireExemptions

associated with personal injury, (2) thement Tax Act (RRTA)). 26 CFR 1.151-4: Amount of deduction for each

back pay is completely independent of EFECT ON OTHER DOCUMENTS exemption under section 151.

t[h.e existence or extent of an.y personatl_: The Service is providing inflation adjustments

injury, and (3) the ADEA liquidated Rev. Rul. 93-88 is obsoleted. Noticefor taxable years beginning in 1997 to the personal

damages are punitive in nature. 95-45 is superseded. Rev. Rul. 72_34_Exemdption and to the t:hreshorllc_ml hamhounts of ad-
Based on SChIeier NOtice 95_45, 1972_2 CB 32, and Rev. Rul 84_921uste gross Income above wnic the exemptlon

1995-2 C.B. 330, suspended Rev. Rull984-1 C.B. 204, which hold thatgggg“;;_ phases out. See Rev. Proc. 96-59,

93-88, and added section 5.05 to Rexamounts received to settle a claim under

Proc. 95-3, 1995-1 C.B. 385, to providepre-1991 Title VII are (1) includible in _ _

that pending issuance of published guidgross income as compensation, (2pection 162.—Trade or Business

ance, the Service will not issue rulings‘wages” for FICA, FUTA, and federal EXpenses

or determination letters on whetherincome tax withholding purposes, anthe cEr 1.162-1: Business expenses.

amounts received are excludable frong3) “compensation” for RRTA purposes, (Also section 263; 1.263(a)-1.)

gross income under § 104(a)(2) in situaare obsoleted. Rev. Proc. 96-3, 19961 _ . . . .

tions affected by Schleier. LR.B. 82, is modified to delete section_, '2iNg COSs; business expenses.

The Supreme Court’'s decision in

In light of Schleier and the amend- 5.05. v
ment of § 104(a)(2) by the 1996 ACt}PROSPECTIVE APPLICATION {Tgpggo(’lég%),V'dggsmwgs'grf}’ggoihe
the Internal Revenue Service has recort- treatment of training costs as business

sidered Rev. Rul. 93-88. Pursuant to the authority contained inexpenses which are generally deductible
HOLDINGS § 7805(b), this revenue ruling will not ynder section 162 of the Code.
apply adversely to damages received
(1) Current § 104(a)(2). Back pay under any provision of law providing Rev. Rul. 96-62

received in satisfaction of a claim fortort or tort type remedies for empon-ISSUE

denial of a promotion due to disparateMent discrimination for race, color, reli-
treatment employment discriminationdion, gender, national origin, or other Does the Supreme Court's decision in

under Title VII is not excludable from Similar classifications, if the damagesiINDOPCO, Inc. v. Commissioner503
gross income under § 104(a)(2) becaus@'® received (1) on or before June 14y.S. 79 (1992), affect the treatment of
it is completely independent of, and thust 995, the date thabchleierwas decided training costs as business expenses,
is not damages received on account oPY the Supreme Court, or (2) pursuanivhich are generally deductible under
personal physical injuries or physicall0 @ written binding agreement, court§ 162 of the Internal Revenue Code?
sickness under that section. Similarlydecree, or mediation award in effect on AW AND ANALYSIS

amounts received for emotional distres$0r issued on or before) June 14, 1995

in satisfaction of such a claim are no Section 162 and 8§ 1.162-1(a) of the
excludable from gross income undetrDR'A‘FTING INFORMATION Income Tax Regulations allow a deduc-
§ 104(a)(2), except to the extent they The principal author of this revenuetion for all the ordinary and necessary
are damages paid for medical care (asiling is Sheldon A. Iskow of the Office expenses paid or incurred during the
described in § 213(d)(1)(A) or (B)) at- of Assistant Chief Counsel (Income Taxtaxable year in carrying on any trade or
tributable to emotional distress. and Accounting). For further information business.
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Section 263(a) and § 1.263(a)-1(ag 162. Amounts paid or incurred forSection 170.—Charitable, Etc.,
provide that no deduction is allowed fortraining, including the costs of trainersContributions and Gifts
any amount paid out for permanentnd routine updates of training materi-s ~rr 1170-1: Charitable. etc.
improvements or betterments made t@ls, are generally deducti_ble as businesgd gifts; allowance of deductions.
increase the value of any property. expenses under that section even thoqghThe Service is providing inflation adjustments
Through  provisions  such asthey may have some future benefit, o ionqar year 1997 to the “insubstantial ben-

§§ 162(a), 263(a), and related section NDOPCO at 87. See e.g, Cleveland gt guidelines. Under the guidelines, a charitable
the Internal Revenue Code generall lectric llluminating Co. v. United contribution is fully deductible even though the

endeavors to match expenses with th tates 7 Cl. Ct. 220 (1985) (deduction contributor receives “insubstantial benefits” from
revenues of the taxable period to whicHO! COStS Of training employees to oper e charty: See Rev. Proc. 96-59, page 17

: te new equipment in an existing busi-
the expenses are properly attributable® )
thereby resulting in a more accurat ess), Rev. Rul. 58-238, 1956-1 C.B

calculation of net income for tax pur- 0, 91 (deduction for costs of trainingSection 263.—Capital Expenditures
poses.See INDOPCO, Inc. v Commis_employees that relate to the regulapé CFR 1.263(a)-1: Capital expenditures; in gen-

sioner 503 U.S. 79, 84 (1992)Com- conduct of the employer’s businessge eral.

e also Ithaca Industries, Inc. v. Commis- peoes the Supreme Court's decision in
T'i%‘ﬂ%;& Idaho Power Co418 U.S. sioner, 97 T.C. 253, 271 (1991) (deduc-INDOPCO, Inc. v. Commissioner503 U.S. 79

tion for costs of training new employees(1992), affect the treatment of training costs as
In INDOPCQ the Supreme Court d POy

4 to keep the assembled workforce unpusiness expenses which are generally deductible
concluded that certain legal and prOfeS?hanged),gff’d, 17 F.3d 684 (4th Cir.), ggg:réﬁé. 162 of the Code? See Rev. Rul. 96-62,
sional fees incurred by a target corporagq i denied 115 S. Ct. 83 (1994).

tion to facilitate a friendly merger cre- rpaining costs must be capitalized only
ated significant long-term benefits for;

- in the unusual circumstance where th&ection 267.—Losses. Expenses
the taxpayer and, therefore, were Cap'tatpaining is intended primarily to obtain gnq Interest With Resp’)ectpto ’

eﬁpenditures. I_r;_ r(a”'cxching th(ijs geCiSionfuture benefits significantly beyond Transactions Between Related
the Court specifically rejected the arguyge traditionally associated with train-raxpayers

ment that its decision irCommissioner ing provided in the ordinary course of a

v. Lincoln Savings and Loan ASSOCiaTaxpayer’s trade or businesSee e.g. 26 CFR 1.267(a)-1: Deductions disallowed.

tion, 403 US 345 (1971), Sho.“'d beCleveland Electric 7 Cl. Ct. at 227—29  When a payor provides a per diem allowance to
read as holding “thabnly expenditures (capitalization of costs for training em-an employee who is a related party, the rules set
that create or enhance separate a’_"lﬁoyees of an electric utility to operate aIorth for the deemed substantiation to the payor of

distinct assets are to be capitalized unz : he amount of the employee’s ordinary and neces-
der § 263.” INDOPCO at 86p_87 (em- ew nuclear power plant, which WEr€sary business expenses for lodging, meal, and/or

hasis in original akin to start-up costs of a new business)acidental expenses incurred while traveling away
phasis In orlgma). from home do not apply. See Rev. Proc. 96-64,
The INDOPCO decision clarifies that HOLDING page 52.

the creation or enhancement of a sepa- The INDOPCO decision does not af-

rate and distinct asset is not a prerequiz o
site to capitalization. That clarification Leucstintgss t:aexe;)tg]esréts Of/v;rizlr?lr;?e ngasergﬁection 274.—Disallowance of

does not, however, change the funda; ; ertain Entertainment, Etc.,
mental legal principles for determiningdedUCthIe under § 162. Expenses
whether a particular expenditure can b RAFTING INFORMATION 26 CFR 1.274(d)-1: Substantiation requirements

deducted or must be capitalized. As the N _ -
Supreme Court has specifically recog- The principal author of this revenue Simpliied optional method for Substariating
nized, the “decisive distinctions [be-ruling is Barry M. Freiman of the Office (e 2TiOUNt 0! & Cequetion o expense 1o business
tween capital and ordinary expenditurespf Assistant Chief Counsel (Income Taxyage 46. ' ' ' Y
are those of degree and not of kind. . . ."and Accounting). For further information

Welch v. Helvering 290 U.S. 111, 114 regarding this revenue ruling, contac ] - .
(1933); Deputy V.gdu Pont 308 U.S. Mr. Freiman on (202) 622—4950 (not a%nesent(':sl.:R 1.274(d)-1(a): Substantiation require-
488, 496 (1940). Therefore, with respectoll-free call).
to ex'pendltures that prOduce. benefits [— of ordinary and necessary business expense of an
both in the current year and in future 6 CFR 1.162-17: Reporting and substantiatio€mployee for lodging, meal, and incidental ex-
years, the determination of whether sucl certain business expenses of employees. penses or meal and incidental expenses incurred

expenditures must be capitalized or may L while traveling away from home when a payor
be deducted requires a careful examinad— The rules for substantiating the amount of aprovides a per diem allowance under a reimburse-

. f all the f Alth h th eduction or expense for business use of ament or other expense allowance arrangement to
tion ot all the tacts. Although the mere gyiomobile that most nearly represents currenpay for such expenses. See Rev. Proc. 96-64,
presence of some future benefit may nddosts are set forth. See Rev. Proc. 96-63, page 4page 52.

warrant capitalization, a taxpayer’s real-

ization of future benefits is undeniabl — , . .

important in _determining whether a% The rules for substantiating the amount of a26 CFR 1.274-5T: Substantiation requirements
P 9 deduction or expense for lodging, meal, andtemporary).

expenditure is immediately deductible Ofincigental expenses or meal and incidental ex- Simplified optional method for substantiating
must be capitalizedSee INDOPCOat penses incurred while traveling away from homepe amount of a deduction or expense for business

87-88. that most nearly represents current costs are Sﬁge of an automobile. See Rev. Proc. 96—63

The INDOPCO decision does not af- " S Rev. Proc. 96-64, page 52. page 46.
fect the treatment of training costs under

contributions

Rules are set forth for substantiating the amount




Rules are set forth for substantiating the amoun§ection 1274.—Determination of sales or exchanges before January 1,

of ordinary and necessary business expense of ; R f ; ;

omployee. for lodging. meal, and incidontal exﬁgsgelPrlce in the ICasedo]f Certain 1990, this amount is $2,800,000.

penses or meal and incidental expenses incurrdd€Pt Instruments Issued for In the case of a “cash method debt
while traveling away from home when a payorProperty instrument,” as defined in § 1274A(c)

provides a per diem allowance under a reimburse; . . .
ment or other expense allowance arrangement f{’e CFR 1.1274A-1: Special rules for certainof the Code, the borrower and lender

pay for such expenses. Rules are also set forth fngpzigteizgs$§vg§[)eozt§“ed principal amount doesmay elect to use the cash receip_ts and
an optional method for employees and self- R disbursements method of accounting. In
Zmdplo%/_gld |nd|\t/|du?lsb to use in i:omgunngd th!t':' As defined by section 1274A, the definitions for particular, for any cash method debt
eductible costs of business meal and inciden “qualifi i ” « :

Hoth qualified debt instruments” and “cash instrument, § 1274 does not apply, and

expenses paid or incurred while traveling awaymethod debt instruments” have dollar ceilings on; : :
from home. See Rev. Proc. 96-64, page 52. the stated principal amount. The limits to thelNt€rest on the instrument is accounted

stated principal amount are adjusted for inflationfor by both the borrower and the lender
) ] for sales or exchanges occurring in the 199fnder the cash method of accounting. A
Section 483.—Interest on Certain calendar year. See Rev. Rul. 96-63, this padg.ash method debt instrument is a quali-
Deferred Payments fied debt instrument that meets the fol-
26 CFR 1.483-1: Computation of interest on lowing additional requirements: (A) In

certain deferred payments. Section 1274A.—Special Rules for  the case of instruments arising out of

As defined by section 1274A, the definitions for Ce_rta_in Transactions Where Stated sales or exchanges before January 1,
both “qualified debt instruments” and “cash Principal Amount Does Not Exceed 1990, the stated principal amount does

method debt instruments” have dollar ceilings ong2 800,000. not exceed $2,000,000, (B) The lender
the stated principal amount. The limits to the

stated principal amount are adjusted for inflation(Also §§ 1274, 483; 1.1274A-1.) does not use an accrual method of
for sales or exchanges occurring in the 1997 ) ) ) ) accounting and is not a dealer with
calendar year. See Rev. Rul. 96-63, page 46. Section 1274A inflation-adjusted respect to the property sold or ex-

numbers for 1997. This ruling provides changed, (C) Section 1274 would have

the dollar amounts, increased by thejiaqd he debt i but f
Section 512.—Unrelated Business i ion-adi ionappiied to the debt instrument but for an
1997 inflation-adjustment, for sectiongjaction under § 1274A(c); and (D) An

Taxable Income — . R
o S . iﬁmémcgm?g aﬁgds% eljggdelsm' 96—4election under § 1274A(c) is jointly
The Service is proyldl_ng |_nf|at|on adjustments SUPP p : made with respect to the debt instrument
for taxable years beginning in 1996 and 1997 to .
the maximum amount of annual dues that can bRev. Rul. 96-63 by the borrower and lender. Section
paid to certain agricultural or horticultural organi- 1.1274A-1(c)(1) of the Income Tax
zations without any portion being treated as unre- This revenue ruling provides the dol-Regulations provides rules concerning
lated trade or business income by reason of anjgr amounts. increased by the 199%he ti . .
. B . ' e time for, and manner of, making this
benefits or privileges available to members. Se?nflation adjustment, for § 1274A of the election.

Rev. Proc. 96-59, page 17. Int | R Cod
nternal Revenue Code. Section 1274A(d)(2) of the Code pro-

_ BACKGROUND vides that, for any debt instrument aris-
Sec'tlon 513.—Unrelated Trade or ing out of a sale or exchange during any
Business In general, §§ 483 and 1274 of thecalendar year after 1989, the dollar

The Service is providing inflation adjustmentsCode determine the principal amount ofmounts stated in § 1274A(b) and
for taxable years beginning in 1997 to the maxi-a debt instrument given in consideratiors 1274A(c)(2)(A) are increased by the

mum amount of a “low cost article.” Funds raised for the sale or exchanae of nonpublicl . .
through a charity’s distribution of “low cost g P Yinflation adjustment for the calendar

articles” will not be treated as unrelated busineséraded property. In additio'.’]’ any interest oy, Any increase due to the inflation
income to the charity. See Rev. Proc. 96-590N @ debt instrument subject to 8 1274y qiment is rounded to the nearest
page 17. is taken into account under the origina ultiple of $100 (or, if the increase is a
issue discount provisions of the Codemultiple of $50 an;j not of $100. the
Section 1274A, however, modifies the. - '
Section 877.—Expatriation To “increase is increased to the nearest mul-
P rules under 88 483 and 1274 for certainy 1" ot ¢100) "The inflation adjustment

Avoid Tax types of debt instruments. ;
o S ) . - for any calendar year is the percentage
The Service is providing inflation adjustments In the case of a “qualified debt (if any) by which the CPI for the

for calendar year 1997 to amounts used to deteinstrument,” the discount rate used for .

mine whether a principal purpose of expatriation iy roses of 8§ 483 and 1274 of th receding calendar year exce_eds the CPI

to avoid tax. See Rev. Proc. 96-59, page 17.  ~ 4 may not exceed 9 percent, com" calendar year 1988. Section 1274A-

pounded semiannually. section(@(2)(B) defines the CPI for any calen-
: P ; dar year as the average of the Consumer

Section 1016.—Adjustments to 1274A(b) defines a qualified debt instru-2&" Y g

Basis

ment as any debt instrument given irf’Tice Index as of the close of the

consideration for the sale or exchange of2-month period ending on September
26 CFR 1.1016-3: Exhaustion, wear and tearproperty (other than new § 38 property30 of that calendar year.

obsolescence, amortization, and depletion for periz, .., . . .
ods since February 28, 1913. within the meaning of 8§ 48(b), as in

Reduct ¢ basis for busi f effect on the day before the date ofiNFLATION-ADJUSTED AMOUNTS
autoemggillgn ugderazli?he?rtheusg]giiSSnalljsesta%d;’rbnaCtment of the Revenue Reconcilia- i iai
mileage rate method or a mileage allowance undgr'on Act of 199Q) If the stated principal 'I:or debt IRStrumemf? ansing obUt of
a reimbursement or other expense allowance agmount of the Instrument d'oes not exsales or exchanges after December 31,
rangement. See Rev. Proc. 96-63, page 46. ceed the amount specified in § 1274A41989, the inflation-adjusted amounts un-

(b). For debt instruments arising out ofder 8§ 1274A are shown in Table 1.
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Rev. Rul. 96-63 Table 1
Inflation-Adjusted Amounts Under § 1274A
1274A(b) Amount 1274A(c)(2)(A) Amount

Calendar Year of Sale or Exchange (qualified debt instrument) (cash method debt 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
Note These inflation adjustments were computed using the All-Urban, Consumer Price Index, 1982-1984 base, pub-
lished by the Bureau of Labor Statistics.

EFFECT ON OTHER DOCUMENTS  percent of the taxes collected undecredited to the Railroad Retirement
Rev. Rul. 96-4. 1996-3 .R.B. 16, isSect|ons 3211(b) and 3221(c) of theSupplemental Account.

Railroad Retirement Tax Act shall be .
supplemented and superseded. credited to the Railroad Retirement Ac- Dated: December 4, 1996.

DRAFTING INFORMATION count and 66.2 percent of the taxes . .
o _ collected under such Sections 3211(b) Beatrice Ezerski,
The principal author of this revenueand 3221(c) plus 100 percent of the Secretary to the Board

ruling is D?‘Vid B. S_"ber of the Oﬁice taxes collected under Section 3221(d) ofFiled by the Office of the Federal Register on

of the Assistant Chief Counsel (Finan-the Railroad Retirement Tax Act shall beDecember 11, 1996, 8:45 a.m., and published in

cial Institutions and Products). For fur-credited to the Railroad Retiremenllhe issue of the Federal Register for December 12,
; - ; : 1996, 61 F.R. 65422)

ther information regarding this revenuesypplemental Account.

ruling contact Mr. Silber on (202) 622— _

3930 (not a toll-free call). Dated: August 27, 1996. Section 3231.—Definitions

Beatrice Ezerski, 26 CFR 31.3231(e)-1: Compensation

Section 3121.—Definitions Secretary to the Board s pack pay that is received in satisfaction of a

) . ) . claim for denial of a promotion due to disparate
26 CFR 31.3121(a)-1: Wages. (Filed by the Office of the Federal Register ong ... employment discrimination under Title

September 4, 1996, 8:45 a.m., and published i L Do
Is back pay that is received in satisfaction of i i g/” of the Civil Rights Act of 1964, as amended
pay &he issue of the Federal Register for September n 1991, treated as “compensation” for purposes

claim for denial of a promotion due to disparate199e, 61 F.R. 46871
treatment employment discrimination under Title ) of § 3231 (RRTA)? See Rev. Rul. 96-65, page 5.

VIl of the Civil Rights Act of 1964, as amended _—

in 1991, treated as ‘wages” for purposes of |n gccordance with directions in Sec-o _ .. N
§ 3121 (FICA)? See Rev. Rul. 96-65, page 5. 3221(c) of the Railroad Retirementsecuon 3306.—Definitions

Tax Act (26 U.S.C. 3221(c)), the Rail-26 CFR 31.3306(b)-1: Wages.

road Retirement Board has determined | pack pay that is received in satisfaction of a
that the excise tax imposed by sucltlaim for denial of a promotion due to disparate

Determination of Quarterly Rate of Section 3221(0) on every employen withtreatment er_nploy_ment discrimination under Title
Excise Tax for Rail d Reti t respect to having individuals ~ in hiS_V” of the Civil Rights /?\Ct of %964, as amended
XCIse lax Tor Rallroad retremen in 1991, treated as “wages” for purposes of

Supplemental Annuity Program employ, for each work-hour for which g 3306 (FuTA)? See Rev. Rul. 96-65, page 5.
compensation is paid by such employer

In accordance with directions in Sec-for services rendered to him during the
tion 3221(c) of the Railroad Retirementquarter beginning January 1, 1997, shalbection 3401.—Definitions
Tax Act (26 U.S_.C., Section 3221(c)),be at the rate of 35_ ceqts. _ . 26 CFR 31.3401(a)-1: Wages.
the Railroad Retirement Board has de- In accordance with directions in Sec- _ . o
termined that the excise tax imposed byion 15(a) of the Railroad Retirement I'.S b"f"c" dpay tlha} 'S ’ece'vf.d n dsa“ffafjt.'o” °fta
such Section 3221(c) on every emAct of 1974, the Railroad Retirementycziment employment discrimination under Tie
ployer, with respect to having individu- Board has determined that for the quarvii of the Civil Rights Act of 1964, as amended
als in his employ, for each work-hourter beginning January 1, 1997, 33.4n 1991, treated as “wages” for purposes of
for which compensation is paid by suchpercent of the taxes collected undep 3401 (federal income tax withholding)?
gmployehr for servi%es rendered tg himSections 3211(b) and 3221(c) of the
uring the quarter beginning October 1Railroad Retirement Tax Act shall bec, i -
1996, shall be at the rate of 34 centscredited to the Railroad Retirement Ac-Sectlon 4001.—Passenger Vehicles
In accordance with directions in Sec-count and 66.6 percent of the taxes The Service is providing inflation adjustments
tion 15(a) of the Railroad Retirementcollected under such Sections 3211( ecg‘;egr's‘fbj:ftoz’f a"r;’he';(r(‘:isae &is“;‘gr”%gns‘fgi'gfs
Act of 1974, the Railroad Retirementand 3221(c) plus 100 percent of theccuring in calendar year 1997. See Rev. Proc.
Board has determined that for the quartaxes collected under Section 3221(d) of6-59, page 17.
ter beginning October 1, 1996, 33.8the Railroad Retirement Tax Act shall be
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Section 4003.—Special Rules lobbying expenditures. See Rev. Proc. 96-59Gection 6601.—Interest on

page 17.

The Service is providing inflation adjustments Underp_ayment,'Nonpayment or
to the price above which a passenger vehicle Extensions of Time for Payment of
becomes subject to an excise tax for transaction . . Tax
occurring in calendar year 1997. (Price includes§_eCtlon 6039F.—Notice of Large _
the price of installation of parts or accessories of5ifts Received From Foreign 26 CFR 301.6601-1: Interest on underpayments.
a passenger vehicle within six months of the dat®ersons Uniform tables for computing interest using the
after the vehicle was first placed in service.) See daily compounding rules. See Rev. Proc. 95-17,

Rev. Proc. 96-59, page 17. The Service is providing an inflation adjustment
for taxable years beginning in 1997 to the amoun
of gifts in a taxable year from foreign person(s)

9.995—1, C.B556.

; . that triggers a reporting requirement for a United .
Sectlpn 601t1. f FC;etnel‘alst ¢ t States person. See Rev. Proc. 96-59, page 13ection 6611.—Interest on
oqu?;:emen or Return, Statement, Overpayments
. . . 26 CFR 301.6611-1: Interest on overpayments.
26 CFR 31.6011(a)-4: Returns of income taxSection 6051.—Receipts for pay
withheld. Employees Uniform tables for computing interest using the

. daily compounding rules. See Rev. Proc. 95-17,
Standard and alternate procedures to be used 5 CFR 31.6051-1: Statements for employee4995-1, C.B556.
preparing employment tax forms where a
predecessor-successor employer relationship exists.Automatic extensions of time to furnish Forms
Rev. Proc. 84-77 modified and superseded. Seé&—2 to employees and file Forms W-2 with the

Rev. Proc. 96-60, page 24. Social Security Administration are provided for Section 6621.—Determination of
“Qualified Employers.” See Rev. Proc. 96-57, Rate of Interest
. . 14.
26 CFR 301.6011-2T: Required use of magnetlgalge 26 CFR 301.6621-1: Interest rate.

media (Temporary).

. . . ) Standard and alternate procedures to be used in Uniform tables for computing interest using the
Automatic extensions of time to furnish Formspreparing employment tax forms where adaily compounding rules. See Rev. Proc. 95-17,

W-2 to employees and file Forms W-2 with the e jecessor-successor employer relationship exis995-1, C.B556.

Social Security Administration are provided for o, p 84-77 dified and ded. S
“Qualified Employers.” See Rev. Proc. 96-57, Rgz: p,—rgcc_. 96-60 pn;gelzli_ and superseded. -ee

page 14.

Section 6622.—Interest
Compounded Daily

Section 6012.—Persons Required Segtg)tr;] Bogl.—&gntlng Of REWMS .o -2 301.6622-1: Interest compounded daily.
to Make Returns of Income an er bocuments . o .
Uniform tables for computing interest using the

26 CFR 1.6012-1: Individuals required to make28 CFR 1.6061-1: Signing of returns and othergajly compounding rules. See Rev. Proc. 95-17,
returns of income. documents by individuals. 1995-1, C.B556.

The Service is providing adjusted tax tables for, What are the requirements for participation in

individuals and trusts and estates for taxable yeaf@€ 1997 Electronic Filing Program for the Form , .
beginning in 1997 to reflect changes in the cost 0%'040 series? See Rev. Proc. 96-61, page 27.  Section 7430.—Awarding of Costs

living. See Rev. Proc. 96-59, page 17. and Certain Fees

— . . . The Service is providing an inflation adjustment
26 CFR 1.6012-5: Composite retumn in lieu of SECtion 6071.—Time for Filing for calendar year 1997 to the hourly limit on
specified form. Returns and Other Documents attorney fees that may be awarded in a judgment

qor settlement of an administrative or judicial
proceeding concerning the determination, collec-
tion, or refund of tax, interest, or penalty. See Rev.
Automatic extensions of time to furnish FormsProc. 96-59, page 17.

— W-2 to employees and file Forms W-2 with the
hWhat are the requlirements for pfarticir;])ation inSocial Security Administration are provided for
the 1997 On-Line Filing Program for the Form “Qualified Employers.” See Rev. Proc. 96-57, :

1040 series? See Rev. Proc. 96-62, page 38. pgge 14. Py SeCtlon.7805'_RUIeS and
Regulations

Standard and alternate procedures to be used #p CFR 301.7805-1: Rules and regulations.
preparing employment tax forms where a are amounts received in satisfaction of a claim

What are the requirements for participation in26 CFR 31.6071(a)-1: Time for filing returns an
the 1997 Electronic Filing Program for the Formother documents.
1040 series? See Rev. Proc. 96-61, page 27.

Section 6013.—Joint Returns of

Income Tax by Husband and Wife Fé':\?el‘;‘?gzorézucf;esschdﬁ:zgloayﬁé rsellfgggzzzjdexg;? denial of a promotion due to disparate treat-
26 CFR 1.6013—1: Joint returns. : - o : ent employment discrimination under Title VII
Rev. Proc. 96-60, page 24. of the Civil Rights Act of 1964, as amended in

The Service is providing adjusted tax tables for 1991, excludable from gross income under
individuals for taxable years beginning in 1997 to § 104(a)(2)? The holding will not apply adversely

reflect changes in the cost of living. See Revgection 6081.—Extension of Time to damages received under any provision of law
Proc. 96-59, page 17. for Filina Returns providing tort or tort type remedies for employ-
g : ment discrimination on the basis of race, color,

26 CFR 31.6081(a)-1: Extensions of time forreligion, gender, national origin, or other similar

; _ filing returns and other documents. classifications, if the damages are received (1) on
Sectlo_n 6Q33' Returns by Exempt 9 or before June 14, 1995, the date tBahleierwas
Organizations Automatic extensions of time to furnish Formsdecided by the Supreme Court, or (2) pursuant to

W=2 to employees and file Forms W-2 with thea written binding agreement, court decree, or
for taxable years beginning in 1997 to the amoun?oma!‘Securlty Administration are provided for mediation award in effect on (or issued on or
of dues certain exempt organizations can chargeQu‘r"“f'e‘j Employers.” See Rev. Proc. 96-57,before) June 14, 1995. See Rev. Rul. 96-65,

and still be excepted from the reporting require®29¢ 14. page 5.
ments for exempt organizations with nondeductible

The Service is providing inflation adjustments
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Section 7872.—Treatment of Loans that the aggregate outstanding amount ¢f REV. RUL. 96—64 TABLE 1

With Below-Market Interest Rates ?Sy loan tg whichh § 7872(g) gpplies Limit under 7872(g)(2)
- etermine without regar to

Ioacnzlfo?di%SQt?'?'ﬂte faCJr:]o?J(rall'comaTzrezk(:e'titon §8 7872(g)(2)). .When added to the aggre- Year Amount
7872(g) of the Code permits a taxpayeP@t€ outstanding amount of all other pefore 1987 $ 90,000
to lend to a qualified continuing carePrévious loans between the lender (of 1987 $ 92,200
facility without incurring imputed inter- the lender's spouse) and any qualified 1988 $ 94,800
est is published and adjusted for inflacontinuing care facility to which | 1989 $ 98,800
tion for years 1987-1997. Rev. Rul.8 7872(g)(1) applies, does not exceefl 1990 $103,500
96-5 supplemented and superseded. $90,000. 1991 $108,600
Section 7872(g)(5) of the Code pro{ 1992 $114,100
Rev. Rul. 96-64 vides that, for loans made during any 1993 $117,500
This revenue ruling publishes thecalendar year after 1986 to which 1994 $121,100
amount that § 7872(g) of the Internal§ 7872(g)(1) applies, the $90,000 limit iggg ig‘;ggg

Revenue Code permits a taxpayer tepecified in § 7872(g)(2) is increase
lend to a qualifying continuing care by an inflation adjustment. The inflation 1997 $131,300
facility without incurring imputed inter- adjustment for any calendar year is th¢ Note These inflation adjust-
est. The amount is adjusted for inflationpercentage (if any) by which the Con{ ments were computed using th
for the years after 1986. sumer Price Index (CPI) for the preced; All-Urban, Consumer Price In-
Section 7872 of the Code generallying calendar year exceeds the CPI for dex 1982-1984 base, published
treats loans bearing a below-market incalendar year 1985. Section 7872(g)(5) by the Bureau of Labor Statistics
terest rate as if they bore interest at thetates that the CPI for any calendar year
Section 7872(g)(1) of the Code pro-of the 12-month period ending on Sep- Rev. Rul. 96-5, 1996-3 |.R.B. 29, is

vides that, in general, § 7872 does NOfmper 30 of that calendar vear
apply for any calendar year to any year. supplemented and superseded.

below-market loan made by a lender to Rev. Rul. 96-5, 1996-3 I.R.B. 29,pRAFTING INFORMATION

a qualified continuing care facility pur- Publishes the amount specified in The author of this revenue ruling is

suant to a continuing care contract if the /872(9)(2) of the Code, increased b)f:)avid B. Silber of the Office of Assis-

lender (or the lender's spouse) attain{® Inflation adjustment, for the years, " cpiot"counsel (Financial Institu-

age 65 before the close of the year. ~ 1987-96. tions and Products). For further informa-
Section 7872(g)(2) of the Code pro- Table 1 sets forth the amount specition regarding this revenue ruling,

vides that, in the case of loans maddied in § 7872(g)(2) of the Code. Thecontact Mr. Silber on (202) 622-3930

after October 11, 1985, and before 1987amount is increased by the inflationiot a toll-free call).

§ 7872(g)(1) applies only to the extentadjustment for the years 1987-97.

A%
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Part Ill. Administrative, Procedural, and Miscellaneous

Weighted Average Interest Rate range of interest rates used to calculatBub. L. 103—465 (GATT).

Update current liability for the purpose of the The average yield on the 30-year
) full funding limitation of 8 412(c)(7) of Treasury Constant Maturities for No-

Notice 96-66 the Internal Revenue Code as amendegember 1996 is 6.48 percent.

Notice 88—73 provides guidelines forby the Omnibus Budget Reconciliation The following rates were determined
determining the weighted average interAct of 1987 and as further amended byfor the plan years beginning in the
est rate and the resulting permissibléhe Uruguay Round Agreements Actmonth shown below.

Month Year Weighted Average 90% to 108% Permissible Range 90% to 110% Permissible Range
December 1996 6.89 6.20 to 7.44 6.20 to 7.58

Drafting Information

The principal author of this notice is Donna Prestia of the Employee Plans Division. For further information regarding this
notice, call (202) 622-6076 between 2:30 and 4:00 p.m. Eastern time (not a toll-free number). Ms. Prestia’s number is (202)
622—7377 (also not a toll-free number).

Application of Section 401(a)(9) to  the plan, even if the employee had noi996. This Notice is issued in response
Employees who Attain Age 70% in retired from employment with the em-to those requests.

1996. ployer maintaining the plan. QUESTIONS AND ANSWERS
. Section 1404 of the SBJPA amended . _
Notice 96-67 the definition of required beginning date Q-1: What is the effective date of the

that applies to an employee who is not &mendments to section 401(a)(9) made
5-percent owner. The amendment proPY Section 1404 of the SBJPA?

This Notice addresses certain issueides that, in the case of such an A-1: Section 401(a)(9), as amended
related to amendments, made by sectioBmployee, the required beginning date iy Section 1404 of the SBJPA, applies
1404 of the Small Business Job ProtecApril 1 of the calendar year following I deétermining the amqur:jt of %ny mwg-
tion Act of 1996, Pub.L. 104—188the later of the calendar year in whichTYMm d|str|but||on drequwe kt)o be made
(SBJPA), to the minimum distribution the employee attains age 70% or th%;‘rgcgeraggn%zf” 1arl3é%;;r (tf?e?tmvr\]/g]s? nooq
requirements of section 401(a)(9) of thecalendar year in which the employeerequired to be yma{de during an earlier
Internal Revenue Code. Specifically, theetires. In the case of an employee Wh%alendar year)
notice provides guidance on the applicais a 5-percent owner, the required begin- 0-2: I$ a minimum_ distribution re-
tion of section 401(2)(9), as amended byiing date remains April 1 of the calen-, . 1"to be made bv April 1. 1997 for
the SBJPA, to employees (other thamjar year following the calendar year ingn employee (othery thgn a 5-percent
S5-percent owners) who attain age 70%yhich the 5-percent owner attains ag&wner) who attains age 70% in 1996,

end of 1996. 1404 of the SBJPA apply to yearswijth the employer maintaining the plan
BACKGROUND beginning after December 31, 1996py the end of 19967
The amendments do not apply to the A-2: No. Such an employee's re-

Section 401(a)(9) provides that, inrequired beginning date for distributionsquired beginning date is determined un-
order for a plan to be qualified underfrom an IRA, including an IRA estab- der section 401(a)(9), as amended by the
section 401(a), distributions from thelished in conjunction with a Simplified SBJPA. Thus, the employee’s required
plan must commence no later than th&mployee Pension (SEP) or a SIMPLEbeginning date is not April 1, 1997.
“required beginning date”. Similar rules Plan. In addition, the amendments ddnstead, the employee’s required begin-
apply to an individual retirement ac-not affect the determination of the re-ning date is April 1 of the calendar year
count or annuity (IRA) and a sectionquired beginning date for church plandollowing the year in which the em-
403(b) contracti(e., an annuity contract and government plans, since, under thployee retires from employment with the
described in section 403(b), a custodiapre-SBJPA version of section 401(a)(9)employer maintaining the plan.
account described in section 403(b)(7}he required beginning date for these Q-3: If a plan distribution is made in
or a retirement income account deplans already was April 1 of the calen-1996 to an employee (other than a
scribed in section 403(b)(9)). dar year following the later of the 5-percent owner) who attains age 70%

Prior to the amendments made by th€alendar year in which the employeen that year, but has not retired by the
SBJPA, section 401(a)(9)(C) generallyattains age 70%2 or the calendar year iend of 1996 from employment with the
defined required beginning date as Apriwhich the employee retires. employer maintaining the plan, is any
1 of the calendar year following the Taxpayers have requested guidance gportion of the distribution a required
calendar year in which an employeeahe application of the amendments tdlistribution for purposes of section
attained age 70%. This meant that asection 401(a)(9)(C) made by the SBIJPA02(c)(4)(B)?
employee who attained age 70% wa$ employees who attain age 70% in A-3: Yes. Section 402(c)(4)(B) pro-
required to commence distributions from1996, but have not retired by the end ofides that a distribution is not an eli-
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gible rollover distribution to the extent eligible rollover distribution) is deter- on an expedited basis, comments are
that it is required under sectionmined in accordance with the guidanceequested to be submitted by January

401(a)(9). If a distribution is made dur-in Q&A-3 of this notice. 31, 1997.

ing 1996 (.e, prior to the January 1, Comments can be addressed to
1997 effective date of the SBJPAREQUEST FOR COMMENTS CC:DOM:CORP:R (Notice 96-XX),
amendments to section 401(a)(9)), therk ONCERNING RELAXATION OF = room 5228, Internal Revenue Service,
whether that distribution is a required ECTION 411(d)(6) POB 7604, Ben Franklin Station, Wash-

diStribUt.ion under SeCtion. 401(3-)(9)_ is Except to the extent provided byington, DC 20044. In the alternative,
determined by applying sectioniegylations, section 411(d)(6)(B) pre-comments may be hand delivered be-
401(a)(9) as in effect prior to amend-cjydes a plan amendment that eliminatesveen the hours of 8 a.m. and 5 p.m. to
ment by the SBJPA. an optional form of benefit as it appliesCC:DOM:CORP:R (Notice 96—XX),

Under Q&A-7 of § 1.402(c)-2 of the to benefits accrued as of the later of theCourier's Desk, Internal Revenue Ser-
Income Tax Regulations, a distributionadoption date or the effective date of thejice, 1111 Constitution Avenue NW.,
in the year an employee attains age 70'mendment. The right to commencenashington, DC. Alternatively, taxpay-
is treated as a required distribution unbenefit distributions in any form at aers may transmit comments electroni-
der section 401(a)(9) to the extent thaparticular time is an optional form of cally via the IRS Internet site at http://
the total required minimum distribution Penefit within the meaning of sectionyyw.irs.ustreas.gov/prod/tax_regs/
under section 401(a)(9) for that year ha§11(d)(6)(B) ~and Q&A-1(b) of comments html

not been satisfied. Therefore, althougt® 1-411(d)-4 of the Income Tax Regula-
under Q&A—2 of this Notice, no distri- tions. When it enacted section 1404 oHRAFTING INFORMATION

L ; .the SBJPA, Congress did not alter the

i)utlfgg;s \:\ﬁ?hu”r?s tgctb etom:rcljeelr)ri/ @pgleapplication of section 411(d)(6). Accord- The principal author of this Notice is

,th th 5_p t P yh ingly, an amendment that eliminates theCheryl Press of the Office of the Asso-
(other than al percent owner) w ight to receive a distribution prior to ciate Chief Counsel (Employee Benefits
attams. age 70%2 during 1996, but .ha?etirement (an in-service distribution) af-and Exempt Organizations). For further
not retired by the end of that year, if & age 70v is precluded by sectionnformation regarding this Notice, con-
distribution actually is made to such aryy;(d)(6) if the amendment applies toact Thomas R. Foley at (202) 622—-6050
employee in 1996, the distribution iSpenefits accrued as of the later of thgnot a toll-free number).

treated as a required distribution to theydoption date or the effective date of the
extent that the total required minimumgmendment.

distribution under section 401(a)(9), as A plan that retains in-service distribu-,.¢ <cr 601203 Offers i .

in_effect prior to amend.m.ent by thetjons after age 70% (either as a mandapsg part |, Section ?rlsZIZn ggrlnsrlOngl—sle).

SBJPA, has not been satisfied. Thus, tgyry or an optional form of distribution) ’ T

that extent, the distribution is not anwill satisfy the requirements of sectionRev. Proc. 96-38

eligible rollover distribution and is not 401(a)(9) as amended, and will not be

subject to mandatory 20% withholdingprohibited by section 411(d)(6). How-SECTION 1. PURPOSE

under section 3405(c). However, a disever, the Service and the Treasury rec- _ . _
tribution to such an employee in 1997ognize the potential complexity of ad- NS revenue procedure provides
(e, after the effective date of theministering these distribution options.uidance to taxpayers who wish to sub-
SBJPA amendments) is not a requiredtherefore, the Service and the Treasurg"t_Offers in compromise on photo-
distribution under section 401(a)(9).are considering the extent to which it iscOPIES Or computer generated copies of

Q-4: How does the guidance pro-appropriate to exercise the authority irf O™ 656, Offer in Compromise, pub-
vided in Q&A-2 and Q&A-3 of this section 411(d)(6)(B) to permit plan ished by the Service at the- time the
Notice apply to the determination of theamendments to eliminate the option tg@XPayer makes the offer. This revenue
required minimum distribution from a receive in-service distributions after agd’rocedure also establishes the conditions
section 403(b) contract? 70%. In making this determination, fac-under which the Service will process

A-4: In applying section 401(a)(9) totors that the Service and the Treasur§’ﬁ|(|arS tsr]qultted on such ;orms. ?pefc'ft'h
a section 403(b) contract to which conWill take into account include the impor- Cr? y, tis Ejevenltje tpr(f)ce l;]ret Sets ((j)r
tributions are made by an employer, afance to plan participants of protecting"® réquired content of a photocopied or

employee’s required beginning date ighe option to receive in-service distribu-2 comphuter generated hFormb 656 ﬁand
determined under section 401(a)(9) ifions as well as the potential ComplexityStateS that tf_:lxpayers W 0 submit O ers
n such copies authorize the Service to

the same manner as it would be deteito employers, plan administrators and

. o S . . ; treat them as verbatim duplicates of the
mined for a qualified plan maintainedparticipants of retaining the option. - -
by that employer. Accordingly, the re- The Service and the Treasury reques'%Orm 656 published by the Service.

quired beginning date with respect to aomments concerning the extent tGGec 2. CHANGES

section 403(b) contract of an employeavhich a relaxation of section 411(d)(6)

who attains age 70% in 1996 and wharotection is appropriate for amend- .01 This revenue procedure provides
has not retired from employment by thements that eliminate in-service distribu-guidance to taxpayers who wish to sub-
end of 1996 is determined undertions after age 70%e(g, by limiting mit offers in compromise on photo-
Q&A-2 of this Notice. Similarly, section 411(d)(6) protection to employ-copies or computer generated copies of
whether a distribution in 1996 from aees above a certain age). Because thrm 656, Offer in Compromise, which
section 403(b) contract is a requiredService and the Treasury have receivethe Service publishes and processes
minimum distribution (and thus not anrequests that this guidance be provide@hen the taxpayer makes the offer.
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.02 This revenue procedure declares .06 The decision whether to proceszlf| ;FRPg?tl-?C)Zégogilan%gjssltrucggi 6081
Rev. Proc. 57-41, 1957-2 C.B. 1l1l1%hotocopies or computer generated cop; : : ' ' :
and Rev. Proc. 80-6, 1980-1 C.B. 586es of Form 656 remains within the(f)i'f)on 2T. 3160511, 31.807A(a)-1, 31.6081
obsolete. Service’s discretion.

Rev. Proc. 96-57
SEC. 3. PROCEDURE SEC. 4. INQUIRIES
SECTION 1. PURPOSE

.01 The Service administers an offer Inquiries regarding this revenue pro- _ )
in compromise program whereby a taxcedure should be directed to Internal ‘01 This revenue procedure provides
payer may submit an offer to compro-Revenue Service, Office of Special Pro-auw.n;]"?‘t'C extensions of time for (1)
mise a tax liability based on doubt as tacedures CP:CO:C:SP, 1111 Constitutio utrzgclsn:gr?t thrrgmwlgz’ee\gvagﬁd a(r21§>I f?lﬁx
liability or doubt as to collectibility. Avenue, N.W., Washington, D.C. 20224'Form W_’2 with pth()a/ Social Securityg
These offers are submitted on Form 656, Administrati'on (SSA) as provided in
Offer in Compromise, which is revisedSEC. 5. EFFECT ON OTHER §§ 31.6051-1(d)(2)(ii) and p31 6081(a)-

by the Service when necessary. REVENUE PROCEDURES 1(a)(3)(ii) of the Employment Tax Regu-

.02 The Service will receive for pro-  This revenue procedure declares Relations. These automatic extensions also
cessing legible photocopies or computepyoe  57-41, 1957-2 C.B. 1119 andRPply to Form 499R-2/W-2PR, With-
generated copies that are verbatim dupligey proc. 806, 1980-1 C.B. 586 obsobolding Statement; Form W-2VI, U.S.
cates of the most current, revised Verete Rev. Proc. 57-41 is obsolete beVirgin Island Wage and Tax Statement;
sion of Form 656, Offer in Compromise, cguse it required taxpayers to use a rdorm W-2GU, Guam Wage and Tax
published by the Service when the taXyision of Form 656 that is not currently Statement; and Form W—-2AS, American
payer makes the offer. However, thisyplished or processed by the Service>210a Wage and Tax StateTnent. _':'hslse
procedure only applies to revised vergey Proc. 80-6 is obsolete because thg' OMatic extensions are only available
sions of Form 656 showing a revisiongelegations and procedural matters d% Qualified Employers,” as defined
date after September 1993. (See Sec. &riped therein have been supersede ,elow.

for a description of the revised versionq_e_, delegations of authority are now SeSECTION 2. BACKGROUND

of Form 656 to which this revenueforth in Delegation Order No. 11 (Rev. _
procedure applies.) An offer submitted24) and IRM Handbook 1229; all other -01 Section 6011(a) of the Internal

on a photocopy or computer generate@rocedural matters described therein argévenue Code provides that any person
copy of Form 656 must be printed onnow set forth in Delegation Order No.Mmade liable for any tax, or for the
the same size paper the Service uses td (Rev. 24), IRM Handbook 1229, collection of the tax, must make a return
publish Forms 656 at the time the offelRM 57(10)0 through 57(10)(23).4, IRM OF Statement according to the forms or
is made. (The Service currently pub-8(13)20 through 8(13)70, and CcDMm'egulations prescribed by the Secretary.
lishes Form 656 on paper measuring34)510 through (34)560. .02 Section 31.6011(a)-1 prescribes
eight and one-half by eleven inches). Form 941 as the form to use for persons
.03 When a taxpayer makes an oﬁe?EC' 6. EFFECTIVE DATE required to make a quarterly return

_ ) ~under the Federal Insurance Contribu-
on a form that appears to be a photo- This revenue procedure is effectivajons Act.

copy or computer generated copy Ofwhen published. It applies to all revi- (03 Section 31.6011(a)-4 prescribes
Form 656, then pursuant to the terms oions of Form 656, Offer in Compro- Form 941 as the form to use for persons
that form, the taxpayer authorizes thenise, ShOWing a revision date aﬁerrequired to make a quarteﬂy return of
Service to treat the copy as a verbatinbeptember 1993. The Service is curmcome tax withheld from wages.

duplicate of the Service’s most currentlyrently revising Form 656. The version of 04 Section 31.6011(a)-6 provides
revised version of Form 656 that has &orm 656 currently published by theihat an employer who ceases to pay
revision date after September 1993.  Service bears the revision date of Sepyages reportable on Form 941 shall file

.04 An offer submitted on a photo-tember 1993. This revenue procedurg final Form 941.
copy or computer generated copy ofhall not apply to the September 1993 o5 gection 31.6071(a)-1 provides
Form 656 must bear the taxpayers/ersion of Form 656, and the Servic&nat Form 941 generally must be filed
original signature and initials, if re- will not process substitute forms baseg, or pefore the last day of the first
quired. The Service will not process arPn that version, but will process substigjendar month following the quarter for
offer in compromise bearing a signaturdute forms based on the next revisedynich it is made.

or initials that were duplicated by elec-version. .06 Section 6051(a) provides that (1)
tronic or photographic means,e., a every person required to deduct and
facsimile transmission or photocopy. DPRAFTING INFORMATION withhold income tax, or who would

.05 If a taxpayer submits an offer in  The principal author of this revenuehave been required to deduct and with-
compromise on a photocopy or comprocedure is Elizabeth Rawlins of thehold if the employee had claimed no
puter generated copy of Form 656 anffice of Assistant Chief Counsel (Gen-more than 1 withholding exemption, or
the terms and conditions of the offereral Litigation). For further information (2) every employer engaged in a trade
appear on any page other than the frorfegarding this revenue procedure, conor business who pays remuneration for
and reverse sides of the signature pagesct Elizabeth Rawlins on (202) 622-services performed by an employee,

then the taxpayer must initial and date3630 (not a toll-free call). must furnish a written statement to an
all pages containing terms and condi- employee regarding the remuneration
tions of the offer. paid to the employee during the calen-
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dar year. Section 31.6051-1(a) providesally obtain the Specifications by eitherForms W-2 with SSA on an expedited
that the statement is Form W-2. Fornof these methods in July of the currenbasis under § 31.6071(a)-1(a)(3)(ii),
W-2 must be furnished to the employesgyear. and

on or before January 31 of the following 11 SSA mails the TIB—4 to those 2) IS either required to file the expe-
calendar year. If the employee’s employemployers who filed on magnetic mediadited Forms W-2 with SSA on magnetic
ment is terminated before the close ofn the prior year. SSA mails the TIB—4Media, or filed Forms W-2 on magnetic
the calendar year, however, and thearly in the fourth quarter of each yea/M€did in the year prior to the year that

employee requests the Form W-2 ing allow employers sufficient time to SXP€ditéd Forms W-2 are required

writing, the Form W-2 must be fur- ypdate their payroll systems for prepar-(Whether or not the employer was re-

nished to the employee within 30 daysng the current year Forms W-2 WhiCth!ired to )file on magnetic media in the
of the later of the written request fromgenerally are due the last day of FebruPror Yean. _
the employee or the last payment ogry fo”gwmg the year in vzhich the 02 Application to returns filed by

wages, provided such 30-day perio : employers for employees in Guam, U.S.
engs befgre January 31. Y Periouages were paid. Virgin Islands, American Samoa and

- . .12 SSA also prepares the magnetipyerto Rico.Wage and tax statements
.07 Section 31.6051-1(d)(1)(ii) Pro-media specifications for Forms 499R—2fijeq by employgers for employees in

vides that, effective January 1, 1997, agy_2pR. Forms W—2VI. Forms W—2GU A .
: : . : ) , 'Guam, U.S. Virgin Islands, American
employer who is required to file a final g3nd Forms W-2AS. These specificagamoa and Puerg'lto Rico (Form W—2GU,

Form 941 must furnish Forms W-2 totions, which are published in TIB-5 Form W—2VI. Form W—2AS and Form

its employees on or before the datgrorms 499R-2/W—2PR); TIB-6 (FOrma99R-2/W—2PR, respectively) are

required for filing the final Form 941. If \y_ . _ _ .

thg final Form 9941 is a monthly return,g]dzzgémzn\?v_zfsi a(riogjznavéezce;;w\?fztecj in the same manner as Forms
as described in & 31.6011(a)-5, thgy the fourth quarter of the year to '

Forms W-2 must be furnished on ORyhich they apply. SECTION 4. AUTOMATIC

before the last day of the month in ;- oo oy 31.6051-1(d)(2)(ii) pro-EXTENSION PERIOD

which the final Form 941 is required to .
. vides that the Commissioner may pub- . :
be filed. lish procedures for automatic extension .01 Qualified Employers must furnish

.08 Section 31.6071(a)-1(a)(3)(ii)of time to furnish Forms W-2 to em_f:orms W-2 to the employees on or
provides that, effective January 1, 1997p|ovees where the employer is requirec?efore the later of the expedited due
an employer who is required to file atg furnish Forms W—2 on an expedited?ate under § 31.6051-1(d)(1)(ii) or Oc-

final Form 941 must file Forms W-2 on pasis. tﬁb?rfsll?zf the gfff in which they file
eir final Form 941.
or hefore the last day of the second 14 section 31.6081(a)-1(a)(3)(i)) 92 This automatic extension of time

calendar month following the period for : L
which the final Form 941 is filed. provides that the Commissioner may, fymish Forms W-2 to employees
X publish procedures for automatic exten- ; ;
09 Section 301.6011-2T(b)(2) of thegions of time to file Forms W2 with CCES Not relieve an employer of its
temporary Requlations on Procedure an%l s ol ! IS W=z WItN gpigation to furnish a Form W—2 within
porary keg SA where the employer is required toyq days to any employee who makes

,A\Idministration_pr((j)vides_l that If an em-file Forms W-2 on an expedited basisgch request in writing under § 6051.

Ecc))ryrﬁg |sWr_eZqU|rFeorr:]c; flfgngsgz;)\/r\/_rg%rg .15 Automatic extensions are appro- 03 Qualified Employers must file

Forms W-2VI. Eorms W-2GU. or Priate for those employers who aréForms W-2 on or before the later of the

Forms W—2AS in a calendar year ihaeauired to (1) furnish Forms W-2 10expedited due date under § 31.6071(a)-
L ogemployees and file Forms W-2 with1(a)(3)(ii) or November 30 of the year

ﬁgﬂoﬁqeédﬁgusﬁle Eg%sigﬁfmstﬁpegﬂi?' SA on an expedited basis, and (2) filgn which they file their final Form 941.
applies separately to each type of form . 0'MS W—2 on magnetic media before g4 These automatic extension peri-
E?#plo erspwho ¥ile less thyapn 250 g;[ he current Specifications are availablegds remain in effect until new automatic
these ¥orms in a calendar year may fil They are also appropriate for thoSgiension periods are published by the
their forms on magnetic media Witheemp!oyers Who_ have filed on magneticcommissioner.
SSA. but are not re %ired to do so media in the prior year, even though not
' q o required to do so. While use of mag-SECTION 5. DISCRETIONARY
.10 SSA prepares the magnetic medigetic media does not apply to FOrmsEXTENSIONS

specifications (Specifications) for filing \v_2 furnished to employees, an ex-
Forms W-2 and updates them annuallfended due date for the employee copy -01 Qualified Employers may request

SSA updates the Specifications generallys Forms W—2 is granted to ailow the2dditional extensions of time to furnish
by July of the year to which they appW:employer to prepare all the Forms w_JForms W-2 to employees and file

and prints them in Technical Informationg; approximately the same time. Forms W-2 with SSA. Additional exten-
Bulletin—4 (TIB—4). Employers may ob- sions of time are discretionary and
tain the Specifications by contactingSECTION 3. SCOPE should be requested from the Director,
their Magnetic Media Coordinator (call Martinsburg Computing Center. See

1-800-SSA-1213 for the number of the -01 Qualified Employers.The auto- §§ 31.6051-1(d)(2)(i), 31.6081(a)-
local coordinator). Employers using amatic extensions of time are available tol(a)(3)(i) and Form 8809.

personal computer and a modem carRualified Employers.” A “Qualified .02 Employers who do not meet the
download the TIB—4 from either of two Employer” is an employer who: definition of a “Qualified Employer”
electronic bulletin board systems: SSA- 1) is required to furnish Forms W-2may request an extension of time to
BBS (410-965-1133) or IRP—-BBS(IRS)to its employees on an expedited basiturnish Forms W-2 to employees and
(304-264-7070). Employers can genemnder § 31.6051-1(d)(1)(ii) and file fle Forms W-2 with SSA. These exten-
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sions of time are discretionary andunderpayment to which the section apverifiable, and the information on the
should be requested from the Directorplies is added to the tax. (The penaltyeturn must be disclosed in the manner
Martinsburg Computing Center. Seerate is 40 percent in the case of certaidescribed below. For purposes of this
8§88 31.6051-1(d)(2)(i), 31.6081(a)—gross valuation misstatements.) Underevenue procedure, a number is verifi-

1(a)(3)(i) and Form 8809. 8§ 6662(b)(2), 8 6662 applies to the porable if, on audit, the taxpayer can
tion of an underpayment that is attribut-demonstrate the origin of the number
SECTION 6. EFFECTIVE DATE able to a substantial understatement deven if that number is not ultimately
This revenue procedure is effectivdNcome tax. apcepted by the Internal Revenue Ser-
January 1, 1997. .02 Section 6662(d)(1) provides thatvice) and the taxpayer can show good
there is a substantial understatement d@ith in entering that number on the
DRAFTING INFORMATION income tax if the amount of the under-applicable form.

The principal author of this revenueStatement exceeds the greater of 10 (1) Form 1040, Schedule A, Item-
procedure is Jean M. Casey of th%ercent of the amount of tax required tdzed Deductions:
Office of the Associate Chief CounselP® shown on the return for the taxable (a) Medical and Dental Ex-
(Employee Benefits and Exempt OrganiYear or $5,000 ($10,000 in the case of genses: Complete lines 1 through 4,
zations). For further information regard-corporation other than an S corporatiorsupplying all required information.

ing this revenue procedure, contact MsQF @ personal holding company). Section (b) Taxes: Complete lines 5
Casey on (202) 622-6040 (not a toll-6662(d)(2) defines an understatement d§rough 9, supplying all required infor-
free call). the excess of the amount of tax requiregnation. Line 8 must list each type of tax
to be shown on the return for theand the amount paid.
26 CFR 601.105: Examination of returns andt(’ilxat-)Ie year over the amount of the tax (c) Interest Expense:. Complete
claims for refund, credit or abatement; determina-that is shown _On_ the return r?duced b>“”°fs 10 .throth .14’ supp_lylng all re-
tion of correct tax liability. any rebate (within the meaning of § quired information. Th|s_ section
(Also Part I, § 6662.) 6211(b)(2)). 4.01(1)(c) does not apply to (i) amounts
.03 In the case of an item not attrib-disallowed under & 163(d) unless Form
Rev. Proc. 96-58 utable to a tax shelter, § 6662(d)(2)4952, Investment Interest Expense De-

(B)(ii) provides that the amount of theduction, is completed, or (ii) amounts
SECTION 1. PURPOSE understatement is reduced by the portiofisallowed under § 265.

.01 This revenue procedure updatesf the understatement attributable to any (d) Contributions: Complete
Rev. Proc. 95-55, 1995-2 C.B. 457, anitem with respect to which the relevantines 15 through 18, supplying all re-
identifies circumstances under which thdacts affecting the item's tax treatmentduired information. Merely entering the
disclosure on a taxpayer's return of aare adequately disclosed on the return g¢mount of the donation on Schedule A,
position with respect to an item ison a statement attached to the returflowever, will not constitute adequate
adequate for the purpose of reducing thend there is a reasonable basis for th@isclosure if the taxpayer receives a
understatement of income tax undetax treatment of such item by the tax-Substantial benefit from the donation
§ 6662(d) of the Internal Revenue Codepayer. shown. If a contribution of property
(relating to the substantial understate- 04 In generaL this revenue procedurgth_er than cash is m_ade and the amount
ment aspect of the accuracy-related pemrovides guidance in determining wherl@imed as a deduction exceeds $500, a
alty), and for the purpose of avoidingdisclosure is adequate for purposes diroPery completed Form 8283, Noncash
the preparer penalty under § 6694(a§ 6662(d). For purposes of this revenudaritable Contributions, must be at-
(relating to understatements due to unregrocedure, the taxpayer must furnish aff2ch€d to the return. This section
alistic positions). This revenue procevequired information in accordance with~01(1)(d) will not apply to any contri-
dure does not apply with respect to anyhe applicable forms .and instructionsPUtion of $250 or more unless the
other penalty provision (including the and the money amounts entered on the&@Ntemporaneous written acknowledge-
negligence or disregard provisions of thgorms must be verifiable. Guidance unJ/cNt reguirement of § 170()(8) is satis-
§ 6662 accuracy-related penalty). der § 6662(d) for returns filed in 1994, 1€d: '

.02 This revenue procedure applies ta995, and 1996 is provided in Rev. (e) Casualty and Theft Losses:
any return filed on 1996 tax forms for aproc. 94-36, 1994-1 C.B. 682: ReyCOMplete Form 4684, Casualties and
taxable year beginning in 1996, and tProc. 94-74, 1994—2 C.B. 823; and Rey! N€fts; and attach to the return. Each
any return filed on 1996 tax forms inproc. 95-55 1995-2 C.B. 457, respec'—tem or article for which a casualty or

1997 for short taxable years beginningively. theft loss is claimed must be listed on
in 1997. Form 4684.

SEC. 4. PROCEDURE (2) Certain Trade or Business Ex-
SEC. 2. CHANGES FROM REV. penses (including, for purposes of this
PROC. 95-55 .01 Additional disclosure of facts rel- section 4.01(2), the following six ex-

evant to, or positions taken with respecpenses as they relate to the rental of

Editorial changes only have beeny jssyes involving any of the items seproperty):

made in this revenue procedure.

forth below is unnecessary for purposes (a) Casualty and Theft Losses:
of reducing any understatement of in-The procedure outlined in section

SEC. 3. BACKGROUND come tax under 8§ 6662(d) provided tha#.01(1)(e) above must be followed.
.01 If § 6662 applies to any portionthe forms and attachments are com- (b) Legal Expenses: The amount

of an underpayment of tax required topleted in a clear manner and in accorelaimed must be stated. This section
be shown on a return, an amount equalance with their instructions. The money.01(2)(b) does not apply, however, to
to 20 percent of the portion of theamounts entered on the forms must bamounts properly characterized as capi-
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tal expenditures, personal expenses, d@ooks With Income per Return, pro-penses: Complete Form 2106, Employee
nondeductible lobbying or political ex- vided: Business Expenses, or Form 2106-EZ,
penditures, including amounts that are (@) The amount of the deviationUnreimbursed Employee Business Ex-
required to be (or that are) amortizedrom the financial books and records igpenses, and attach to the return. This
over a period of years. not the result of a computation thatsection 4.01(5)(c) does not apply to club

(c) Specific Bad Debt Charge-includes the netting of items; and dues, or to travel expenses for any
off: The amount written off must be (b) The information provided non-employee accompanying the tax-
stated. reasonably may be expected to apprispayer on a trip.

(d) Reasonableness of Officersthe Internal Revenue Service of the (d) Fuels Credit: Complete Form
Compensation: Form 1120, Schedule Eyature of the potential controversy con4136, Credit for Federal Tax Paid on
Compensation of Officers, must be com<€erning the tax treatment of the item.Fuels, and attach to the return.
pleted when required by its instructions. (4) Foreign Tax Items: (e) Investment Credit: Complete
The time devoted to business must be (a) International Boycott Trans- Form 3468, Investment Credit, and at-
expressed as a percentage as opposedatttions: Transactions disclosed on Forreach to the return.

“part” or “as needed.” This section 5713, International Boycott Report.

4.01(2)(d) does not apply to “golden (b) Intercompany Transactions:SEC. 5. EFFECTIVE DATE

parachute” payments, as defined undefransactions and amounts shown on . .
5 280G. This section 4.01(2)(d) will not Schedule M (Form 5471), Transactions, -0 This fevenue procedure applles to
apply to the extent that remuneratiorBetween Controlled Foreign CorporationFaXyable ear beainning in 1996. and to
paid or incurred exceeds the $1 millionand Shareholders or Other Related Pe n retu);n filed gon 1896 tax férms in
employee remuneration limitation, if ap-sons, lines 19 and 20, and Form 547?9%7 for short taxable vears bedinnin
plicable. Part IV, Monetary Transactions BetweenIn 1997 y 9 9
(e) Repair Expenses: TheReporting Corporations and Foreign Re- '
amount claimed must be stated. Thisated Party, lines 7 and 18. SEC. 6. DRAFTING INFORMATION
section 4.01(2)(e) does not apply, how-  (5) Other:

ever, to any repair expenses properly (a) Moving Expenses: Complete The principal author of this revenue
characterized as capital expenditures dform 3903, Moving Expenses, or Formprocedure is Marcia Rachy of the Office
personal expenses. 3903-F, Foreign Moving Expenses, an®f Assistant Chief Counsel (Income Tax

(f) Taxes (other than foreign attach to the return. and Accounting). For further information
taxes): The amount claimed must be (o) Sale or Exchange of Yourregarding this revenue procedure, con-
stated. Main Home: Complete Form 2119, Saldact Ms. Rachy on (202) 622—-6232 (not

(3) Form 1120, Schedule M-1,of Your Home, and attach to the returna toll-free call).
Reconciliation of Income (Loss) per (c) Employee Business Ex-

26 CFR 601.602: Tax forms and instructions.
(Also Part I, 88 1, 32, 59, 63, 68, 132, 135, 151, 170, 512, 513, 877, 4001, 4003, 6012, 6013, 6033, 6039F, 7430; 1.1-1, 1.32-2, 1.63-1, 1.151-4, 1.17
1.6012-1, 1.6013-1)
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SECTION 1. PURPOSE for a child subject to the “kiddie tax” is United States person under § 6039F, is

. . _adjusted for inflation for tax years be-adjusted for inflation for tax years be-
ﬂa-tli-glns argj\:gt]gde ig&iegoﬂrigze;s forth Inginning in 1997. See section 3.04 of thigyinning in 1997. See section 3.15 of this

revenue procedure. revenue procedure.
SECTION 2. CHANGES MADE .04 The maximum amount of annual .07 The hourly limit on attorney fees
FROM PRECEDING YEAR dues that can be paid to certain agriculthat may be awarded under 8 7430, in a

01 Amounts used to determine eligi_turaI or horticu_ltural organizatipns un.derjgdgmen_t or §ettlement qf an admini;tra—
bility for the elective method under§ 512(d)(1) without any portion be]ngtlve or jud_|C|aI_ proceedmg concerning
§ 1(g)(7) to report the “kiddie tax” on treated as unrelated trade or businedhe determination, collection, or refund
the parents tax return, and to makdncome by reason of any beneflts ofof tax, interest, or penalty under the
computations under this method, ard'ivileges available to members is adCode, is adjusted for inflation for tax
adjusted for inflation for tax years be-JuSted for inflation for tax years begin-years beginning in 1997. See section
ginning in 1997. See section 3.02 of thid!Ng in 1997. See section 3.10 of this3.16 of this revenue procedure.
revenue procedure. revenue procedure.

.02 The amount of investment in- -05 The amounts used under § 877 t8ECTION 3. 1997 ADJUSTED
come that causes an individual to béletermine whether a principal purposeTEMS

denied the earned income tax crediff expatriation is to avoid tax are ad-
under § 32(i) is adjusted for inflationjusted for inflation for calendar year .01 Tax Rate Tables.The follow-

for tax years beginning in 1997. Seel997. See section 3.12 of this revenueng adjusted tax rate tables are pre-
section 3.03(2) of this revenue proceprocedure. scribed in lieu of the tables in subsec-
dure. .06 The amount of gifts in a taxabletions (a), (b), (c), (d), and (e) of § 1 of

.03 A limited exemption from the year from foreign person(s), which trig-the Code with respect to tax years
alternative minimum tax under 8§ 59(j)gers a reporting requirement for abeginning in 1997.

TABLE 1—Section 1(a).—MARRIED INDIVIDUALS FILING JOINT RETURNS AND SURVIVING SPOUSES

If Taxable Income Is: The Tax Is:
Not Over $41,200 15% of the taxable income
Over $41,200 but not over $99,600 $6,180 plus 28% of the excess over $41,200
Over $99,600 but not over $151,750 $22,532 plus 31% of the excess over $99,600
Over $151,750 but not over $271,050 $38,698.50 plus 36% of the excess over $151,750
Over $271,050 $81,646.50 plus 39.6% of the excess over $271,050

TABLE 2—Section 1(b).—HEADS OF HOUSEHOLDS

If Taxable Income Is: The Tax Is:
Not Over $33,050 15% of the taxable income
Over $33,050 but not over $85,350 $4,957.50 plus 28% of the excess over $33,050
Over $85,350 but not over $138,200 $19,601.50 plus 31% of the excess over $85,350
Over $138,200 but not over $271,050 $35,985 plus 36% of the excess over $138,200
Over $271,050 $83,811 plus 39.6% of the excess over $271,050

TABLE 3—Section 1(c).—UNMARRIED INDIVIDUALS (OTHER THAN SURVIVING SPOUSES
AND HEADS OF HOUSEHOLDS)

If Taxable Income Is: The Tax Is:
Not Over $24,650 15% of the taxable income
Over $24,650 but not over $59,750 $3,697.50 plus 28% of the excess over $24,650
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TABLE 3—Section 1(c).—UNMARRIED INDIVIDUALS (OTHER THAN SURVIVING SPOUSES
AND HEADS OF HOUSEHOLDS)—Continued

If Taxable Income lIs: The Tax Is:
Over $59,750 but not over $124,650 $13,525.50 plus 31% of the excess over $59,750
Over $124,650 but not over $271,050 $33,644.50 plus 36% of the excess over $124,650
Over $271,050 $86,348.50 plus 39.6% of the excess over $271,050

TABLE 4—Section 1(d).—MARRIED INDIVIDUALS FILING SEPARATE RETURNS

If Taxable Income Is: The Tax Is:
Not Over $20,600 15% of the taxable income
Over $20,600 but not over $49,800 $3,090 plus 28% of the excess over $20,600
Over $49,800 but not over $75,875 $11,266 plus 31% of the excess over $49,800
Over $75,875 but not over $135,525 $19,349.25 plus 36% of the excess over $75,875
Over $135,525 $40,823.25 plus 39.6% of the excess over $135,525

TABLE 5—Section 1(e).—ESTATES AND TRUSTS

If Taxable Income lIs: The Tax Is:
Not Over $1,650 15% of the taxable income
Over $1,650 but not over $3,900 $247.50 plus 28% of the excess over $1,650
Over $3,900 but not over $5,950 $877.50 plus 31% of the excess over $3,900
Over $5,950 but not over $8,100 $1,513 plus 36% of the excess over $5,950
Over $8,100 $2,287 plus 39.6% of the excess over $8,100

.02 Unearned Income of Minor Chil- that if a child's gross income from child’s gross income from interest and
dren Taxed as if Parents Income (theinterest and dividends is more than thelividends must be more than $650 and
“Kiddie Tax"). amount described in § 1(g)(4)(A)(ii)(I) less than $6,500 pursuant to § 1(g)-

(1) Reporting on Child's Return. and less than ten times that amount, an@’)(A). Under § 1(g)(7)(B), the “kiddie

(a) Section 1(g) provides that thecertain other conditions are met, a partax” is imposed on the parent by (I)
tax on the net unearned income of @nt may elect to include a child’s grossncluding a child’'s gross income in ex-
child under the age of 14 is computed aincome in the parent's gross income foess of $1,300 in the parent's gross in-
the marginal rate of the child’s parentthe taxable year. Under § 1(9)(7)(5)'come, and (Il) adding to the tax on that
Under § 1(g)(4)(A)ii), net unearned in-the “kiddie tax” is determined by (I) income the lesser of either $97.50 (or
come generally equals unearned incomiacluding the portion of a child's gross $98 if the taxpayer elects to round on
less the sum of (I) the amount in effectincome in the parent’s gross income 9he return) or 15 percent of the excess
for the tax year under 8§ 63(c)(5)(A),the extent that the child’s gross incomef the child’s gross income over $650
plus (II) the greater of the amountexceeds twice the amount described iR 9 '
described in (I) or certain itemized de-§ 1(g)(4)(A)(i)(I), and (Il) adding to  -03 Earned Income Tax Credit.
ductions. the tax on that income the lesser of 15 (1) Amount of credit; phaseout in-

(b) The amount in effect for tax percent of either the amount describedome Jevels.
years beginning in 1997 underin § 1(g)(4)(A)(i))(I) or the excess of . .
§ 63(c)(5)(A) is $650. See sectionthe child’s gross income over such (a) Section 32(a)(1) provides an
3.05(2) below. Accordingly, for tax amount. earned income ta>§ credit amount for
years beginning in 1997, net unearned (b) The amount in effect for tax Certain taxpayers with one child, two or
income will generally equal unearnedyears beginning in 1997 undermore children, or no children. For tax
income less the greater of $1,300 o€ 1(g)(4)(A)(ii)(I), which is also the Years beginning in 1997, the “maximum
$650 plus certain itemized deductionsamount under § 63(c)(5)(A) (see sectio@mount of the credit” is calculated by

(2) Election to Report on Parent’s 3.02(1)(b) above), is $650. Accordingly,multiplying the *“earned income

Return. for tax years beginning in 1997, toamount” by the “credit percentage” as

(a) Section 1(g)(7)(A) provides qualify to make the parent’s election, thefollows:
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Maximum Amount

Type of Taxpayer Credit Percentage Earned Income Amount of the Credit
1 child 34 $6,500 $2,210
2 or more children 40 $9,140 $3,656
No children 7.65 $4,340 $ 332

(b) Section 32(a)(2) provides for the phaseout of the earned income tax credit. The amount of the reduction in the
maximum amount of the credit caused by the phaseout is calculated by multiplying the “phaseout percentage” by the amount
by which the taxpayer’s adjusted gross income (or, if greater, earned income) exceeds the “threshold phaseout amount.” For tax
years beginning in 1997, the “phaseout percentages,” the “threshold phaseout amounts,” and the “completed phaseout
amounts” are as follows:

Threshold Phaseout Completed Phaseout
Type of Taxpayer Phaseout Percentage Amount Amount
1 child 15.98 $11,930 $25,760
2 or more children 21.06 $11,930 $29,290
No children 7.65 $ 5,430 $ 9,770
(c) The Internal Revenue Service Standard ized deductions otherwise allowable for
will prescribe tables showing theFiling Status Deduction the tax year.
amount of the earned income tax credi (2) The *“applicable amount” for
for each type of taxpayer. MARRIED INDIVIDUALS $6,900 tax years beginning in 1997 is $121,200
; - - FILING JOINT RETURNS ($60,600 in the case of a separate return
(2) Excessive investment incomeAND SURVIVING filed’by a married individual within the
(2) Under § 32(), the earned in-SPOUSES (8 1(a)) meaning of § 7703).
come tax credit is denied if the aggreHEADS OF HOUSE- $6,050 .07 Qualified Transportation Fringe.
gate amount of certain investment inHOLDS (§8 1(b)) (1) Section 132(f) provides an ex-
come for the taxable year exceed ) clusion from gross income for certain
$2,200 (the “disqualified income limita- EIIEISI\A'(AS?TIT-:EEQ EI.NHI?,_{\I\/IIDU $4,150 employer-provided transportation re-
ton) ing 1 SURVIVING SPOUSES fered 10,85, duaiied vansportaton
(b) For tax years begmnl.ng. in AND HEADS OF i g 8 q s F? ool
1997, the “disqualified income limita- HOUSEHOLDS) (§ 1(c)) tg‘r?seporrtg?i%rrlsinang cc:)mtmﬁtero k?i\g/;vg\]/géy
tion” Is $2’250_' N MARRIED INDIVIDUALS  $3,450  vehicle between the employee’s resi-
.04 Alternative Minimum Tax Exemp-FILING SEPARATE RE- dence and place of employment, any
tion for *Kiddie Tax” Reported on Par- TURNS (8 1(d)) transit pass, and qualified parking. Sec-
ent’s Return. (2) Under § 63(c)(5)(A) for tax ton 132(f)(2)(A) limits the exclusion for

(1) Section 59(j) provides that foryears beginning in 1997, the standard'® @g9regate of the transportation in a
a child to whom § 1(g) applies, thegeduction for an individual who may be OMMUter highway vehicle and the tran-
exemption amount for purposes of thgaimed as a dependent by another tagh Pass to $60 per month (the "$60
alternative minimum tax under 8§ 55payer for a tax year beginning in thevegl;:lez/translllt . I|m|r:at|on).l S_ecn;)n
shall not exceed the sum of (A) suchcgiendar year in which the individual's13 |(-f)-(d)(B) k-lmltf 32125 exe usmr:h (t)k:
child's earned income for the taxableiay year begins, cannot exceed thgg&'&_"e aﬁfi‘rr] I??imci)tation) per month (the
year, plus (B) twice the amount in effectyreater of (A) $650 or (B) the amount (2)p For gtax years .beginning in
Egrr ”i‘fe;‘é‘;té'f year under 3 63(c)5)A)of the individual's eamed income. 1997, ‘the *$60 vehicle/transit” limita-
’ ’ - (3) Under 8§ 63(f) for tax years tion is $65 and the “$155 parking”
unused parental minimum tax exemppeginning in 1997, the additional standimitation is $170.
tion). dard deduction amounts for the aged .08 Income from United States Sav-
(2) The amount in effect for tax and for the blind are $800 for each.ings Bonds for Taxpayers Who Pay
years beginning in 1997 underThese amounts are each increased fgualified Higher Education Expenses.
§ 63(c)(5)(A) is $650. See section$1,000 if the individual is also unmar- (1) Section 135 provides an exclu-

3.05(2) below. Accordingly, for tax ried and not a surviving spouse. sio_n of income frqm the redemption of
years beginning in 1997, twice the g Qverall Limitation on Itemized UNited States savings bonds for taxpay-
amount in effect for the taxable yearpequctions. ers who pay qualified higher education
under 8§ 63(c)(5)(A) is $1,300. expenses. Section 135(b)(2) provides for

. (1) Section 68 provides that theine phaseout of the exclusion. The
.05 Standard Deduction. amount of itemized deductions otherymount of the reduction in the exclusion

(1) The f()”owing adjusted stan- wise allowable for the tax year shall becaused by the phaseout is calculated by
dard deduction amounts are prescribeteduced by the lesser of (1) 3 percent ofnultiplying the amount otherwise ex-
in lieu of the amounts set forth inthe excess of adjusted gross incomegludable by a fraction. The numerator of
§ 63(c)(2) with respect to tax yearsover the “applicable amount,” or (2) 80 the fraction is the excess of the taxpay-
beginning in 1997. percent of the amount of certain item-er's modified adjusted gross income
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over the threshold amount ($60,000 for .11 Insubstantial Benefit Limitations fined in § 38(c)(1)) of such individual
joint returns or $40,000 for others) andfor Contributions Associated with Chari-for a period of 5 taxable years ending
the denominator is $30,000 for jointtable Fund-Raising Campaigns. before the date of the loss of United
returns or $15,000 for others. (1) Section 513(h)(1)(A) provides States citizenship is greater than
(2) For tax years beginning inthat, in the case of certain exemp®100,000 (the “$100,000 amount”) or
1997, the amounts of modified adjustedrganizations, the term “unrelated busi{B) the net worth of the individual as of
gross income above which the phaseoutess income” does not include activitiessuch date is $500,000 or more (the
of the exclusion begins (“threshold relating to the distribution of “low cost “$500,000 amount”).
phaseout amounts”), and the amounts atrticles” (as defined in § 513(h)(2)) if (2) For calendar year 1997, the
which the benefit is completely phasedhe distribution of such articles is inci- “$100,000 amount” is $106,000 and the
out (“completed phaseout amounts”),dental to the solicitation of charitable“$500,000 amount” is $528,000.
are as follows: contributions. .13 Luxury Automobile Excise Tax.
(2) Section 3 of Rev. Proc. 90-12, (1) Section 4001(a) imposes an ex-
;E;essehéﬂ? gﬁ;@g&?d 1990-1 C.B. 471, as amplified by Revcise tax on the first retail sale of any
Filing Status  Amount  Amount Proc. 92-49, 1992-1 C.B. 987, and apassenger vehicle to the extent the price
modified by Rev. Proc. 92-102, 1992-2xceeds $30,000 (the “$30,000
Code § 1(a) $76,250 $106,250 C.B. 579, provides guidelines for deter-amount”). Section 4003(a) imposes an
Others $50,850 $ 65,850 mining the deductible amount of contri-excise tax on the installation of parts or
.09 Personal Exemption. butio_ns underf_ 170 when co?tribur:o_ra(_:%essqries 0?1 a]c phassdengerf vehhicle
: receive something in return for theirwithin six months of the date after the
(1) Section 151(b) generally aIIOWScontributions. The guidelines providevehicle was first placed in service, to

a taxpayer an exemption for himself or,

herself. Section 151(c) generally aIIOWS'[hat insubstantial benefits received by @he extent the price of all parts and

a taxpayer additional exemptions forcontributor (in the context of a chari-accessories, including installation, and
dependents as defined in § 152. Théable fund-raising campaign) are d|s.ret‘he price of the" vehicle exceed the
personal exemption for tax years begingarded, Whlqh makes the contributiorf$30,000 amount.
ning in 1997 is $2,650. fuI_Iy _deductlble und_er § 170. T_he (2) For calen_dar year 1997, the
(2) Section 1'51(d)(3) provides forgwdelmes further provide the following “$30,000 amount” is $36,000. _
the phaseout of the tax benefit of th three alter_nat|ve I|m|tat|ons on what are .14 Reportlng E.xceptloln for Certain
rsonal exemptions allowed by § 15ﬁnsubstantlal benefits: Exempt Organizations with Nondeduct-
_ﬁ’_ﬁe reduction iII:’)l the amount ofyerson ' (a) The fair market value of all ible Lobbying Expenditures.
exemptions caused by the phgseouta{he benefits received is_ not more than (1) Sgction 6033(9)(1)(A) provides
calculated by reducing the total amoun -percent of the contribution, or $50that certain exempt organizations that
£ 1th y | 9 by 2 the “$50 benefit” limitation), which- pay or incur nondeductible lobbying
?ort eeagﬁr;%ngogxﬁ]rgr%ﬁgﬁt {or psrrt(i:gr? ver is less; expenditures must include the total of
thereof) of ’adjusted gross incoﬁ)”ne in (b) The qontripution is $25 (the those expenditures on thei_r annual re-
excess of a threshold bhaseout amou $25 payment” limitation) or more, and turns and must notify their members
For tax vears be innir? in 1997 thgﬁﬁe only benefits received by the donowith a reasonable estimate of the portion
“thresholc)i/ phaseoﬁt am%unts” and thein return during the calendar year have af dqes allocated to those expenditures.
“completed phaseout amounts” are acost, in the aggregate, of not more thasection 6033(e)(3) provides that
follows: % “low cost article” under § 513(h)(2); § 6033(e)(1)(A) shall not apply to an
: or organization that establishes to the satis-
Completed (c) In connection with a requestfaction of the Secretary that substan-
Threshold  Phaseout for a charitable contribution, the charitytially all of its dues are nondeductible
Phaseout ~ Amount mails or otherwise distributes free, unorwithout regard to the lobbying expendi-
Filing Status  Amount After dered items to patrons, and the cost dlre restrictions. Section 4.02 of Rev.
Code § 1(a) $181,800 $304.300 such items (in the aggregate) distributedProc. 95-35, 1995-2 C.B. 391, provi_des
Code § 1(b) $151’500 $274,000 to any single patron in a calendar yeathat 8 501(c)(4) social welfare organiza-
' ’ is not more than a “low cost article” tions and § 501(c)(5) agricultural and
Code § 1(c) $121,200 $243,700 ; AN
Code § 1(d) $ 90.900 $152.150 under § 513(h)(2). o _ hor_tlcu_ltural organizations are _treated as
' ) T (3) For tax years beginning insatisfying 8§ 6033(e)(3) if either (1)
.10 Treatment of Dues Paid to Agri- 1997, the “$50 benefit” limitation is more than 90 percent of all annual dues
cultural or Horticultural Organizations. $69, the “$25 payment” limitation is are received from persons, families, or
(1) Section 512(d)(1) provides that$34.50, and the “low cost article” limi- entities who each pay $50 or less (the
no portion of annual dues required bytation is $6.90. “$50 exception” amount), or (2) more
an agricultural or horticultural organiza- .12 Expatriation to Avoid Tax. than 90 percent of all annual dues are
tion described in § 501(c)(5) is treated (1) Under § 877(a)(l), an indi- received from certain exempt entities.
as derived from an unrelated trade owidual who loses United States citizen-  (2) For tax years beginning in
business by reason of any benefits oship may be subject to taxation unded997, the “$50 exception” amount is
privileges to which members are entitledg 877(b) if a principal purpose of such$53.
if the amount of required annual duedoss is the avoidance of tax. Under .15 Notice of Large Gifts Received
from each member does not excee§ 877(a)(2), an individual is treated asfrom Foreign Persons.

$100 (the “$100 amount”). having the avoidance of tax as a princi- (1) Section 6039F requires that a
(2) For tax years beginning inpal purpose of such loss if (A) theUnited States person report information
1997, the “$100 amount” is $106. average annual net income tax (as desn gifts from foreign persons if the
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aggregate of such gifts from all such§ 63(c)(4). The inflation adjustmentthe aged and for the blind) are adjusted
persons exceeds $10,000 (the “$10,000o0mputation under § 63(c)(4) is de-for inflation under the method described

amount”) in a taxable year. scribed below in section 4.05. in 8§ 1(f)(3), except that the preceding
(2) For tax years beginning in (2) Election To Report on Parent’s calendar year's CPI is compared with
1997, the “$10,000 amount” is $10,276.Return. Section 1(g)(7) uses an amounthe CPI for the calendar year 1987.
.16 Attorney Fee Awards. described in 8§ 1(g)(4) in computing theUnder § 1(f)(6), an adjusted amount is

(1) Under § 7430, attorney fees“kiddie tax.” Section 1(g)(4) uses the “rounded down” to the nearest multiple
may be awarded in a judgment odimitation on the standard deduction forof $50 ($25 in the case of the basic
settlement of an administrative or judi-certain dependents under § 63(c)(5)(A)standard deduction for married individu-
cial proceeding concerning the determiand is adjusted, as described above ials filing separately).

nation, collection, or refund of tax, Section 4.02(1). (2) Under § 63(c)(2), the base
interest, or penalty under the Code. The .03 Earned Income Tax Credit. amounts of the basic standard deduction

attorney fees are subject to an hourly (1) Amount of credit; phaseout in-are $5,000 for married individuals filing
limit of $110 (the “$110 amount”) come levels. joint returns and surviving spouses;
pursuant to § 7430(c)(1). (a) Section 32(j) provides that$4,400 for heads of households; $3,000
(2) For calendar year 1997, thethe “earned income amounts” andfor unmarried individuals (other than
“$110 amount” is $110. “phaseout amounts,” which limit the surviving spouses and heads of house-
earned income tax credit, are adjustetolds); and $2,500 for married individu-

SECTION 4. COMPUTATION OF for inflation under the method describedals filing separate returns. Under
INFLATION ADJUSTMENTS in 8§ 1(f)(3), except that the precedingg 63(c)(5)(A), the base amount of the

calendar year’s CPI is compared withimited standard deduction for an indi-
01 Tax R"’?te Tables. . the CPI for the calendar year 1995vidual who may be claimed as a depen-
(1) Section 1(f)(1) provides thatnqer § 32(j)(2)(A), the adjusted dent by another taxpayer is $500. Under
not later than December 15 of eachymqgynt is rounded to the nearest mul§ 63(f), the base amounts of the addi-
calendar year, the Secretary shall pregse of $10, tional standard deduction for the aged
scribe inflation-adjusted tax rate tables (b) Under § 32(b)(2), the baseand for the blind are $600 for each,
that apply in lieu of the tax rate tablesymgnts of the “earned incomeexcept that these amounts are increased
in § 1 with respect to tax years beginymaoynts” and “phaseout amounts” areto $750 if the individual is unmarried
ning in the succeeding calendar yealgg 330 and $11,610 for a taxpayer withand not a surviving spouse.
_ (2) Under § 1(f)(3), the inflation one child, $8,890 and $11,610 for a .06 Overall Limitation on Itemized
adjustment for a calendar year is thqaxpayer with two or more children, andDeductions.
percentage (if any) by which the Con-g4 200 and $5,280 for a taxpayer with (1) Section 68(b)(2) provides that

sumer Price Index (CPI) for the precedng children. the “applicable amount” for the overall
ing calendar year exceeds the CPI for (2) Excessive Investment Incomelimitation on itemized deductions is ad-
the calendar year 1992. However, (a) Section 32(j) provides thatjusted for inflation under the method

§ 1()(7)(B) provides that in prescribing he “disqualified income limitation” is described in § 1(f)(3), except that the
the inflation adjustments for the 36agjusted for inflation under the methodpreceding calendar year’s CPI is com-
percent and 39.6 percent tax rate brackjescribed in § 1(f)(3), except that thepared with the CPI for the calendar year
ets, the preceding calendar year's CPl igyeceding calendar year's CPI is com1990. Under § 1(f)(6), the adjusted “ap-
compared with the CPI for the calendaiared with the CPI for the calendar yeaplicable amount” is “rounded down” to
year 1993. For purposes of computingggs. Under § 32(j)(2)(B), the “dis- the nearest multiple of $50 ($25 in the
the inflation adjustment, § 1(f)(4) de-qualified income limitation” is “rounded case of married individuals filing sepa-
fines the CPI as the average of the 1gown” to the next lowest multiple of rately).
monthly CPls for the 12-month periodgsq. (2) Under § 68(b)(1), the base
ending on August 31 of such calendar (b) Under § 32(i), the baseamount of the “applicable amount” is
year. Under § 1(f)(5), the CPl is that forgmount ‘of the “disqualified income $100,000 ($50,000 in the case of a
all-urban consumers published by th§mjtation” is $2,200. separate return by a married individual
Department of Labor. . .04 Alternative Minimum Tax Exemp-within the meaning of § 7703).

(3) Section 1(f)(2)(A) provides that tion for “Kiddie Tax” Reported on Par- .07 Qualified Transportation Fringe.
the inflation adjustment is reflected inent's Return. Section 59(j) uses the Section 132(f)(6) provides that the limi-
the tax rate tables by increasing theimitation on the standard deduction fortation on the amount of the exclusion
minimum and maximum dollar amountscertain dependents under § 63(c)(5)(Ajrom gross income for a qualified trans-
for each rate bracket. Under § 1(f)(6).in computing the alternative minimum portation fringe is adjusted for inflation
an adjusted bracket amount is “roundedax on income subject to the “kiddie under the method described in § 1(f)(3).
down” to the nearest multiple of $50tax.” The limitation on the standard See section 4.01 above. Under
($25 in the case of married individualsdeduction is adjusted for inflation under§ 132(f)(6)(B), an increased amount that

filing separately). § 63(c)(4). The inflation adjustmentis not a multiple of $5 is “rounded

.02 Kiddie Tax. computation under § 63(c)(4) is de-down” to the next lowest multiple of
(1) Reporting on Child's Return. scribed below in section 4.05. $5.

Section 1(g)(4) uses the limitation on .05 Standard Deduction. .08 Income from United States Sav-

the standard deduction for certain de- (1) Under 8§ 63(c)(4), the standardings Bonds for Taxpayers Who Pay
pendents under § 63(c)(5)(A) in com-deduction amounts (including the limita-Qualified Higher Education Expenses.
puting the “kiddie tax.” That limitation tion for certain dependents and the addiSection 135(b)(2)(B) provides that the
is adjusted for inflation under tional standard deduction amounts fodollar amount at which the phaseout of
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the exclusion (of income from the re-except that the preceding calendar yearamount” is rounded to the nearest mul-
demption of United States savings bond€PI is compared with the CPI for thetiple of $10 under § 7430(c)(1)(B).

for taxpayers who pay qualified highercalendar year 1987.

education expenses) begins is adjusted (b) Under § 513(h)(2)(A), the SECTION 5. 1997 INFLATION

for inflation under the method describedhase amount of the “low cost article” is ADJUSTMENT FACTORS

in 8§ 1(f(3). The preceding calendar$s. )

year's CPI is compared with the CPI for  (2) Rev. Proc. 90-12Rev. Proc. . 0% 1995 Base Year Adjustmentine
the "calendar year 1989. The adjustedp_12 provides for the adjustment of theor! for 1996 is 155.2416666667 and the
dollar amount is rounded to the nearestioy cost article” and the “$25 pay- CPI for 1995 is 151.0750000000. This
multiple of $50 (if the adjusted figure is ment” limitations in that revenue proce- results in an inflation adjustment factor
a multiple of $25, it is increased to theqyre as provided under § 513(h)(2)(C)°f 1-0275801202. This factor applies to
next highest multiple of $50) underThe “$50 benefit” limitation in that e earned income tax credit, the report-

§ 135(b)(2)(C). . revenue procedure is adjusted in th&'d of large gifts from foreign persons
.09 Personal Exemption. same manner. for tax years beginning in 1997, and the
(1) Exemption amount. .12 Expatriation to Avoid Tax.Sec- awarding of attorney fees for calendar

(a) Section 151(d)(4)(A) Pro- o 877(a)(2) provides that theyear 1997.

vides that the personal exemption‘$100,000 amount” and the “$500,000 .02 1994 Base Year AdjustmeniBhe

Swmountﬂisdagjuste_g Bor_ inflaiic;n 3underamount” are adjusted for inflation underCPI for 1996 is 155.2416666667 and the
e method described in 8 1(1)(3), eX+pe method described in § 1(f)(3), ex-CPI for 1994 is 146.9000000000. This
cept that the preceding calendar year

CPI is compared with the CPI for theEept that the preceding calendar year'sesults in an inflation adjustment factor

calendar year 1988. The adjusted exgpl is compared with the CPI for theof 1.0567846608. This factor applies to

- Calendar year 1994. Under § 877(a)(2)he treatment of dues paid to agricultural
emption is “rounded down” to the near- . “ " . oo
P the adjusted “$100,000 amount” andor horticultural organizations, the

est multiple of $50 under § 1(f)(6). « ”
(bF)) Undgr 8 151(d)§£1)(?[|(’1€) base >>00,000 amount” are rounded to theamounts used to determine whether a

amount of the personal exemption is oot multiple of $1,000. principal purpose of expatriation is to
$2,000. .13 Luxury Automobile Excise Tax.ayoid tax, and the reporting exception
(2) Phaseout amounts. Section 4001(e)(1) provides that th&gr certain exempt organizations with

(a) Section 151(d)(4)(B) pro- 30,000 amount® threshold for the ex- nondeductible lobbying expenditures for
vides that the “threshold amounts” atc'se4otgi( on ‘3 Jl%)é%ry a}utorg_obltle g |fn tax years beginning in 1997.
which the phaseout of the tax benefit oS (@) an () is adjusted for = ") 002 b ce Year Adjustments. The

: : nflation under the method described in :
the personal exemptions begins are ads™y 4y "oy cant that the preceding cal-CP! for 1996 is 155.2416666667 and the

J(;J;éiﬁb;%r ilnnflé'vlt'f(rf\)(g)ndg;céhpﬁ trr?gttht%ie”dar year's CPI is compared with theCP! for 1993 is 143.1750000000. This

. . : CPI for the calendar year 1990. Undefesults in an inflation adjustment factor
B;erggd\;\r/]i?h (t:r?(laegdPa}rfgretar:esCSIZLc;er;emaﬁ 4001(e)(2), the adjusted "$30,0000f 1.0842791456. This factor applies to
1990. Under § 1(f)(6), an adjustedamoum” is “rounded down” to the the 36 percent and 39.6 percent brackets
“threéhold amount” is “r(;unded down nearest multiple of $2,000. of Fhe. tax rate tables for tax years
to the nearest multiple of $50 ($25 in_ -14 Reporting Exception for Certain beginning in 1997. _
the case of married individuals filing Exempt Organizations with Nondeduct- .04 1992 Base Year AdjustmeniBhe
separately). ible Lobbying Expenditures.Section CPI for 1996 is 155.2416666667 and the
(b) Under § 151(d)(3)(C), the 5.05 of Rev. Proc. 95-35 provides thaCPI for 1992 is 138.9250000000. This
base amounts of the “thresholdthe “$50 exception” amount is adjustedresults in an inflation adjustment factor
amounts” are $150,000 for Code § l(a)for inflation under the method descrit_)edof 1.1174494631. This factor applies to
taxpayers; $125,000 for Code § 1(b)" § 1(N(3), except that the precedingthe 15 percent, 28 percent, and 31
taxpayers; $100,000 for Code § 1(Cf:alendar year's CPIl is compared withpercent brackets of the tax rate tables,
taxpayers; and $75,000 for Code § 1(d§he_ CPI for the calendar year 1994. Thend to the qualified transportation fringe
taxpayers. adjusted “$50 exception” amount is limitations for tax years beginning in
.10 Treatment of Dues Paid to Agri- rounded up to the next highest dollar1997.

cultural or Horticultural Organizations.  -15 Notice of Large Gifts Received .05 1990 base year adjustmenft§he
Section 512(d)(2) provides that thefrom Foreign PersonsSection 6039F(d) CPI for 1996 is 155.2416666667 and the
“$100 amount” is adjusted for inflation provides that the “$10,000 amount” is CPI for 1990 is 128.0583333333. This
under the method described in § 1(f)(3)adjusted for inflation under the methodresults in an inflation adjustment factor
except that the preceding calendar year@escribed in § 1(f)(3), except that theof 1.2122730526. This factor applies to
CPI is compared with the CPI for thepreceding calendar year's CPI is comthe phaseout of personal exemptions, to
calendar year 1994. pared with the CPI for the calendar yeathe limitation on itemized deductions,
11 Insubstantial Benefit Limitations 1995. and to the luxury automobile excise tax
for Contributions Associated with Chari- .16 Attorney Fee Awards.Section threshold for tax years beginning in
table Fund-Raising Campaigns. 7430(c)(1)(B) provides that the “$1101997.
(1) Section 513(h). amount” is adjusted for inflation under .06 1989 base year adjustmentShe
(a) Section 513(h)(1)(C) pro-the method described in 8§ 1(f)(3), ex-CPI for 1996 is 155.2416666667 and the
vides that the maximum cost of a “low cept that the preceding calendar year'€Pl for 1989 is 122.1500000000. This
cost article” is adjusted for inflation CPI is compared with the CPI for theresults in an inflation adjustment factor
under the method described in § 1(f)(3)calendar year 1995. The adjusted “$11®f 1.2709100832. This factor applies to
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the qualified higher education expensan agricultural or horticultural organiza-on luxury automobiles), and section 3.16
exclusion for tax years beginning intion described in § 501(c)(5) is treatedithe hourly limit on attorney fee
1997. as derived from an unrelated trade oawards).

.07 1988 Base Year AdjustmenfBhe business by reason of any benefits or
CPI for 1996 is 155.2416666667 and therivileges to which members are entitied>ECTION 8. DRAFTING
CPI for 1988 is 116.6166666667. ThiSif the amount of required annual dueéNFORMATION
results in an inflation adjustment faCtorfrom each member does not exceed
of 1.3312133772. This factor applies tog;03.
the personal exemption for tax years
beginning in 1997.

.08 1987 Base Year AdjustmenfBhe
CPI for 1996 is 155.2416666667 and th
CPI for 1987 is 111.9833333333. This .
results in an inflation adjustment factor3'0SS Income a
of 1.3862926031. This factor applies tg®xclusion begins to phase out and th
the “kiddie tax” (including the election a@mounts at which the phaseout is com
to report on the parent's return) and thélete, are as follows:

limitation on the alternative minimum Threshold Completed Revenue Service. For further informa-
tax exemption for “kiddie tax” reported Phaseout ~ Phaseout tjon regarding these factors, contact Mr.

on a parent’s return, the standard dedug=iling Status Amount Amount Ludlum on (202) 874-0026 (not a toll-

tion amounts, and the insubstantial ben- free call)
efit limitations for charitable contripu- Code & 1(a)  $72,150 $102,150 '

The principal author of this revenue
procedure is John Moran of the Office
.02 Rev. Proc. 94-72Rev. Proc. 94— of Assistant Chief Counsel (Income Tax
72, 1994-2 C.B. 811, is modified asand Accounting). For further information
ollows: For tax years beginning in regarding this revenue procedure, con-
995, the amounts of modified adjusted@ct Mr. Moran on (202) 622-4940 (not

bove which the § 133 toll-free call). _
e The economist responsible for devel-

opment of the factors set forth in this
revenue procedure is David Ludlum of
the Research Division of the Internal

tions for tax years beginning in 1997.0thers $48,100 $ 63,100

.03 Rev. Proc. 93—49RevV. Proc. 93— 26 CFR 601.602: Forms and instructions.
SECTION 6. EFFECT ON OTHER 49, 10032 CB. 281 o modified acAlso Partl, §5 6011, 6051, 6071; 3L6011(a)4,
DOCUMENTS ’ B ’ 31.6051-1, 31.6071(a)-1.

follows: For tax years beginning in
.01 Rev. Proc. 95-53Rev. Proc. 95— 1994, the amounts of modified adjustedkev. Proc. 96-60
53, 1995-2 C.B. 445, is amplified andgross income above which the § 135
modified as follows: exclusion begins to phase out and th€ECTION 1. PURPOSE
(1) Kiddie Tax. For tax years be- amounts at which the phaseout is com- 1 This revenue procedure modifies
ginning in 1996, the amount in effectplete, are as follows: and supersedes Rev. Proc. 84-77,

under § 1(g)(4)(A)(ii)(l) for purposes Of, Threshold Completed 1984-2 C.B. 753. This revenue proce-
the election to report on a parents Phaseout Phaseout dure explains both the standard proce-
retum is the same as that provided ijing staius Amount  Amount  dure and an alternate procedure for

section 3.02(b) of this revenue proce- - filing F W—2. W
dure for tax years beginning in 1997.Code § 1(a)  $70,350 $100,350 g:%pa_:_r;r:(gsa:;\gn:elr;% Fgrrrrr; W—3, Trzgrlli-

(2) Alternative Minimum Tax Ex- Others $46,900 $ 61,900 ittal of Income and Tax Statements:

emption for “Kiddie Tax” Reported on g4 Rey, Proc. 92-102.Rev. Proc. Form 941, Employer's Quarterly Federal
Parents ReturnFor tax years beginning o> 10> 19922 C.B. 579, is modifiedTax Return; Form W-4, Employee’s

in 1996, the amount in effect under ¢ o10ws: For tax years beginning inWithholding Allowance Certificate; and

8 63(C)(5)(A) is the same as that pro-gq3 e amounts of modified adjustedorm W-5, Earned Income Credit Ad-

\pl)lr%?:((jedll:]resefgtrlo?ax&ggag Lhe'zmrre“‘;]znuiﬁgross income above which the § 13yance Payment Certficate in certain
1997, exclusion begins to phase out and th@l(?g“'s'tr'%’:]s-an ésmrel‘(’)e';lrje prgg: lge 2FC"

(3) Income from United States SayAmounts at which the phaseout is comP ©2 b i IIIO )I/I h(Su oy (1)
) lete, are as follows: quires substantially all the property (1)
ings Bonds for Taxpayers Who Pay’ used in a trade or business of another

Qualified Higher Education Expenses. Threshold  Completed  employer (predecessor), or (2) used in a
For tax years beginning in 1996, the Phaseout  Phaseout  geparate unit of a trade or business of a
amoun'[?3 of moﬁlffdhadgus,l'tgg grolss _mFlIlng Status  Amount Amount predecessor, and in connection with, or
come above which the exclusio immediately after the acquisition (but
begins to phase out and the amounts %?ﬁgrsg 1@ §f5852058 gggégg during the same calendar year) the suc-
which the phaseout is complete, are a: ’ ' cessor employs individuals who immedi-
follows: SECTION 7. EFFECTIVE DATE ately prior to the acquisition were em-
Threshold Completed ployed in the trade or business of the
Phaseout Phaseout .01 General RuleExcept as provided predecessor. (The term “trade or busi-

Filing Status  Amount Amount in sections 6 and 7.02, this revenueess,” for purposes of this revenue

procedure applies to tax years beginningrocedure, may include the activity of a
Code § 1(a) $74,200 $104,200 in 1997. nonprofit organization or of a federal or
Others $49,450 $ 64,450 02 calendar Year RuleThis revenue state agency.)

(4) Treatment of Dues Paid to Ag-procedure applies to transactions or .02 This revenue procedure does not
ricultural or Horticultural Organiza- events occurring in calendar year 199apply to the situation described in Rev.
tions. For tax years beginning in 1996,for purposes of section 3.12 (the expaRul. 62-60, 1962-1 C.B. 186, which
no portion of annual dues required bytriation tax), section 3.13 (the excise taxelates to the absorption of one corpora-
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tion by another in a statutory merger offirst calendar month following the quar-erty and hiring of employees from the

consolidation, where the resultant entityter for which it is made. predecessor, as described in section
is regarded as the same taxpayer and the .06 Section 6051(a) provides that (1)L.01, the predecessor may cease to pay
same employer as the absorbed corporavery person required to deduct an@ny wages required to be reported on

tion. withhold income tax, or who would Form 941 (for example, the predecessor
have been required to deduct and withmay go out of business). In that case,
SECTION 2. CHANGES hold if the employee had claimed nothe predecessor must file the Form 941

.01 Section 4.01, which provided themore than 1 withholding exemption, orfor the quarter of the acquisition as a
time frame for a predecessor to furnist(z) every employer engaged in a traddinal Form 941. If the predecessor does
Forms W-2 under the standard proceor business who pays remuneration fonot cease to pay any wages required to
dure, has been modified to explain thatervices performed by an employeebe reported on Form 941, (for example,
the predecessor must furnish Formgnust furnish a written statement to arthe predecessor remains in business) a
W-2 to its former employees, and fileemp|oyee regarding the remuneratiofinal Form 941 is not required. Instead,
Forms W-2 and W-3 with the Socialpaid to the employee during the calenthe predecessor would file its quarterly
Security Administration (SSA) on andar year. Section 31.6051-1(a) providesorm 941 for the quarter of the acquisi-
expedited basis, if the predecessor hagat the statement is Form W—2. Forntion. The successor, under the standard
ceased to pay wages and is required t/—2 must be furnished to the employegrocedure, performs all the reporting
file a final Form 941. on or before January 31 of the followingduties for the wages and other compen-

.02 Section 5.01, which provided thecalendar year. If the employee’s employsation it pays.
alternate procedure for furnishing Formsnent is terminated before the close of .02 Forms W-2.

W-2, has been modified to provide thathe calendar year, however, and the (1) In general. If, under the cir-

the expedited furnishing and filing re-employee requests the Form W-2 ircumstances described in section 1.01,
quirements do not apply to the succeswriting, the Form W-2 must be fur- the predecessor is not required to file a
sor. nished to the employee within 30 daydinal Form 941, the predecessor and

.03 Section 5.02, which provided theof the later of the written request fromsuccessor both must furnish Forms W-2
alternate procedure for the predecessthe employee or the last payment ofo their respective employees no later
to submit Form 941, has been modifiedvages, provided such 30-day periodhan January 31 of the following calen-
to provide that if the predecessor isends before January 31. dar year. If an employee requests the
required to file a final Form 941, the .07 Section 31.6051-1(d)(1)(ii) pro-Form W-2 earlier, however, the Form
predecessor must both furnish Formsides that, effective January 1, 1997, afV—2 must be furnished within 30 days
W-2 to its employees who are notemployer who is required to file a final of the written request, or within 30 days
acquired by the successor and filgForm 941 must furnish Forms W-2 toafter the final payment of wages to the
Forms W-2 and W-3 with SSA on anits employees on or before the dat€mployee, whichever is later, provided
expedited basis. required for filing the final Form 941. If the 30 day period ends before January

.04 Section 5.06 has been added tthe final Form 941 is a monthly return31. The predecessor and successor must
provide procedures for transferring elecas described in § 31.6011(a)-5, thdile Forms W-2 and W-3 for their
tronically filed Forms W-4 from the Forms W-2 must be furnished on oreéspective employees with SSA no later

predecessor to the successor. before the last day of the month inthan the last day of February of the
which the final Form 941 is required tofollowing calendar year.
SECTION 3. BACKGROUND be filed. (2) Expedited Forms W-2If, un-

; .vder the circumstances described in sec-
08 Section 31.6071(a) 1(61)(3)(”%tion 1.01, the predecessor is required to
file a final Form 941, the predecessor
must furnish Forms W-2 to its former
£mployees on an expedited basis. The

.01 Section 6011(a) of the Internal ¢ A
Revenue Code provides that any persoprovides that, effective January 1, 199
made liable for any tax, or for the@n employer who is required to file a
collection of the tax, must make a returrdfinal Form 941 must file Forms W-2

or statement according to the forms oANd W-3 on or before the last day o
regulations prescribedgby the Secretarghe second calendar month following the °'M" W2 are due on or before the

02 Section 31.6011(a)-1 of the Emperiod for which the final Form 941 is date required for filing the final Form

| O T R i b iled 941. If the predecessor is required to file
ployment fax Regulations prescribe . : Form 941 on a monthly basis, the Forms
Form 941 as the form to use for persons 09 Section 31.3402(f)(5)-1(c) pro-\,, "5 - " 4o "0n or b}éfore the last day

required to make a quarterly returnvides that an employer may establish & .o = - o 50" i the final Form
under the Federal Insurance ContribuSystem for its employees to file Formg,, i \oqiired to be filed. The prede-

tions Act. W-4 electronically. cessor must also file Forms W-2 and

.03 Section 316011(a)_4 prescribe ECTION 4. STANDARD W-3 with SSA on an expedited basis.
Form 941 as the form to use for person ROCEDURE The Forms W-2 and W-3 are due on or
required to make a quarterly return o before the last day of the second calen-
income tax withheld from wages. .01 In general. Under the standard dar month following the period for

.04 Section 31.6011(a)-6 providesprocedure, the predecessor performs alvhich the final Form 941 is required to
that an employer who ceases to payhe reporting duties for the wages ande filed.
wages reportable on Form 941 shall fileother compensation it pays. These duties .03 Forms W-4. The predecessor
a final Form 941. include the filing of quarterly Forms must keep on file the Forms W-4
.05 Section 31.6071(a)-1 provide€941l and the furnishing and filing of provided by its former employees. The
that the Form 941 generally must be~orms W-2 and W-3. In connectiontransferred employees must provide the
filed on or before the last day of thewith the successor’s acquisition of propsuccessor with new Forms W-4 as the
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successor now becomes responsible fégtorms W-2 must be furnished by theform. The successor employer must sub-
deducting and withholding tax from successor to its employees (both thenit to the Service, in accordance with
wages paid to the transferred employeesicquired employees and any other em8 31.3402(f)(2)-1(g), copies of the
.04 Forms W-5. The predecessor ployees of the successor) by January 3Eorms W-4 received by the predecessor
must also keep on file the Forms W-50f the following calendar year. Formsduring the current calendar quarter and
provided by its former employees. TheW—2 and W-3 must be filed by thethe preceding calendar quarter.
transferred employees must provide théuccessor with SSA by the last day of .06 Transfer of Forms W—4 furnished
successor with new Forms W-5 for the=ebruary of the following calendar year.electronically. If the predecessor and
current year. (2) Expedited Forms W-2If, un- successor both maintain an electronic
der the circumstances described in sesystem for use by employees in filing
SEC. 5. ALTERNATE PROCEDURE tion 1.01, the predecessor is required téorms W-4, and the systems are com-
file a final Form 941, the predecessompatible, the predecessor may electroni-
must furnish Forms W-2 to the employ-cally transfer the Forms W-4 of the
Bes who are not employed by the sucacquired employees to the successor.
8ssor on an expedited basis. Formshe successor may also choose to ac-
—2 and W-3 filed with SSA by the quire and maintain the predecessor’s
predecessor must also be filed on asystem. If these options do not apply,
expedited basis. The successor is ndhe transferred employees must provide
same calendar year by the successQLqired to either furnish Forms W—2 tothe successor with a new Form W-4,
(acquired employees). In such circumy,e acquired employees or to file theeither electronically or on paper, as
stances the acquired employees presurgyms \w—2 and W—3 with SSA on anprescribed by the successor.
ably will be paid wages by the succesyynedited basis. .07 Forms W-5. The predecessor
sor in the same_calendar year and_ the 03 Form 941 filed by predecessor.must transfer to the successor all Forms
Forms W-2 furnished to the acquirédry the extent the wages paid and th&V—5 for the current year that were
employees by the successor for the yeqL,qs withheld by the predecessor are tprovided to the predecessor by the ac-
will include wages paid, and taxes with-pe jncluded in the Forms W—2 furnishedquired employees.

held, by both the predecessor and thg, e acquired employees by the suc-
successor. The predecessor Will also bgagsor there will be a difference beSECTION 6. EFFECT ON OTHER

relieved from filing Forms W-—2 with yyeen the amounts shown on the predd)REVENUE PROCEDURES

SSA for the acquired employees. Th&.ogsor's Form W—3 and its Form 941
’ i i ~ ) . - Rev. Proc. 84-77 is modified and
predecessor’s entire Form W-2 reportingyhen the predecessor files  its Formy nerseded
ot.)llllgtf)atlons for ;‘jh% acr?uwed employ?ri%ﬂ, it should attach a statement ex: '
will be assumed by the successor. laining the discrepancy and include th
predecessor remains responsible for tS me gaddress aﬁd igentification num%SECTION 7. EFFECTIVE DATE
Form W-2 reporting obligations for ﬁ?r of the successor and a reference to ThiS revenue procedure is effective

those employees who are not employeg,ic revenue procedure. This Form g4panuary 1, 1997.

by the successor. cannot be filed electronically. See Rev.

02 Forms W-2. Proc. 96-19, 19964 LR.B. 80, sectiorpeo o & PAPERWORK

(1) In general. If, under the cir- 3.03.

cumstances described in section 1.01, .04 Form 941 filed by successor. The collections of information con-
the predecessor is not required to file &here will be a corresponding differencetained in this revenue procedure have
final Form 941, the predecessor musbetween the amounts shown on th&éeen reviewed and approved by the
furnish Forms W-2 to employees whosuccessor's Form W-3 and its FornOffice of Management and Budget in
are not employed by the successor b941. When the successor files its Formaccordance with the Paperwork Reduc-
January 31 of the following calendar941, it should also attach a statement tton Act (44 U.S.C. 3507) under control
year. Forms W-2 and W-3 filed by theits Form 941 explaining the discrepancynumber 1545-1510.
predecessor with SSA for employeesnd include the name, address, and An agency may not conduct or spon-
who are not employed by the successddentification number of the predecessosor, and a person is not required to
are due the last day of February of theand a reference to this revenue proceespond to, a collection of information
following calendar year. If the successodure. This Form 941 cannot be filedunless the collection of information dis-
assumes the predecessor’s obligation wlectronically. See Rev. Proc. 96-19plays a valid control number.
furnish Forms W-2 to the acquired1996-4 I|.R.B. 80, section 3.03. For The collections of information in this
employees for a calendar year, the sudnstructions relating to annual wagerevenue procedure are in sections 5.03
cessor must assume the predecessotimitations, see § 31.3121(a)(1)-1. and 5.04. This information is required to
entire Form W-2 reporting obligation. .05 Forms W-4. The predecessorexplain the discrepancy between the
Thus, Forms W-2 furnished by themust transfer to the successor all curreramounts reported on Forms 941 and
successor to the acquired employeeSorms W—4 that were provided to thew-3 filed by both the predecessor and
must include the wages paid and the@redecessor by the acquired employeesuccessor who use the Alternate Proce-
taxes withheld by both the predecessofhe successor must keep the transferrature. This information will be used to
and the successor. The successor musorms W-4 on file and deduct andassist the IRS in reconciling Forms 941
include on the Forms W-2 any amountvithhold from the wages it pays to theand W-3. The collections of information
reportable by the predecessor, includingcquired employees according to theare required to use the Alternate Proce-
“Other compensation” or uncollected information supplied on those formsdure. The likely respondents are busi-
employee tax on tips, if applicable.unti an employee submits a revisechess or other for-profit institutions.
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.01 In general.lIf, in connection with
the circumstances described in sectio
1.01, the predecessor and successor
agree, the predecessor will be relieve
from furnishing Forms W-2 to any
employees who will be employed in the



The estimated total annual reportingSECTION 14 ADMINISTRATIVE RE-
burden is 110,700 hours. VIEW PROCESS FOR DENIAL OF
The estimated annual burden per re- PARTICIPATION IN THE ELEC-
spondent is 12 minutes. The estimated TRONIC FILING PROGRAM
number of respondents is 553,500. SECTION 15 ADMINISTRATIVE RE-

The estimated annual frequency of VIEW PROCESS FOR SUSPEN-
responses is on occasion. SION FROM THE ELECTRONIC

Books or records relating to a collec- FILING PROGRAM
tion of information must be retained asSECTION 16 VITA AND TCE SPON-
long as their contents may become ma- SORED ELECTRONIC FILING
terial in the administration of any inter- SECTION 17 EMPLOYER SPON-
nal revenue law. Generally tax returns SORED ELECTRONIC FILING
and tax return information are confiden-SECTION 18 EFFECT ON OTHER
tial, as required by 26 U.S.C. 6103. DOCUMENTS

SECTION 19 EFFECTIVE DATE

SECTION 9. DRAFTING SECTION 20 INTERNAL REVENUE
INFORMATION SERVICE OFFICE CONTACT

The principal author of this revenueSECTION 21 PAPERWORK REDUC-

procedure is Jean M. Casey of the Of- TIONACT

fice of the Associate Chief Counsel
(Employee Benefits and Exempt Organi-SECTION 1. PURPOSE

zations). For further information regard- This revenue procedure informs thos

ing this revenue procedure, contact Mswho participate in the 1997 Electronic
Casey on (202) 622-6040 (not a toll-Filing Program for Form 1040 and Form

free call). 1040A, U.S. Individual Income Tax Re-

turn, and Form 1040EZ, Income T

Return for Single and Joint Filers With

26 CFR 601.602: Tax forms and instructions.

(Also Part |, Sections 6012, 6061; 1.6012-5No Dependents, of their obligations to

1.6061-1.)

Rev. Proc. 96-61 cedure updates Rev. Proc.

CONTENTS 1995-2 C.B. 419.

SECTION 1 PURPOSE

SECTION 2 BACKGROUND AND
CHANGES

SECTION 3 ELECTRONIC FILING
PARTICIPANTS—DEFINITIONS

SECTION 4 ACCEPTANCE IN THE

SECTION 2. BACKGROUND AND
CHANGES

the Internal Revenue Service, taxpayers: o ionic Fili
and other participants. This revenue prog,
95-49

section 7 of this revenue procedure for
procedures for completing Form 8453.

.03 The Service will periodically is-
sue a publication that lists the forms and
schedules associated with a Form 1040
that can be electronically transmitted.

.04 A Form 1040, a Form 1040A, or
a Form 1040EZ cannot be electronically
fled after October 15, 1997, notwith-
standing the fact that the taxpayer has
been granted an extension to file a
return beyond that date.

.05 An amended tax return cannot be
electronically filed. A taxpayer must file
an amended tax return on paper in
accordance with the instructions for
Form 1040X, Amended U.S. Individual
Income Tax Return.

.06 A tax return that has a foreign
address for the taxpayer cannot be elec-
tronically filed. Army/Air Force (APO)
and Fleet (FPO) post offices are not

onsidered foreign addresses.

.07 A tax return for a decedent can-
not be electronically filed. The decedent’s
spouse or personal representative must
ile a paper tax return for the decedent.

.08 This revenue procedure updates
Rev. Proc. 95-49, which applied to the
ng Program for the 1996
iling season. The updates include
¢hanges in the Electronic Filing Pro-
gram for the 1997 filing season, clarifi-
cations of prior Electronic Filing Pro-
gram statements, and additional guid-
ance derived from other Service docu-

.01 Section 1.6012-5 of the Incomements that relate to the Electronic Filing
Tax Regulations provides that the ComProgram. Some of the updates are:
missioner may authorize the use, at the

(1) in certain circumstances, a let-

option of a person required to make aer may be submitted in lieu of a revised
return, of a composite return in lieu of Form 8633 (section 4.04);
any form specified in 26 CFR Part 1 (2) the application period to submit
(Income Tax), subject to the conditionsa new application for an applicant that
limitations, and special rules governingpurchases an Electronic Filer on or after
the preparation, execution, filing, andNovember 1, 1996, is 30 days after the
correction thereof as the Commissionedate of the purchase (section 4.05(2));
may deem appropriate. (3) the time period to submit a
.02 For purposes of this revenue prorevised Form 8633 is extended to 30
cedure, an electronically filed Formdays (section 4.06);
1040, Form 1040A, or Form 1040EZ is (4) a Principal for a firm or organi-
a composite return consisting of eleczation is defined (section 4.10);
tronically transmitted data and certain (5) certain Responsible Officials

ELECTRONIC FILING PROGRAM

SECTION 5 RESPONSIBILITIES OF
AN ELECTRONIC FILER

SECTION 6 PENALTIES

SECTION 7 FORM 8453, U.S. INDI-
VIDUAL INCOME TAX DECLA-
RATION FOR ELECTRONIC FIL-
ING

SECTION 8 INFORMATION AN
ELECTRONIC FILER MUST PRO-
VIDE TO THE TAXPAYER

SECTION 9 DIRECT DEPOSIT OF

REFUNDS paper documents. The nonelectronic pomay be listed on a maximum of ten or
SECTION 10 REFUND ANTICIPA- tion of the return consists of Form 8453 twenty Forms 8633 (sections 4.12);

TION LOANS U.S. Individual Income Tax Declaration (6) an Electronic Filer's foreign lo-
SECTION 11 BALANCE DUE RE- for Electronic Filing, and other papercation no longer has to have an APO or

TURNS documents that cannot be electronicallfFPO address and additional information

SECTION 12 ADVERTISING STAN-
DARDS FOR ELECTRONIC FIL-
ERS AND FINANCIAL INSTITU-
TIONS

SECTION 13 MONITORING AND
SUSPENSION OF AN ELEC-
TRONIC FILER

transmitted. Form 8453 must be redis required on Form 8633 for a foreign
ceived by the Service before any eleclocation (section 4.14);

tronically filed return is complete (see (7) a nonparticipating ERO may be
section 5.08 of this revenue procedure)ropped from the Electronic Filing Pro-
An electronically filed return must con- gram (section 4.16);

tain the same information that a return (8) a fee for the electronic trans-
filed completely on paper contains. Seenission of a tax return may not be
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computed using any amount from the (3) SOFTWARE DEVELOPER. A tively participated in the 1996 Electronic
return (section 5.05); “Software Developer” develops soft- Filing Program does not have to reapply

(9) the time period for an Elec- ware for the purposes of (a) formattingto participate in the 1997 Electronic
tronic Filer to notify the Service that it returns according to the Service’s elecFiling Program. However, an Electronic
is discontinuing its participation in thetronic return specifications; and/or (b)Filer that intends to function as a Trans-
Electronic Filing Program is extended totransmitting electronic returns directly tomitter or a Software Developer in the

30 days (section 5.07); the Service. A Software Developer mayl997 Electronic Filing Program must
(10) the duties of a Transmitter arealso sell its software. first successfully complete the testing
clarified (section 5.16); (4) TRANSMITTER. A “Transmit- described in section 4.08 of this revenue

(11) an ERO must advise taxpayerder” transmits the electronic portion of aprocedure. In addition, section 4.15 of
that refund information is available onreturn directly to the IRS Data Commu-this revenue procedure provides for the
TeleTax (section 8.05); nications Subsystem. An entity that pro-Service’s issuance of credentials neces-

(12) information an Electronic vides a “bump-up” service is a Trans-sary for participation in the 1997 Elec-
Filer must provide regarding a taxpay-mitter. A bump-up service provider tronic Filing Program.
er's address of record is clarified (secincreases the transmission rate or line .02 Applicants and Electronic Filers
tion 8.06); speed of formatted or reformatted infor-must file a new Form 8633, Application

(13) the effect of suspending amation that is being sent to the Serviceo Participate in the Electronic Filing
Principal or a Responsible Official, onVia a public switched telephone networkProgram, with completed fingerprint
entities that listed the Principal or Re-For example, a bump-up service procards for the appropriate individuals if:
sponsible Official on their Forms 8633,vider may increase the transmission rate (1) the applicant has never actively
is clarified (section 13.02); or line speed of information from 4800 participated in the Electronic Filing Pro-

(14) the two-year periods for de-bits per second (BPS) to 9600 BPSgram;
nial and suspension are modified andervice specifications for electronic fil-  (2) the applicant is an Electronic
clarified (sections 13.10 and 13.11)ing require an asynchronous speed ofijler that has actively participated in the

(15) the time and method to re-300 BPS to 38,400 BPS or aglectronic Filing Program and wants to
spond to a proposed letter of denial an&isynchronous speed of 4800 BPS tgperate an electronic filing business at a
a denial letter are clarified (sections19.200 BPS. new location;

14.03 and 14.06); and .03 The Electronic Filer categories  (3) the applicant has previously

(16) the time and method to re-are not mutually exclusive. For examplepeen denied participation in the Elec-
spond to a proposed suspension lett&n ERO can, at the same time, beronic Filing Program; or
and a suspension letter are clarifie¢onsidered a Transmitter, Software De-  (4) the applicant has been sus-

(sections 15.02 and 15.05). veloper, or Service Bureau depending oRended from the Electronic Filing Pro-
the function(s) performed. gram.
SECTION 3. ELECTRONIC FILING 04 An electronic filing controlled of- ~ 03 To ici '
i : i ) : . participate in the 1997 Elec-
PARTICIPANTS—DEFINITIONS fice: (1) is an office in which an tronic Filing Program, an Electronic

.01 After acceptance into the Ek_:‘C_EIectronlc Filer has an ownership inter-Filer in the 1996 Electronic Filing Pro-
tronic Filing Program, as described in€St (2) uses hardware, software, angram must submit a revised Form 8633,
section 4 of this revenue procedure, 4@nsmission services supplied by amigned by all Principals and the Respon-
participant is referred to as an “Elec- lectronic Filer; (3) receives income taxsible Official, with completed fingerprint

tronic Filer.” returns for electronic filing; and (4) hascards for the appropriate individuals if:
.02 An Electronic Filer is categorizeddIr€Ct contact with taxpayers. Ata mini- (1) the Electronic Filer functioned
as follows: mum, direct contact includes verifyingsplely as a Software Developer during

(1) ELECTRONIC  RETURN gﬁgardaemggﬂt; rgggg%nt{ar;]SL'jtmnbUe”r‘sbez)s_the 1996 Electronic Filing Program and
ORIGINATOR. An “Electronic Return P ihtends to function as an ERO, Service

Originator” (ERO) is: (a) an “Electronic O/MS 8453. A controlled office may of Bureau, or Transmitter during the 1997

Return Preparer” who prepares tax re- o not be open all year. Electronic Filing Program;

turns, including Forms 8453, for taxpay- :05 An Electronic Filer may have a (2) there is an additional principal,
ers who intend to have their returngirOP-off collection poini(s). The activity sych as a partner or a corporate officer,
electronically filed; and/or (b) an “Elec- at @ drop-off collection point is limited that must be listed on Form 8633, line 8
tronic Return Collector” who accepts SC/Ely 0 receiving a return or retum ormerly line 1k(1)), “Principals of
completed tax returns, including Form nformation that a taxpayer wants tOyour Firm or Organization”;

8453, from taxpayers who intend to@ve electronically filed and collecting a 3y there is a “Principal” listed on
have their returns electronically fiIed.fee for electronically filing that return. gom 8633, line 8, that should be de-

(2) SERVICE BUREAU. A “Ser- NO retums may be prepared at thgeteq; or
vice Bureau” receives tax return infor-drOp'Oﬁ collection point. An Electronic (4) the “Responsible Official” on

. ; Filer need not have an ownership inter ; :
mation on any media from an ERO’est in the drop-off collection point. Form 8633, line 9 (formerly line 1k(2)),

formats the return information, and ei- changes.

ther forwards the return information to agecTION 4. ACCEPTANCE IN THE .04 To participate in the 1997 Elec-
Transmitter or sends back the returg| ECTRONIC FILING PROGRAM tronic Filing Program, an Electronic
information to the ERO. A Service Bu- Filer in the 1996 Electronic Filing Pro-

reau may or may not process Forms .01 Except as provided in sectionggram must submit either a revised Form
8453 and send them to the appropriatd.02 through 4.04 of this revenue proce8633, or a letter containing the same
service center. dure, an Electronic Filer that has acdinformation contained in a revised Form
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8633, if there is any revision to theresidence as described in 8 U.S.Cwhich he or she is listed as a Respon-

following information: § 1101(a)(20) (1994); sible Official. A Tier | Responsible
(1) the Firm name or Doing Busi- (2) have attained the age of 21 a®fficial may be listed on a maximum of
ness As (DBA) name; of the date of application; ten applications (Forms 8633).

(2) the business or mailing address;  (3) submit with Form 8633 one (2) TIER Il RESPONSIBLE OFFI-
(3) the contact representative or thestandard fingerprint card with a full setCIAL. A “Tier Il Responsible Official”
alternate contact representative’s namef fingerprints taken by a law enforce-is an individual who has participated in
or telephone number; ment agency, except as provided irthe Electronic Filing Program as a Re-
(4) the Electronic Filer’s form of section 4.10 of this revenue proceduresponsible Official during at least the two
organization, as described on Form (4) pass a suitability check thatmost recent filing seasons and who has
8633, line 1k; includes a credit check and a fingerprinnever been suspended from participation
(5) the electronic functions per-check; and in the Electronic Filing Program. A Tier
formed by an Electronic Filer, other (5) if applying to be an ERO, meet ! Responab_le_ Official sho_uld be .able to
than an Electronic Filer that functionsstate and local licensing and/or bondinghysically visit on a daily basis any

solely as a Software Developer; or  requirements in connection with theOffice for which he or she is listed as a
(6) the number or location(s) of preparation of tax returns and the collecResponsible Official. A Tier Il Respon-
drop-off collection points. tion of prepared returns that taxpayer§ible Official may be listed on a maxi-

A Form 8633 or letter submitted underintend to have electronically filed. How- mum of twenty applications (Forms
this section should only include theever, if the state and local licensing8633)-

information requested on lines 1aand/or bonding requirements apply to a -13 An individual may choose to sub-
through 1i of Form 8633 and the infor-business entity, the individual(s) mustmit evidence of the individual's profes-
mation being revised. A Principal or ademonstrate that the business entitgional status in lieu of one standard

Responsible Official must sign the Formmeets the requirements. ingerprint card if the individual is:
8633 or the letter. .10 A Principal for a firm or organi- (1) an attorney in good standing of
.05 Applicants described in sectionzation includes the following: the bar of the highest court of any State,

4.02 of this revenue procedure must (1) Sole Proprietorship. The solePOSsession, territory, Commonwealth, or
submit new applications within the fol- proprietor is the Principal for a soleth® District of Columbia, and is not
lowing time periods: proprietorship. currently under _suspension or dlst_)ar-

(1) except as provided in section (2) Partnership. Each partner whd"nent from practice befofe the Service;
4.05(2) of this revenue procedure, théhas a five percent (5%) or more interest (2) a certified public accountant
application period begins on August 1in the partnership is a Principal of theWhO is duly qualified to practice as a
1996, and ends on December 2, 199&artnership. If no partner has at least §¢rtified public accountant in any State,
and 5% or more interest in the partnershipP0SSession, territory, Commonwealth, or

(2) if an applicant purchases anthe Principal is an individual authorizegthe District of Columbia and is not
Electronic Filer on or after November 1,to act for the partnership in legal and/oi€Urrently under suspension or disbar-
1996, a new application must be submittax matters (at least one such individuai"ent from practice before the Service;
ted within 30 days after the date of themust be listed on Form 8633). (3) an enrolled agent pursuant to
purchase. (3) Corporation. The President,part 10 of 31 C_'F'R' Subtitle A

.06 Revised applications described invice-President, Secretary, and Treasurer (4) an officer of a publicly held

sections 4.03 and 4.04 of this revenuef the corporation are each a PrincipafOrporation; or

procedure must be submitted within 3f the corporation. (5) a banking official who is
days of the change(s) reflected on the  (4) Other. The Principal for a for- Ponded and has been fingerprinted
revised Form 8633 or in the letter. profit entity that is not a sole proprietor-Within the last two years.

.07 Applicants and Electronic Filersship, partnership, or corporation, is an .14 If an Electronic Filer has a for-
described in sections 4.02 through 4.04ndividual authorized to act for the en-€ign location, the following information
of this revenue procedure must filetity in legal and/or tax matters (at leastiS required on any new or revised Form
Form 8633 (or a letter containing theone such individual must be listed on8633:
same information as provided in sectiorForm 8633). (1) the complete name of the con-
4.04 of this revenue procedure) with the .11 A Responsible Official is the indi- tact representative at the foreign loca-
service center that accepts electronicallyidual who oversees the daily operation$lon;
filed returns from the applicant’s state.of an Electronic Filer’s office. As set (2) the complete mailing address

.08 Applicants and Electronic Filersforth in section 4.12 of this revenuefor the foreign location (including city,
described in sections 4.01 through 4.0procedure, a Responsible Official maycountry, and postal code);
of this revenue procedure that intend tde responsible for more than one office.  (3) the complete business address
function as a Transmitter or a Software .12 A Responsible Official is catego-for the foreign location (including city,

Developer in the 1997 Electronic Filingrized as follows: country, and postal code);

Program must first successfully com- (1) TIER | RESPONSIBLE OFFI- (4) the complete local telephone

plete the necessary testing at the appr@|AL. A “Tier | Responsible Official” number for the foreign location (include

priate service center(s). is a Responsible Official who does notinternational access code, country code,
.09 Each individual listed as a Princi-meet the definition of a “Tier 1l Re- and city code); and

pal or a Responsible Official must: sponsible Official.” A Tier | Responsible (5) the information on lines 1m,

(1) be a United States citizen or anOfficial should be able to physically 1n, 1p, and 1q of Form 8633 for the
alien lawfully admitted for permanentvisit on a daily basis each office forstateside contact representative. The
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stateside contact representative will re- .19 The following reasons, which ap-SECTION 5. RESPONSIBILITIES OF
ceive all Service correspondence for thely to any firm, organization, Principal, AN ELECTRONIC FILER
foreign location relating to the Elec-or Responsible Official listed on Form
tronic Filing Program. 8633, may result in the rejection of an 01 To ensure that complete returns
.15 The Service will issue credentialsapplication to participate in the 1997are accurately and efficiently filed, an
to eligible applicants for the 1997 Elec-Electronic Filing Program (this list is Electronic Filer must comply with all
tronic Filing Program, as well as Elec-not all-inclusive): the publications and notices of the Ser-
tronic Filers that do not have to reapply (1) conviction of any criminal of- VICe. Cl'JrrentIy,. these publications and
pursuant to section 4.01, 4.03, or 4.04 ofense under the revenue laws of thé‘OtIces include: N
this revenue procedure (provided theynited States, or of any offense involv- (1) Handbook for Electronic Filers
have first satisfactorily completed theing dishonesty or breach of trust; of Individual Income Tax Returns, Pub-
testing described in section 4.08 of this  (2) failure to file timely and accu- lication 1345, and Handbook for Elec-
revenue procedure if they intend torate tax returns, including returns indi-0™¢ Filers of Individual Income Tax
function as a Transmitter or Softwarecating that no tax is due: Returns  (Supplement), Publication
Developer). No one may participate in (3) failure to timely pay any tax 1345A; _ _ -
the Electronic Filing Program for the jigpilities: (2) Electronic Return File Specifi-

1997 filing season without the following . cations and Record Layouts for Indi-
credentials: (4) assessment of tax penaIt|esvidua| Income Tax Returns, Publication
(1) a letter of acceptance into the

(5) suspension/disbarment fromq346:

Electronic Filing Program for the 1997 Practice before the Service; (3) Test Package for Electronic Fil-
filing season; ~ (6) other facts or conduct of aing of Individual Income Tax Returns,
(2) an Electronic Filing Identifica- disreputable nature that _Wou_I(_JI reflectpyplication 1436; and
tion Number (EFIN); adversely on the Electronic Filing Pro- 4y postings to the Electronic Fil-
(3) if appropriate, an Electronic gram, ) ) _ing System Bulletin Board (EFS Bulle-
Transmitter Identification Number _ (7) misrepresentation on an applitin Board).
(ETIN); cation; .02 An Electronic Filer must maintain
(4) if appropriate, a Service Bureau  (8) suspension or rejection froma high degree of integrity, compliance,
Identification Number (SBIN); and the program in a prior year; and accuracy.
(5) if appropriate, a Collection (9) unethical practices in return 03 An Electronic Filer may only ac-
Point Identification Number (CPIN). preparation; cept returns for electronic filing directly

.16 An ERO may not receive a letter (10) stockpiling returns prior to of- from taxpayers, from drop-off collection
of acceptance to participate in the 1997icial acceptance into the Electronic Fil-sites accurately identified on its own
Electronic Filing Program if the Serviceing Program (see section 5.14 of thidcorm 8633 (see section 4.18 of this
did not receive and accept during thgevenue procedure); revenue procedure), or from another
1996 filing season any electronically (11) knowingly and directly or in- Electronic Filer.
filed returns containing the ERO'sdirectly employing or accepting assis- .04 If the taxpayer’s address on a
EFIN. In addition, an ERO may betance from any firm, organization, orForm W-2, Wage and Tax Statement,
dropped from the 1997 Electronic Filingindividual that is prohibited from apply- Form W-2G, Statement for Recipients
Program if the Service does not receivéng to participate in the Electronic Filing of Certain Gambling Winnings, Form
and accept prior to April 15, 1997, anyProgram (see section 13.10 of this revi099-R, Distributions From Pensions,
electronically filed returns containing enue procedure) or that is suspendednnuities, Retirement or Profit-Sharing
the ERO’s EFIN. In either case, thefrom participating in the Electronic Fil- Plans, IRAs, Insurance Contracts, etc.,
Service will notify the ERO that it has ing Program (see section 13.11 of thig~orm 1040, Schedule C, Profit or Loss
been dropped from the Electronic Filingrevenue procedure). This includes any¥rom Business (Sole Proprietorship), or
Program and explain what steps théndividual whose actions resulted in theForm 1040, Schedule C-EZ, Profit or
ERO needs to take for future participarejection or suspension of a corporation.oss From Business—Short Version, or
tion in the program. or a partnership from the Electronicany other tax form is different than the

.17 If an Electronic Filer is a Soft- Filing Program; or taxpayer's address in the entity section
ware Developer that performs no other  (12) knowingly and directly or in- of the electronic portion of the taxpay-
function in the Electronic Filing Pro- directly accepting employment as arer’s Form 1040, the ERO or the Service
gram but software development, naassociate, correspondent, or as a suBureau must input for transmission to
Principal or Responsible Official needsagent from, or sharing fees with, anythe Service those addresses that differ
to pass a suitability check. firm, organization, or individual that is from the taxpayer’s address on the elec-

.18 If an Electronic Filer will have a prohibited from applying to participate tronic portion of the taxpayer’s Form
drop-off collection point(s) (as definedin the Electronic Filing Program (seel040.
in section 3.05 of this revenue procesection 13.10 of this revenue procedure) .05 If an Electronic Filer charges a
dure) for the 1997 filing season, anor that is suspended from participatingee for the electronic transmission of a
Electronic Filer must submit a Formin the Electronic Filing Program (seetax return, the fee may not be based on
8633 that lists each drop-off collectionsection 13.11 of this revenue proceduren percentage of the refund amount or
point. By listing a drop-off collection This includes any individual whose ac-any other amount from the tax return.
site on Form 8633, an Electronic Filertions resulted in the rejection or suspenAn Electronic Filer may not charge a
becomes a “parent” in relation to asion of a corporation or a partnershipseparate fee for Direct Deposit. See
listed drop-off collection point. from the Electronic Filing Program. section 9 of this revenue procedure.
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.06 An Electronic Filer must submit a (c) the acknowledgement file re-return cannot be retransmitted with an
revised Form 8633 to the appropriateceived from the Service or from a thirdexplanation of why the return is being
service center within 30 days of whenparty Transmitter; and filed after the due date.
any of the conditions or changes de- (4) retain until the end of the cal- .14 An ERO is responsible for ensur-
scribed in section 4.03 or 4.04 of thisendar year in which a return was filed,ing that stockpiling does not occur at its
revenue procedure occur. See sectiofnd, if requested, make available to theffice(s) or drop-off collection point(s).
4.06 of this revenue procedure. tS_ervgcgg’[(r:lg Tft:lr':_enals described (;n sectStockE)llmg meansf coIIectmEgh retEulrns
- .. tion 5. of this revenue procedure afrom taxpayers or from another Elec-
théOZeer\\/ri]ceElsggt% rr"?,vr']:élg trr?éjsélencq[:g)rl]ieither the business address from which &onic Filer prior to official acceptance

. - o feturn was electronically filed or from into the Electronic Filing Program, or,
F|Ier' filed its Form 8‘533.W"h'.” 30. days the  contact representative named onfter official acceptance into the Elec-
of discontinuing its participation in the o/ ‘8633, tronic Filing Program, waiting more
Electronic Filing Program. This does not 19 aAn ERO who is the paid preparerthan three calendar days to transmit a
preclude reapplication in the future. of an electronic tax return must alsoreturn to the Service after receiving the

.08 An Electronic Filer must ensureretain for the prescribed amount of timeinformation necessary for an electronic
that an electronic return is filed on orthe materials described in § 1.6107—1(bjransmission of a tax return.
before the due date of the return. A taxhat are required to be kept by an .15 An Electronic Filer who functions
return is not considered filed until theincome tax return preparer. as a Service Bureau must:
electronic portion of the tax return has .11 An ERO must identify the paid (1) deliver all electronic returns to
been acknowledged by the Service agreparer (if any) in the appropriate fielda Transmitter or to the ERO who gave
accepted for processing and a completegf the electronic return, in addition tothe electronic returns to the Service
and signed Form 8453 has been reensuring that the paid preparer signe@ureau within three calendar days of
ceived by the Service. However, if theForm 8453. If Form 8453 is not signedreceipt;
electronic portion of a return is successby the paid preparer, the ERO must (2) retrieve the acknowledgement
fully transmitted on or shortly before theattach a copy of the Form 1040EZfile from the Transmitter within one
due date and the Electronic Filer comsigned by the paid preparer below thealendar day of receipt by the Transmit-
plies with section 7.01 of this revenuetaxpayer's signature or pages one anter;
procedure, the return will be deemedwo of Form 1040A or Form 1040 that (3) initiate the communication of
timely filed. If the electronic portion of includes the paid preparer’s signaturethe acknowledgement file to the ERO
a return is initially transmitted on or These copies must be markedwhether related or not) within one work
shortly before the due date and is ulti*COPY-DO NOT PROCESS” to pre- day of retrieving the acknowledgement
mately rejected, but the Electronic Filervent duplicate filings. file;
and the taxpayer comply with section .12 An ERO must ensure against the  (4) if the Service Bureau processes
5.13 of this revenue procedure, theunauthorized use of its EFIN and, ifForms 8453, send back to the ERO any
return will be deemed timely filed. In applicable, the CPIN(s) issued to itsreturn and Form 8453 that needs correc-
the case of a balance due return, sedrop-off collection point(s). An ERO tion, unless the correction is described
section 11 of this revenue procedure fomust not transfer its EFIN or thein section 6.02(3);
instructions on how to make a timelyCPIN(s) of its drop-off collection (5) accept tax return information
payment of tax. point(s) by sale, merger, loan, gift, oronly from Electronic Filers;

.09 An Electronic Filer that functions otherwise to another entity. (6) include its SBIN and the
as an ERO must: .13 If the electronic portion of a ERO's EFIN with all return information

(1) comply with the procedures for taxpayer's return is acknowledged ashe Service Bureau forwards to a Trans-
completing and securing Forms 8453€jected by the Service, and the reasomitter or sends back to an ERO;
described in section 7 of this revenudOr the rejection cannot be rectified by (7) retain each acknowledgement
procedure; the actions described in section 6.02(3)jle received from a Transmitter until the

(2) comply with the procedures de_the ERO,.wnhm 24 hours of receivingend of fthe calendar year. in which the
scribed in section 11 of this revenuethe rejection, must take all reasonablelectronic return was filed;
procedure for handling a balance dugt?ps to tell the taxpayer t_hat the taxpay- _ (8) if reque_sted,_ serve as a contact

) ér’s return has not been filed. When theoint between its client EROs and the
return; . .
. . . ERO advises the taxpayer that the taxService;

(3) while retumns are being filed, havers retumn has not been filed, the  (9) if requested, provide the Ser-
retain and, if requested, make a"?"labléRO must provide the taxpayer with thevice with a list of each client ERO; and
to the Service the following material atyeject code(s), an explanation of the  (10) ensure against the unautho-
the business address from which a reiect code(s), and the sequence numbeized use of its SBIN. A Service Bureau
turn was accepted for electronic filing: o each reject code(s). If the taxpayemust not transfer its SBIN by sale,

(a) a copy of the signed Formchooses not to have the previously remerger, loan, gift, or otherwise to an-
8453 and paper copies of Forms W-2jected return retransmitted or if theother entity.

W-2G, and 1099-R; return cannot be accepted for process- .16 An Electronic Filer who functions
(b) a complete copy of the elec-ing, the taxpayer must file a paperas a Transmitter must:
tronic portion of the return (may bereturn by the later of: (1) transmit all electronic returns

retained on magnetic media) that can be (1) the due date of the return; orwithin three calendar days of receipt;
readily and accurately converted into an  (2) within ten calendar days after (2) retrieve the acknowledgement
electronic transmission that the Servicéhe Service’s acknowledgement that théile within two work days of transmis-

can process; and return is rejected or notification that thesion;
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(3) match the acknowledgementService transmission file taking into ac-tion to a Service Bureau and/or a Trans-
file to the original transmission file and count the sorting requirements of themitter for the purpose of having an
initiate the communication of the Declaration Control Number (DCN); electronic return formatted and transmit-
acknowledgement file to the ERO or the  (4) ensure that no other entity useded to the Service. However, if the tax
Service Bureau (whether or not the ERQhe Software Developer’s EFIN orreturn information is disclosed or used
or the Service Bureau are related to th&TIN. A Software Developer must notin any other way, a Service Bureau
Transmitter) within two work days of transfer by sale, merger, loan, gift, orand/or a Transmitter may be guilty of a
retrieving the acknowledgement file;otherwise its EFIN or ETIN to another misdemeanor as described in section

(4) retain an acknowledgement fileentity; and 6.01(1) of this revenue procedure.
received from the Service until the end (5) not incorporate into its software .02 Other Preparer Penalties.
of the calendar year in which the elecq Service assigned production password. (1) Preparer penalties may be as-
tronic return was filed; .19 An Electronic Filer with a drop- serted against an individual or firm who

(5) immediately contact the appro-off collection point is the ERO for that meets the definition of an income tax
priate service center's Electronic Filinggrop-off collection point. The ERO mustreturn preparer under § 7701(a)(36) and
Unit for further instructions if an clearly display its name at each drop-of§ 301.7701-15. Examples of preparer
acknowledgement of acceptance for progoliection point. The Service will hold penalties that may be asserted under
cessing has not been received by thghe ERO responsible for any violation ofappropriate circumstances include, but
Transmitter within two work days of tne advertising standards described iare not limited to, those set forth in
transmission or if a Transmitter receivesaction 12 or any other violation of this8§ 6694, 6695, and 6713.
an acknowledgement for a return thateyenue procedure that occurs at a drop-  (2) Under § 301.7701-15(d), Elec-
was not transmitted on the designategf collection point listed on the ERO's tronic Return Collectors, Service Bu-
transmission, . Form 8633. The ERO must also serve ageaus, Transmitters, and Software Devel-

_ (6) promptly correct any transmis-the contact point between the Servicepers are not income tax return
sion error that causes an electronigng the drop-off collection point for all preparers for the purpose of assessing
transmission to be rejected; . correspondence including problem resomost preparer penalties as long as their

(7) contact the appropriate servicqution and report evaluation. services are limited to “typing, repro-
center's Electronic Filing Unit for assis- 54 |5 addition to the specific respon-duction, or other mechanical assistance
tance if a return has been rejected aftefijjities described in this section, anin the preparation of a return or claim
three transmission attempts; Electronic Filer must meet all the re-for refund.”

_ (8) ensure the security of all rans-g irements in this revenue procedure to  (3) If an Electronic Return Collec-
mitted data; eep the privilege of participating in thetor, Service Bureau, Transmitter, or Soft-

use S?iénégﬁ %?alizr]ﬁtl\lthz #P;ustm{ti:? lectronic Filing Program. ware Developer alters the return infor-
' mation in a nonsubstantive way, this

;nalljgt Q%tré;arnslgzrnltsgiﬁFlol\: gihgr-l\-/:/'i: eb¥OSECT|ON 6. PENALTIES alteration will be cpnsidere_d to come
another entity; and 01 Penalties for Disclosure or Use ofNder thed mquag'cal aSS|sét(a)12c7e7Oelx-
(10) not use software that has anformation. EEF(;;(()B Aer?(;:r:Isuebsta:::ive§ chan. e is_a
Service assigned production password (1) An Electronic Filer, except a t'. h imited t gt ‘
built into the software. Software Developer, is a tax returncorr.(te.C lon or ¢ a_ngle m(ye to a r?lns
178 Tarininer wno provdesbeprr (Hapara e e Soiof e, ST, MEPCE ru, nel
transmission services to other unrelatedf § 301.7216-1(b) of the Regulations . " 1 "t oliowing tolerances:
Electronic Filers must only accept elecon Procedure and Administration. A 9 ' ,
tronic returns for transmission to thePreparer is subject to a criminal penalty (&) the Total Tax amount, With-
IRS Data Communications Subsystenfor disclosure or use of tax returnholding amount, Refund amount, or
from accepted Electronic Filers. Ainformation, as  described in Amount Owed shown on Form 8453
Transmitter must include the ERO’'s§ 301.7216-1(a). In general, that reguladiffers from the corresponding amount
EFIN and if applicable, the CPIN ontion provides that any preparer whoon the electronic port|0n. of the tax
each return that the Transmitter acceptdiscloses or uses any tax return informal©turn by no more than $7;
from an ERO. In addition, a Transmittertion for a purpose other than preparing, (b) the Total Income amount
must also include a Service Bureau'sssisting in preparing, or obtaining orshown on Form 8453 differs from the
SBIN if a Service Bureau formats theproviding services in connection withcorresponding amount on the electronic

return information. the preparation of a tax return is guiltyportion of the tax return by no more
.18 An Electronic Filer who functions of a misdemeanor. In addition, § 6713han $25; or
as a Software Developer must: of the Internal Revenue Code provides (c) dropping cents and rounding

(1) promptly correct any software for civil penalties that may be assessetb whole dollars.
error which causes an electronic returmgainst a preparer who makes an unau- (4) If an Electronic Return Collec-

to be rejected; thorized disclosure or use of tax returrtor, Service Bureau, or Transmitter alters
(2) promptly distribute any soft- information. the return information in a substantive
ware correction; (2) Under § 301.7216-2(h), disclo-way, rather than having the taxpayer

(3) ensure that any software packsure of tax return information amongalter the return, the Electronic Return
age that will be used to transmit anyaccepted Electronic Filers for the pur-Collector, Service Bureau, or Transmit-
returns from multiple Electronic Filers pose of preparing a return is permister will be considered to be an income
has the capability of combining returnssible. For example, it is permissible fortax return preparer for purposes of
from these Electronic Filers into onean ERO to pass on tax return informa8 7701(a)(36).
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(5) If an Electronic Return Collec- (6) If an Electronic Filer functions SECTION 8. INFORMATION AN
tor, Service Bureau, or Transmitter, oras an ERO, the Electronic Filer mustELECTRONIC FILER MUST PROVIDE
the product of a Software Developersign the ERO’s Declaration on FormTO THE TAXPAYER

goes beyond mechanical assistance, a@#53. 01 The ERO must furnish the tax-
_of these parties may be held liable _for (7) If the ERO is also the paid payer with a complete paper copy of the
Income tax return preparer penaltlespreparer, the ERO must check the “Paidaxpayer’s return. A complete copy of a
Rev. Rul. 85-189, 1985-2 C.B. 341preparer” box and sign the ERO Declataxpayer’s return includes: (1) Form
describes a situation where a Softwargation on Form 8453. 8453 and other paper documents that
_Develop(;:r WatS determined t% beb'ant 02 Corrections to Form 8453. cannot be electronically transmitted, and
INncome tax return preparer and subjec ; 2) a printout of the electronic portion
to certain preparer penalties. , (j)fA new Forrtr; t84?3 S hnot re-A()f)thepreturn. See section 2.02pof this
.03 In addition to the above Specmedgglr::ubs(t);n:vgogﬁ:nssnislvﬁin’?it:ggteo. revenue procedure. The electronic por-
provisions, the Service reserves the right . 9 dion of the return can be contained on a
to assert all appropriate preparercOrrecuon that QOes _not exceed th eplica of an official form or on an
nonpreparer, and disclosure penaltieté)ler".’mces’ described in sectlon. 7'02(, nofficial form. However, on an unoffi-
against an Electronic Filer as warrante@! this revenue procedure for arithmeticoja| form, data entries must be refer-

under the circumstances. errors, a transposition error, a misplacegceq to the line numbers on an official
entry, or a spelling error. The incorrectigrm.

SECTION 7. FORM 8453, U.S. nonsubstantive information must be (2 The ERO must advise the tax-

INDIVIDUAL INCOME TAX neatly lined through on the Form 8453payer to retain a complete copy of the

DECLARATION FOR ELECTRONIC and the correct data entered next to thgeturn and any supporting material.

FILING lined-through entry. Also, the individual .03 The ERO must advise the tax-

01 Procedures for Completin Formmaking the correction must initial the payer that an amended return, if needed,
8453 P 9 correction. must be filed as a paper return and

ionmailed to the service center that would
(1) Form 8453 must be completed, ozg)) (')I}h(tehistorlg\rlzgﬁgsprLoCrEdlsJ(ra: tI(—:1)r|23handle the taxpayer’s paper return.
in accordance with the instructions for" - :

Form 8453. (a) the “Total Income” does not 04 The ERO must, upon request,

. ._provide the taxpayer with the Declara-
(2) The taxpayer(s)’s name, g-differ from the amount on the electromction Control Number and the date the

dress, social security number(s), tax rel@x return by more than $25; or electronic portion of the taxpayer’s re-
turn information, and direct deposit of (b) the “Total Tax”, the “Fed- turn was acknowledged as accepted for
refund information in the electronic eral income tax withheld”, the “Re- processing by the Service.

transmission must be identical to the€und”, or the “Amount you owe” does .05 The ERO must advise taxpayers
information on the Form 8453 that thenot differ from the amount on the that they can call the local IRS TeleTax
taxpayer(s) signed and provided for subelectronic portion of the tax return bynumber to inquire about the status of
mission to the Service. more than $7. their tax refund. The ERO should also

(3) An Electronic Filer, a financial (3) If the ERO makes a substantivedvise taxpayers to wait at least three
institution, or any other entity associatetthange to the electronic portion of theVe€ks from the acceptance date of the
with the electronic filing of a taxpayer’s return after Form 8453 has been signeflectronic return before calling the
return must not put its address In theyy the taxpayer, but before it is trans- eleTax number.
section reserved for the taxpayer’s adfnitted, the ERO must have all the -06 If a taxpayer chooses to use an
dress on Form 8453 or anywhere in th(?]ecessary parties described above signagdress other than his or her home
electronic portion of a return. address on the return, the Electronic

new Form 8453 that reflects the correc+; ;

(4) After the return has been pre<ions before the return is transmitted o/ St inform the taxpayer that the
pared and before the return is electroni- . : address on the electronic portion of the
cally transmitted, the taxpayer must (4) Dropping cents or rounding toretur, once processed by the Service,
verify the information on the electronic Whole dollars does not constitute a subwill be used to update the taxpayer's
portion of the return and on Form stantive Change or altera'glon to the readdrgss of record. The Internal Revenue
8453, and must sign Form 8453, Theurn unless the amount differs by moreservice uses the taxpayer's address of
taxpayer may verify the information onthan the above toIe_rances.. All roundlngeqord for various notices that are re-
the electronic portion of the return byshould be accomplished in accordancquired to be sent to a taxpayer's “last
viewing this information on a computerWith the instructions in the Form 1040known address” under the Internal Rev-
display terminal. Both spouses’ signaiax package. enue Code, and for refunds Qf overpay-
tures are required on a joint return prior .03 If the Service determines that aments of tax (unless otherwise specifi-
to the electronic transmission of the taxForm 8453 is missing, the ERO mustcally directed by the taxpayer, such as
return. provide the Service with a replacementby Direct Deposit).

(5) An Electronic Filer must sub- The ERO must also provide a copy of
mit the taxpayer’s Form 8453 to thethe Form(s) W-2, W-2G, 1099R, andgléga:\%\lsg' DIRECT DEPOSIT OF
appropriate service center within onedll other attachments to Form 8453.
work day after the Electronic Filer re- .04 If a substitute Form 8453 is used, .01 The Service will ordinarily pro-
ceives acknowledgment that the elecit must be approved by the Service prioicess a request for Direct Deposit but
tronic portion of the taxpayer’s returnto use. See Rev. Proc. 96-48, 1996—3fserves the right to issue a paper refund
has been accepted for processing. I.R.B. 10. check.
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.02 The Service does not guarantee @amely, the taxpayer may be liable to theprovision may be suspended from the
specific date by which a refund will belender for additional interest on theElectronic Filing Program.
directly deposited into the taxpayer'sRAL.
financial institution account. .03 An Electronic Filer may assist aSECTION 11. BALANCE DUE
.03 Neither the Service nor Financialtaxpayer in applying for a RAL. RETURNS
Management Service (FMS) is respon- .04 An Electronic Filer may charge a
sible for the misapplication of a Directflat fee to assist a taxpayer in applyingeI
Deposit that is caused by error, neglifor a RAL. The fee must be identical for . .
ger?ce, or malfeasance onythe part ofgthell of the Electronic Filer's customerseleCtronlcally filed t_)ala_nce due retu_rns.
taxpayer, Electronic Filer, financial insti-and must not be related to the amount -02 The Electronic Filer must furnish
tution, or any of their agents. of the refund or a RAL. The Electronic ~0rm 1040-V, Electronic Payment
.04 An ERO must: Filer must not accept a fee from avoucher, to a taxpayer who electroni-
(1) advise taxpayers of the optionfinancial institution for any service con- cally files a balance due return.
to receive their refund by paper checkiected with a RAL that is contingent 03 To expedite the crediting of a tax
or direct deposit; upon the amount of the refund or aPayment, a taxpayer who electronically
(2) not charge a separate fee for &AL. files a balance due return should mail
Direct Deposit; .05 The Service has no responsibilithis or her tax payment with either Form

(3) accept any Direct Deposit elec-for the payment of any fees associated040-V or the scannable payment

tion to any eligible financial institution With the preparation of a return, thevoucher that is included in some tax

designated by the taxpayer; electronic transmission of a return, or @ackages. Each of these options has
(4) ensure that the taxpayer is oli-RAL. o . specific mailing instructions. .
gible to choose Direct Deposit; .06 An Electronic Filer may disclose .04 A taxpayer who electronically
(5) verify that the taxpayer hasf{ax.mfprmz.mon to thg Ien(:!|ng f|nanc|§| files a be}lance due return must make a
entered the Direct Deposit informationinstitution in connection with an appli- full and timely payment of any tax that
requested on Part Il of Form 8453cation for a RAL only with the taxpay- is due. Failure to make full payment of
correctly and that the information en-€'S Written consent as specified inany tax that is due on or before April
tered is the information transmitted with8 301.7216-3(b). 15, 1997, will result in the imposition of
the electronic portion of the return; .07 An Electronic Filer that is also interest and may result in the imposition

(6) caution the taxpayer that oncdhe return preparer, and the financiabf penalties.

an electronic return has been accepté stitution or other lender that makes anSECTION 12 ADVERTISING
for processing by the Service: IQAL, may not be related taxpayers .

: . . within the meaning of § 267 or § 707.STANDARDS FOR ELECTRONIC
cannof ) the Direct Deposit. election ™ o5 gection 6695(f) imposes a $5007ILERS AND FINANCIAL
(b) the Routiﬁg Transit Number penalty on a return preparer who enINSTITUTIONS

(RTN) of the financial institution cannot QOrses or negotiates a refund check .01 An Electronic Filer shall comply

be changed; and |s?ued to any ta>|i|payer other ghalr! thevith the advertising and solicitation pro-
(c) the taxpayer’s account num-&%#rzgdpirﬁpgrggl ?nvzvievzréc:t ta;]ne 'fu?l'\;/isions of 31 C.F.R. Part 10 (Treasury

ber cannot be changed; and mount of a refu'nd cr):eck asp a de OSEepartment Circular No. 230). This cir-
(7) advise the taxpayer that refunqa POSHjar prohibits the use or participation in

. A . . n the taxpayer’'s account for the benefi : .
information is available by calling the of the taxpayer. Section 1_6695_1(f)tthe use of any form of public communi
local IRS TeleTax number. See sectio

. "Ularifies § 6695 of the Code by explain-ca-tion pontaining a false, fraudulent,
8.05 of this revenue procedure. ing that the prohibition on a return misleading, deceptive, unduly influenc-

reparer negotiatin refund check iing, coercive, or unfair statement or
SECTION 10. REFUND f?e_fadet €go fa dg ﬁ‘ ek“f N e‘t: Tlaim. In addition, advertising must not
ANTICIPATION LOANS imited 0 a retund check lor a return 1y a special relationship with the

that the return preparer prepared. f
L ; . SRS "Service, FMS, or the Treasury Depart-
.01 A Refund Anticipation Loan preparer that is also a financial institu- o e Any claims concerning faster re-

(RAL) is money borrowed by a taxpayertion, but has not made a loan to th ; P
that is based on a taxpayer’s anticipatethxpayer on the basis of the taxpayer%uen%ir?gs\tlgmewﬁ;etlﬁgtrlgﬂlc f|||ng_must__
. . M guage in offi
income tax refund. The Service has nanticipated refund, may (1) cash a rélial Service publications
involvement in RALS. A RAL is a fund check and remit all of the cash to P S
contract between the taxpayer and ththe taxpayer or accept a refund check 02 An Electronic Filer must adhere
lender. for deposit in full to a taxpayer's ac- to all relevant federal, state, and local
.02 Any entity that is involved in the count, provided the bank does not ini-CONSUMer protection laws that relate to
Electronic Filing Program, including atially endorse or negotiate the check; ofdVertising and soliciting.
financial institution that accepts direct(2) endorse a refund check for deposit -03 An Electronic Filer must not use
deposits of income tax refunds, has ain full to a taxpayer's account pursuanthe Service's name, “Internal Revenue
obligation to every taxpayer who applieso a written authorization of the tax- Service” or “IRS”, within a firm's
for a RAL to clearly explain to the payer. A preparer bank may also subsdl@me.
taxpayer that a RAL is in fact a loan,quently endorse or negotiate a refund .04 An Electronic Filer must not use
and not a substitute for or a quicker waycheck as part of the check-clearingmproper or misleading advertising in
of receiving an income tax refund. Anprocess through the financial systenrelation to the Electronic Filing Program
Electronic Filer must advise the tax-after initial endorsement. Any income(including the time frames for refunds
payer that if a Direct Deposit is nottax return preparer that violates thisand RALS).
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.05 Use of Direct Deposit name andinforming the Electronic Filer of the (5) stockpiling returns at any time

logo. suspension. Before suspending an Elesvhile participating in the Electronic Fil-
(1) The name “Direct Deposit” tronic Filer, the Service may issue ang Program;

will be used with initial capital letters or warning letter that describes specific (6) failure on the part of a Trans-

all capital letters. corrective action for deviations from thismitter to retrieve acknowledgement files
(2) The logo/graphic for Direct De- revenue procedure. within two work days of transmission

posit will be used whenever feasible in 02 |f a Principal or Responsible Of-PY the Service;

advertising copy. ficial is suspended from the Electronic _ (7) failure on the part of a Trans-

(3) The color or size of the Direct Fjjing Program, every entity that listed Mitter to initiate the communication of
Deposit logo/graphic may be changedhe suspended Principal or Responsibi@cknowledgement files to clients within
when used in advertising pieces. Official on its Form 8633 may also betwo work days of receipt of the

.06 Advertising materials shall notsyspended. acknowledgement files from the Service;
carry the FMS, IRS, or other Treasury o3 The Service will monitor the (8) ;lgn|f|cqnt complaints ab_out an
Seals. » __timely receipt of Forms 8453, as well asElectronic Filer's performance in the

I'Ot7 A'dverttlsmg for ta C%?p/eratlvte their overall legibility. Electg)nlfci:zllrlng rﬁ)r?hgramlrt ¢ an El
slecionc et profct (UOICIIVALe 04 The Service il montor the ) S 00 10 bt of o e
all cooperating parties q_uallty of an Electromc_ Fller’s ransmis-,se5 the Electronic Filer's EFIN and/or

08 In advertising th.e availability of a sions throughout the filing season. TheETIN'

RAL an Electronic Filer and a financial Service will also monitor electronic re- (,10) having more than one EFIN
instit7ution must clearly (and, if appli- turns and tabulate rejections, errors, anfjor the same business entity at the same
cable, in easily readable prir'1t) refer t other de_fectg. I qu ality d_eterlorates,. théiocation (the business entity is generally
or dezscribe the funds being advanced lectronic F”(.ar will receive a warning the entity that reports on its return the
a loan, not a refund; that is, it must be om the Serwcc'a. , , income derived from electronic filing),
made clear in the advertising that the :09 The Service will monitor drop-off njess the Service has issued more than
taxpayer is borrowing against the antici-Colléction points and advise a parent Ohne EFIN to a business entity. For
pated refund and not obtaining the re@ny Electronic Filing Program violations eyample, the Service may issue more
fund itself from the financial institution. tNe Service has encopntereq With 8han one EFIN to accommodate high

09 If an Electronic Filer uses radioParents drop-off collection point. If a yolumes of returns;

or television broadcasting to advertiseParent fails to correct a drop-off collec- (11) failure on the part of a Trans-

the broadcast must be pre-recorded. ThtjeOn point problem, the parent will be niter 1o include a Service Bureau's
SBIN in the transmission of a return

Electronic Filer must keep a copy of the/cduired to eliminate that drop-off col-
pre-recorded advertisement for a periodfClion Point. Failure to take correctiveg hmitted by a Service Bureau;

@C?'Otn erl ehmmaiﬁ asdrop-offtcollectmn (12) failure on the part of an ERO
point witt cause the Service 1o suspenqo include a drop-off collection point’s

theensri)grzen;ctli]:)r:heits?/\;;llllcz Inlltlatteos lejls'CPlN as part of a return collected from
mail or fax communications to advertise,p , ’ PPl a drop-off collection point;
g . returns filed by the parent. :
the Electronic Filer must retain a copy h i i . (13) failure on the part of an Elec-
.06 The Service will ‘monitor com- yonic Filer to cooperate with the Ser-

of the actual mailing or fax, along with lai b I . i d
a list or other description of the firms, Plaints about an Electronic Filer andyice's efforts to monitor Electronic Fil-

organizations, or individuals to whom!SSU€ & warning or suspension |etter 8gys and investigate electronic filing
the communication was mailed, faxed@PPropriate. _ abuse;

or otherwise distributed for a period of .07 The Service reserves the right to  (14) failure on the part of an Elec-
at least 36 months from the date of thé&uspend the electronic filing privilege ofyronic Filer to properly use the standard/
last mailing, fax, or distribution. any Electronic Filer that violates anynon.standard W-2 indicator:

.11 Acceptance to participate in theProvision of this revenue procedure. 15y tajlyre on the part of an Elec-
Electronic Filing Program does not im-Generally, the Service will advise ayonic Filer to properly use the refund
ply endorsement by the Service or FMS;;uspendgd Electronic Filer conceming, icination loan (RAL) indicator;
of the software or quality of servicesthe requirements for reacceptance into " e\ tailire on the part of a Ser-
provided. the Electronic Filing Program. The fol- ;.0 5\ \rea or a Transmitter to include

lowing reasons may lead to a Warning(h ;
. he ERO’s EFIN as part of a return that
SECTION 13. MONITORING AND letter and/or suspension of an EIectrom?he ERO submits topthe Service Bureau

SUSPENSION OF AN ELECTRONIC Fllgr from the EIec;tromq Fll!ng Program or the Transmitter:
FILER (this list is not all-inclusive): o -
. . . (17) violation of the advertising

.01 The Service will monitor an Elec- (12 thh_e reasons "Steg N sectioNsiandards described in section 12 of this
tronic Filer for conformity with this 4.19 of this revenue procedure, revenue procedure;
revenue procedure. The Service can im-  (2) deterioration in the format of (18) failure to maintain and make
mediately suspend, without notice, arffndividual transmissions; available records as described in section
Electronic Filer from the Electronic Fil- (3) unacceptable cumulative error5.09(4) of this revenue procedure;
ing Program. However, in most circum-Or rejection rate; (19) accepting a tax return for
stances, a suspension from participation (4) untimely received, illegible, in- electronic filing either directly or indi-
in the Electronic Filing Program is ef- complete, missing, or unapproved subrectly from a firm, organization, or
fective as of the date of the letterstitute Forms 8453; individual (other than the taxpayer who
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the last transmission or use.
.10 If an Electronic Filer uses direct



is submitting his or her return) that isoffice proposes to reject the applicatiorElectronic Filing Program has the right
not in the Electronic Filing Program;to participate in the Electronic Filing to an administrative review. During the
(20) submitting the electronic por- Program. administrative review process, the sus-
tion of a return with information that is .03 An applicant that receives a pro{ension remains in effect.
not identical to the information on Formposed letter of denial may mail or .02 If an Electronic Filer receives a
8453; deliver, within 30 calendar days of theproposed suspension letter, the Elec-
(21) failure to timely pay any ap- date of the proposed letter of denial, aronic Filer may mail or deliver, within
plicable fees, as implemented by subsenritten response to the district office30 calendar days of the date of the
quent guidance; or that issued the proposed letter of deniaproposed suspension letter, a detailed
(22) failure to timely submit a re- The applicant’s response must addressritten explanation, with support-
vised Form 8633 notifying the Servicethe district office’s explanation for pro- ing documentation, of why the pro-
of changes described in section 4.03 gposing the denial to participate. posed suspension letter should be with-
4.04 of this revenue procedure. .04 Upon receipt of an applicant'sdrawn. This written response should be

.08 The Service may list in the Inter-written response, the district office will sent to the district office or service
nal Revenue Bulletin, district office list- reconsider its proposed letter of denialcenter that issued the proposed suspen-
ings, district office newsletters, and theThe district office may (1) withdraw its sion letter.

EFS Bulletin Board the name and own-proposed letter of denial and admit the .03 Upon receipt of the Electronic
er(s) of any entity suspended from theapplicant into the Electronic Filing Pro- Filer's written response, the district of-
Electronic Filing Program and the effec-gram, or (2) finalize its proposed letterfice or service center will reconsider its
tive date of the suspension. of denial and issue it to the applicantproposed suspension of the Electronic

.09 A district director may warn Elec- .05 If an applicant receives a finalFiler. The district office or service cen-
tronic Filers who are using the servicedetter from the district office that deniester will either withdraw its proposed
of a rejected or a suspended Electronithe applicant participation in the Elec-suspension letter and reinstate the Elec-
Filer that sections 4.19(11) and (12) oftronic Filing Program, the applicant istronic Filer or issue a suspension letter
this revenue procedure prohibit a busientitled to an appeal, in writing, to theto the Electronic Filer.
ness relationship with a rejected or airector of Practice. 04 If an Electronic Filer receives a
suspended Electronic Filer. However, in .06 The appeal must be mailed orsuspension letter from a district office or
appropriate circumstances, the Servicdelivered to the district office that is-a service center, the Electronic Filer is
may immediately suspend the Electronigued the denial letter within 30 calendaentitled to an appeal, in writing, to the
Filer. days of the date of the denial letter. AnDirector of Practice.

.10 If an application for participation applicant’s written appeal must contain a o5 The appeal must be mailed or
in the Electronic Filing Program is de-detailed explanation, with supportingdelivered to the district office or service
nied, the applicant is ineligible to submitdocumentation, of why the denial shouldcenter that issued the suspension let-
a new application for two years frombe reversed. In addition, the applicante; within 30 calendar days of the
the application date of the denied applimust include a copy of the applicant'syate of the suspension letter. The Elec-
cation. Form 8633 and a copy of the deniakronic Filer's written appeal must

A1 If an Electronic Filer is sus- letter. contain detailed reasons, with support-
pended from participating in the Elec- .07 The district office whose denial ising documentation, for reversal of the
tronic Filing Program, the period of being appealed will, upon receipt of asuspension. In addition, the Electronic
suspension includes the remainder of theritten appeal to the Director of Prac-Filer must include a copy of its Form
calendar year in which the suspensiotice, forward to the Director of Practicege33 and a copy of the suspension
occurs plus the next two calendar yearsts file on the applicant and the materialetter,

A suspended participant may submit alescribed in section 14.06 of this rev- g The district office or service cen-
new application for the application pe-enue procedure that the applicant hag,. \vhose decision to suspend is be-
riod immedi{:ltely preceding the end ofsgbmitted_ to Fhe district office.. The ing appealed will, upon receipt of a
the suspension. district office will forward to the Direc- |\ itten appeal to the Director of Prac-

tor of Practice these materials within 1500 “forward to the Director of Practice
SECTION 14. ADMINISTRATIVE calendar days of receipt of the applijis file on the Electronic Filer and the
REVIEW PROCESS FOR DENIAL OF  cant's written appeal to the Director ofyaterial described in section 15.05 of

PARTICIPATION IN THE Practice .
. this revenue procedure that the Elec-
ELECTRONIC FILING PROGRAM .08 Failure to respond within the 30-t,onic Filer hasp submitted to the district

.01 An applicant that has been denied@Y Periods described in sections 14.03ffice or the service center. The district
participation in the Electronic Filing nd 14.06 of this revenue procedurggice or the service center will forward
Program has the right to an administralT@vocably terminates an applicantsy the Director of Practice these materi-
tive review. During the administrative 19Nt 0 an administrative review orgjs within 15 calendar days of the

review process, the denial of participa2PPeal- receipt of the Electronic Filer's written

tion remains in effect. o ECTION 15. ADMINISTRATIVE request for appeal to the Director of
.02 In response to the submission OkeviEW PROCESS FOR Practice.

a Form 8633, the appropriate districtg;SpENSION FROM THE .07 Failure to appeal within the 30-

office will either (1) accept an applicantg| EcTRONIC FILING PROGRAM day period described in section 15.05 of

into the Electronic Filing Program, or this revenue procedure irrevocably ter-

(2) issue a proposed letter of denial that .01 An Electronic Filer that has beenminates an Electronic Filer’s right to an
explains to the applicant why the districtsuspended from participation in theappeal.
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SECTION 16. VITA AND TCE be accepted for electronic filing by a .04 An employer may offer electronic
SPONSORED ELECTRONIC FILING VITA or TCE sponsor. filing as an employee benefit whether
. . .08 A VITA or TCE sponsor and athe employer chooses to transmit tax
.01 This revenue procedure applies to,.. . " Niracior may enter into an returns or contracts with a third party to

:Qr-:—?e) (;/r?(;u?_tcezzér(_rgl; %rgﬁnszzlil)i(n A}zsrfh Agreement that provides for the retentiol ansmit the tax returns. _
9 of copies of tax returns and Forms 8453 .05 If an employer contracts with a

E(I)?]i”)gnjp?gsstﬁgiOsr?sbjggtséﬁbtgg iixiﬁi%by a District Director. This information third party to transmit tax returns, the
section. must be retained by either the VITA orémployer may collect from participating

¢ thi ion. thel CE sponsor or a District Director. Thisemployees a fee that is directly related
.02 For purposes of this section, thec,mation must not be given to a thirdto defraying the actual cost of electroni-

District Director may be represented by : ; - « cally transmitting a tax return.
an individual designa;ed' by the Districtfe?_rty’ including a third party Transmit _8/6 An emp|3yer is not required to
Director such as a District Office Elec- manually sign Form 8453 as ERO.

tronic Filing Coordinator (DOEFC) or a , -09 A District Director is responsible i
Taxpaver Igducation Coor(dinator ) for ensuring that Form 8453 is sent tglowever, 'f. the employer chooses not to
pay : dnanually sign Form 8453, the employer

the appropriate Service office or servic ) . .
bprop must otherwise furnish on Form 8453 its

.03 To be accepted in, or to Cominuecenter However, a District Director ma
participation in, the Electronic FI|Ing : ! yname, address, and the designation
“Employee Benefit,” and if operating

.delegate to the VITA or TCE sponsor

Program, a VITA or TCE sponsor must'the responsibility for mailing Form 8453 X : ; - :
from multiple sites, a site designation
number.

(1) have obtained the District Di- to the appropriate office or service cen
TCE sponsor, the permission of the ™ .07 An employer and a District Di-

rector’s permission (and, in the case of

Service office that is funding the -TCEco.Ii:?:tAa f\gg'%nlor |fT|tC|§ dﬁfgcr;foielr;[aeﬁ rector may enter into an agreement that
program) to provide electronic filing; o defravin theyact ol co tofyelect oni provides for the retention of copies of
and ying u S roNax returns including Forms 8453. In the

(2) have a manual or electronicCaIIy transmitting a tax return. A VITA absence of such an agreement, this in-

quality review system for each return too! TCE sponsor may also collect thISformation must be retained by the em-
ployer. This information is not to be

be electronically filed. fee on behalf of a third party Transmit-

S ) . . ter who electronically transmitted a_. ; : ; :
.04 The District Director will advise \/Ta or TCE return. given to a third party, including a third

the VITA and TCE sponsor how to party Transmitter.

: : .11 Before a VITA or TCE sponsor
submit or transmit returns. Some of the .
options available to the District Director M&Y collect a fee for electronically SECTION 18. EFFECT ON OTHER

are: filing a tax return, the VITA or TCE DOCUMENTS

. sponsor must ensure that the taxpayer
(1) having the VITA or TCE spon- understands that: . Rev. Proc. 95-49, 1995-2 C.B. 419,
is superseded.

sor submit returns on paper, magnetic :
disk, or in an electronic transmission to,. (1) the fee '_S not for the prepara-
the DOEFC or other locally designatedi©n of the return; and SECTION 19. EFFECTIVE DATE

office; . (Zd) th‘?thVIIA or -(I;Cltz Se.?r’]'ce t'ﬁ This revenue procedure is effective
(2) having the VITA or TCE spon- Off€red without regard 1o either When,..nar 30 1996,

sor directly transmit returns to the ap-lectronic filing of a return or the

propriate service center; or collection of a fee. SECTION 20. INTERNAL REVENUE
sor use a third party Transmitter. SPONSORED ELECTRONIC FILING All questions regarding this revenue
.05 A VITA or TCE sponsor is not procedure should be directed to the

required to manually sign Form 8453 as .01 This revenue procedure applies tonternal Revenue Service. The telephone

ERO. However, if the VITA or TCE an employer who chooses to offer elecnumber for this purpose is (202) 283—

sponsor chooses not to manually sigironic filing as an employee benefit 101010 (not a toll-free number).

Form 8453, the VITA or TCE sponsor(l) business owners and spouses, (2)

must otherwise furnish on Form 8453 itemployees and spouses, and/or (3) d&ECTION 21. PAPERWORK

VITA or TCE acronym and, if operating pendents of business owners and enREDUCTION ACT

from multiple sites, a site designationployees, subject to the exceptions and The collections of information con-

number. restrictions described in this sectionisined in this revenue procedure have
.06 A VITA or TCE sponsor can only .02 For purposes of this section, theseen reviewed and approved by the

accept a return for electronic filing thatDistrict Director may be represented byoffice of Management and Budget in

is (1) prepared at the VITA or TCE sitean individual designated by the Districtaccordance with the Paperwork Reduc-

by a VITA or TCE volunteer, (2) pre- Director. tion Act (44 U.S.C. 3507) under control

pared by a taxpayer that meets the .03 An employer may choose to elecnumber 1545-1512,

criteria for VITA or TCE assistance, ortronically transmit returns or may ar- An agency may not conduct or spon-

(3) prepared by a paid preparer thatiange to have tax returns electronicallor, and a person is not required to

meets the criteria for VITA or TCE transmitted through a third party. If anrespond to, a collection of information

assistance. employer chooses to transmit returnsinless the collection of information dis-
.07 Only returns and accompanyingrom more than one location, the em-lays a valid control number.

forms and schedules included in a disployer must submit a properly com- The collections of information in this

trict, VITA, or TCE training course may pleted Form 8633 for each location.revenue procedure are in sections 5, 8,

37



9, and 12. This information is requiredSECTION 11 ADVERTISING STAN-
to implement the Electronic Filing Pro- DARDS FOR ON-LINE FILERS
gram and to enable taxpayers to fileSECTION 12 MONITORING AND
their individual income tax returns elec- SUSPENSION OF AN ON-LINE
tronically. The information will be used FILER
to ensure that taxpayers receive accura@ECTION 13 ADMINISTRATIVE RE-
and essential information regarding the VIEW PROCESS FOR DENIAL OF
filing of their electronic returns and to PARTICIPATION IN THE ON-LINE
identify the persons involved in the FILING PROGRAM
filing of electronic returns. The collec- SECTION 14 ADMINISTRATIVE RE-
tions of information are required to VIEW PROCESS FOR SUSPEN-
retain the benefit of participating in the SION FROM THE ON-LINE FIL-
Electronic Filing Program. The likely ING PROGRAM
respondents are business or other foSECTION 15 EFFECT ON OTHER
profit institutions. DOCUMENTS

The estimated total annual reportingSECTION 16 EFFECTIVE DATE
and recordkeeping burden is 1,146,278ECTION 17 INTERNAL REVENUE
hours. SERVICE OFFICE CONTACT

The estimated annual burden peSECTION 18 PAPERWORK REDUC-
respondent/recordkeeper varies from six TION ACT
(6) minutes to 15.5 hours, depending on
individual circumstances, with an esti-SECTION 1. PURPOSE
mated average of 15.28 hours (or ap-
proximately six (6) minutes per elec-

electronic portion of the return consists
of Form 8453-0OL, U.S. Individual In-

come Tax Declaration for On-Line Fil-

ing, and other paper documents that
cannot be electronically transmitted.
Form 8453—0OL must be received by the
Service before an on-line electronically
filed return is complete (See section
5.07 of this revenue procedure). An
on-line electronically filed return must

contain the same information that a
return filed completely on paper con-
tains. See section 7 of this revenue
procedure for procedures for completing
Form 8453—-OL.

.04 The Service will periodically is-
sue a publication that lists the forms and
schedules associated with a Form 1040
that can be electronically transmitted.

.05 A Form 1040, a Form 1040A, or
a Form 1040EZ cannot be electronically
filed after October 15, 1997, notwith-

This revenue procedure informs thos@tanding the fact that the taxpayer has

: : - who participate in the 1997 On-Linepeen granted an extension to file a
tronically filed return). The estimated Filing Program for Form 1040 and Formyegum geyond that date.

number of respondents and recordkeepl-04
ers is 75,000.

The estimated annual frequency ogjm’ and Form 1040EZ,
responses is on occasion.

Books or records relating to a collec-

0A, U.S. Individual Income Tax Re-
Income Tax
eturn for Single and Joint Filers With
No Dependents, of their obligations to

.06 An amended tax return cannot be
electronically filed. A taxpayer must file
an amended tax return on paper in
accordance with the instructions for

tion of information must be retained asthe Internal Revenue Service, taxpayergqgm 1040X, Amended U.S. Individual

long as their contents may become ma:

terial in the administration of any inter- igggﬁ Ill.l?pga%ess Rev. Proc.
nal revenue law. Generally, tax returns R

and tax return information are confiden-secTioN 2. BACKGROUND AND
tial, as required by 26 U.S.C. § 6103.cHANGES

26 CFR 601.602: Tax forms and instructions.
(Also Part 1, Sections 6012, 6061; 1.6012-5tgx filing season, all
1.6061-1.)

.01 During the 1996 federal income
returns filed

and other participants. This revenue PrOfcome Tax Return
96-20, '

.07 A tax return that has a foreign
address for the taxpayer cannot be elec-
tronically filed. Army/Air Force (APO)
and Fleet (FPO) post offices are not
considered foreign addresses.

.08 A tax return for a decedent can-
not be electronically filed. The dece-

through the On-Line Filing Program yenrs spouse or personal representative
were filed at the Austin Service Center.must fle a paper tax return for the

For the 1997 federal income tax filing 4

season, the program is being expandedecedem'
to allow returns filed through the On-_ 09 This revenue procedure updates

Line Filing Program to be filed at all &Y Proc. 96-20, which applied to the

service centers that process electroni*@.n'l‘Ine Filing Program for the, 1996
returns. iling season. The updates include

02 Section 1.6012-5 of the Incom changes in the On-Line Filing Program

: . Sor the 1997 filing season, clarifications
Tax Regulations provides that the Com- prior On-Line Filing Program state-

. ) f
missioner may authorize the use, at th§1ents, and additional guidance derived

option of a person required to make "’]‘rom other Service documents that relate

return, of a composite return in lieu of : o
! e to the On-Line Filing Program. Some of
any form specified in 26 C.F.R. Part 1the updates are:

(Income Tax), subject to the conditions, ) .

limitations, and special rules governing (1) in certain circumstances, a letter

the preparation, execution, filing, andMay be submitted in lieu of a revised

correction thereof as the CommissionefOrm 8633 (section 4.04);

may deem appropriate. (2) the time period to submit a re-
.03 For purposes of this revenue proViSEd Form 8633 is extended to 30 days

cedure, an on-line electronically filed(section 4.05);

Form 1040, Form 1040A, or Form (3) a fee for the electronic transmis-

Rev. Proc. 96-62

CONTENTS

SECTION 1 PURPOSE

SECTION 2 BACKGROUND AND
CHANGES

SECTION 3 ON-LINE FILING PAR-
TICIPANTS—DEFINITIONS

SECTION 4 ACCEPTANCE IN THE
ON-LINE FILING PROGRAM

SECTION 5 RESPONSIBILITIES OF
AN ON-LINE FILER

SECTION 6 PENALTIES

SECTION 7 FORM 8453-0OL, U.S.
INDIVIDUAL TAX DECLARATION
FOR ON-LINE FILING

SECTION 8 INFORMATION AN
ON-LINE FILER MUST PROVIDE
TO THE TAXPAYER

SECTION 9 DIRECT DEPOSIT OF

REFUNDS 1040EZ is a composite return consistingion of a tax return may not be com-
SECTION 10 BALANCE DUE RE- of electronically transmitted data andputed using any amount from the return
TURNS certain paper documents. The non{section 5.04);
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(4) a revised Form 8633 must be (17) the two-year periods for denialmitter. A “bump-up” service provider
filed with the IRS Headquarters On-Lineand suspension are modified and clarincreases the transmission rate or line
Filing Analyst (section 5.05); fied (sections 12.09 and 12.10); speed of formatted or reformatted infor-

(5) the time period for an On-Line (18) the time and method to respondnation that is being sent to the Service
Filer to notify the Service that it is to a proposed letter of denial and avia a public switched telephone network.
discontinuing its participation in the On-denial letter are clarified (sections 13.0For example, a bump-up service pro-
Line Filing Program is extended to 30and 13.06); and vider may increase the transmission rate
days (section 5.06); (19) the time and method to respondr line speed of information from 4800

(6) a Software Developer must ensuréo a proposed suspension letter and kits per second (BPS) to 9600 BPS.
that its software package cannot be usesuspension letter are clarified (section$ervice specifications for electronic fil-

to transmit more than three electronicl4.02 and 14.05). ing require an asynchronous speed of
returns (section 5.10(3)); 300 BPS to 38,400 BPS or a

(7) a Software Developer must ensur@ECTION 3. ON-LINE FILING bisynchronous speed of 4800 BPS to
that its software package contains &ARTICIPANTS—DEFINITIONS 19,200 BPS.

Form 8453-OL format that can be o7 afier acceptance into the On-Line [03 The On-Line Filer categories are
printed and used by a taxpayer to filejing program, as described in sectioff Ot Mutually exclusive. For example, an
with the Service (section 5.10(4)); 4 of this revenue procedure, a particio-in€ Service Provider can, at the

(8) a Software Developer must ensureant is referred to as an “On-Line same time, be considered a Transmltter
that its software package contains &jjer.” or Software Developer depending on the

consent to disclosure statement (section g2 An On-Line Filer is categorized TUNCtoNn(s) performed.

5.10(5)); as follows:
: SECTION 4. ACCEPTANCE IN THE
(9) a Software Developer must pro- (1) ON-LINE SERVICE PRO- ON-LINE EILING PROGRAM

vide software and accompanying docuy|DER. An “On-Line Service Provider”

mentation to the IRS Headquarters Onis an on-line information service organi- 01 The Service will review and pro-
Line Filing Analyst once the software zation that provides paying subscribersess applications received on or before
has been successfully tested (sectioaia|-up access to a variety of data base®ecember 2, 1996, for acceptance into
5.10(6)); For purposes of the On-Line Filingthe 1997 On-Line Filing Program.

(10) a Transmitter must transmit elecProgram, an On-Line Service Provider .02 Applicants and On-Line Filers are
tronic returns to the appropriate servicenust also have: required to submit a new Form 8633
center based on the state code in the (@) an established subscriber ogesignated for the On-Line Filing Pro-
taxpayer’s return address (sectioftlient base to whom the On-Line Sergram (hereinafter “Form 8633"), with
5.11(3)); vice Provider offers services on a confingerprint cards for appropriate indi-

(11) a Transmitter must enter the lettinuing basis and about which the Onviduals, to the IRS Headquarters On-
ter “O” in Field #15 (Transmission Line Service Provider maintains certaintine Filing Analyst (see section 17 of
Type Code) when transmitting the elecminimum information identifying the this revenue procedure) if:
tronic portion of an on-line electroni- subscriber. Such information could in- (1) the applicant has never partici-
cally filed return to the Service (sectionclude the subscriber's name, accourppated in the On-Line Filing Program;
5.13); number, or credit card or demand de- (2) the On-Line Filer intends to

(12) a Transmitter must not combineposit account number; function as an On-Line Service Provider
the electronic portion of an on-line (b) a port capacity of at leastor a Transmitter during the 1997 On-
electronically filed return with the elec- 1,000 lines or the ability to simulta- Line Filing Program;
tronic portion of any other return within neously service 1,000 customers; (3) the applicant has previously
the same transmission to the Service (c) a network of personal com-been denied participation in the On-Line
(section 5.14); puters that are linked by modems; Filing Program; or

(13) a Transmitter must provide a (d) access to a broad spectrum (4) the applicant has been sus-
taxpayer with the appropriate serviceof information and/or entertainment serpended from the On-Line Filing Pro-
center’s address for mailing the Formvices; and gram.
8453-0L (section 5.15(5)); (e) a client base that has the .03 An On-Line Filer must submit a

(14) a Software Developer that per-ability to communicate using electronicrevised Form 8633, signed by all Princi-
forms a function in the On-line Filing mail. pals and the Responsible Official, with
Program other than software develop- (2) SOFTWARE DEVELOPER. A completed fingerprint cards for the ap-
ment is a tax return preparer under théSoftware Developer” develops soft- Propriate individuals if:
definition of 8§ 301.7216-1(a) of theware for the purposes of (a) formatting (1) there is an additional Principal,
Regulations on Procedure and Adminisreturns according to the Service’s elecsuch as a partner or corporate officer,
tration (section 6.01(1)); tronic return specifications; and/or (b)that must be listed on Form 8633, line 8

(15) a taxpayer will mail Form transmitting electronic returns directly to(formerly line 1k(1)), “Principals of
8453-0L to the appropriate service centhe Service. A Software Developer mayYour Firm or Organization”,
ter (section 7.01); also sell its software. (2) there is a “Principal” listed on

(16) the effect of suspending a Prin-  (3) TRANSMITTER. A “Transmit- Form 8633, line 1k(1), that should be
cipal or a Responsible Official, on enti-ter” transmits the electronic portion of adeleted; or

ties that listed the Principal or Responteturn directly to the IRS Data Commu- (3) the “Responsible Official” on
sible Official on their Forms 8633, is nications Subsystem. An entity that pro+orm 8633, line 9 (formerly line 1k(2))
clarified (section 12.02); vides a “bump-up” service is a Trans- changes.
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.04 An On-Line Filer must submit the District of Columbia, and is not (9) unethical practices in return
either a revised Form 8633 or a letteccurrently under suspension or disbarpreparation;
containing the same information con-ment from practice before the Service;  (10) stockpiling returns prior to of-
tained in a revised Form 8633 if there is (3) an enrolled agent pursuant tgig) acceptance into the On-Line Filing

any change to the following: part 10 of 31 C.F.R. Subtitle A; Program (see section 5.20 of this rev-
(1) the Firm name or Doing Busi- (4) an officer of a publicly held enuge proc(edure)' '
ness As (DBA) name; corporation; or '

(2) the business or mailing address;  (5) a banking official who is _ (11) knowingly and directly or in-

(3) the contact representative or thébonded and has been fingerprintediréctly employing or accepting assis-
alternate contact representative’s namwithin the last two years. tance from any firm, organization, or
or telephone number; or .09 The Service will issue credentialsindividual that is prohibited from apply-

(4) the On-Line Filer's form of for the 1997 On-Line Filing Program toing to participate in the Electronic Filing
organization, as described on Forneligible applicants and On-Line FilersProgram or the On-Line Filing Program,
8633, line 1k; (provided they have first satisfactorilyor that is suspended from participating
A Form 8633 or letter submitted undercompleted the testing described in sedn the Electronic Filing Program or the
this section needs to include only theion 4.06 of this revenue procedure). NdOn-Line Filing Program. This includes
information requested on lines laone may participate in the On-Lineany individual whose actions resulted in
through 1i of Form 8633 and the infor-Filing Program for the 1997 filing sea-the rejection or suspension of a corpora-
mation being revised and must be subson without the following credentials:tion or a partnership from the Electronic
mitted within 30 days of the change(s). (1) a letter of acceptance into theriling Program or the On-Line Filing
A Principal or Responsible Official mustOn-Line Program for the 1997 filing program; or
sign the Form 8633 or the letter. season;

.05 Revised applications described in  (2) an Electronic Filing Identifica-
section 4.03 or 4.04 of this revenuetion Number (EFIN) for each applicable
procedure must be submitted to the IRService center; and
Headquarters On-Line Filing Analyst (3) if appropriate, an Electronic

(12) knowingly and directly or in-
directly accepting employment as an
associate, correspondent, or as a sub-
agent from, or sharing fees with, any

within 30 days of the change(s). Transmitter Identification Number fifM, organization, or individual that is
.06 Applicants and On-Line Filers (ETIN) for each applicable service cen-Prohibited from applying to participate
that intend to function as a Transmittetter. in the Electronic Filing Program or the

or a Software Developer in the 1997 .10 If an On-Line Filer is a Software On-Line Filing Program, or that is sus-
On-Line Filing Program must first suc- Developer that performs no other funcpended _f_rom participating in the E!ec-
cessfully complete the necessary testingon in the On-Line Filing Program but tronic Filing Program or the On-Line
at the appropriate service center(s).  software development, no Principal orffiling Program. This includes any indi-
.07 Each individual listed as a Princi-Responsible Official needs to pass &idual whose actions resulted in the
pal or a Responsible Official must: suitability check. rejection or suspension of a corporation
(1) be a United States citizen or an .11 The following reasons, which ap-O" @ partnership from the Electronic
alien lawfully admitted for permanentply to any firm, organization, Principal, Filing Program or the On-Line Filing
residence as described in 8 U.S.Cor Responsible Official listed on FormProgram.
§ 1101(a)(20) (1994); 8633, may result in the rejection of an
(2) have attained the age of 21 aspplication to participate in the 1997?5%—'@“'\?& EIIIE_SEFF){ONSML'T'ES OF
of the date of application; On-Line Filing Program (this list is not
(3) submit with Form 8633 one all-inclusive): .01 To ensure that complete returns
standard fingerprint card with a full set (1) conviction of any criminal of- 4re accurately and efficiently filed, an
of fingerprints taken by a law enforce-fense under the revenue laws of theyn_Line Filer must comply with all the
ment agency, except as provided irUnited States, or of any offense involv-ppjications and notices of the Service.
subsection 4.08 of this revenue proceing dishonesty or breach of trust; Currently, these publications and notices
dure; and (2) failure to file timely and accu- jpclude:
(4) pass a suitability check thatrate tax returns, including returns indi-
includes a credit check and a fingerprintating that no tax is due;
check. o . (3) failure to timely pay any tax lication 1345 and Handbook for Elec-
.'08 An individual may c;hoo§e to sub-liabilities; .__tronic Filers of Individual Income Tax
mit evidence of the individual's profes- (4) assessment of tax penaltlesReturns (Supplement), Publication
sional status in lieu of one standard (5) suspension/disbarment fr0m1345A_ '
fingerprint card if the individual is: practice before the Service; X . . -
(1) an attorney in good standing of  (6) other facts or conduct of a _ (2) Electronic Return File Specifi-
the bar of the highest court of any Statedisreputable nature that would refleccations and Record Layouts for Indi-
possession, territory, Commonwealth, oadversely on the On-Line Filing Pro-Vidual Income Tax Returns, Publication

(1) Handbook for Electronic Filers
of Individual Income Tax Returns, Pub-

the District of Columbia, and is not gram; 1346; o
currently under suspension or disbar-  (7) misrepresentation on an appli-  (3) Test Package for Electronic Fil-
ment from practice before the Servicegation; ing of Individual Income Tax Returns,

(2) a certified public accountant (8) suspension or rejection fromPublication 1436; and
who is duly qualified to practice as aeither the Electronic Filing Program or (4) Postings to the Electronic Fil-
certified public accountant in any Statethe On-Line Filing Program in a prior ing System Bulletin Board (EFS Bulle-
possession, territory, Commonwealth, oyear; tin Board).
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.02 An On-Line Filer must maintain a (3) not provide to a subscriber (6) retain, until the end of the
high degree of integrity, compliance,software that has a Service-assignedalendar year in which a return was

and accuracy. production password built into the soft-filed, an acknowledgement file received

.03 An On-Line Filer may only ac- Ware, _ _ from the Service;
cept returns for on-line electronic filing 4) |mm9d|ately_del|ver to a sub- (7) retain, .unt|l yhe end of the
directly from taxpayers or from anotherScriber the information provided by acalendar year in which a return was
on-Line Filer. Transmitter under section 5.16 or S.1%iled, a complete copy of the electronic
of this revenue procedure; and portion of the return (may be retained

.04 If an On-Line Filer charges a fee () it requested, inform a sub-on magnetic media) that can be readily
for the electronic transmission of a taxscriper that information regarding a re-and accurately converted into an elec-
return, the fee may not be based on fng can be obtained by using the IRSronic transmission that the Service can
percentage of the refund amount or anyteleTax system or contacting the approprocess;
other amount from the tax return. priate service center's customer service (8) immediately contact the Elec-

.05 An On-Line Filer must submit a department. tronic Filing Unit at the appropriate
revised Form 8633 to the IRS Head- .10 An On-Line Filer that functions service center for further instructions if
quarters On-Line Filing Analyst within as a Software Developer must: an acknowledgement of acceptance for
30 days of when any of the conditions (1) promptly correct any software processing has not been received by the
or changes described in section 4.03 agrror which causes an electronic returrfransmitter within two work days of

4.04 of this revenue procedure occuro be rejected; transmission or if the Transmitter re-
.06 An On-Line Filer must notify the (2) promptly distribute any soft- ceives an acknowledgement for a return

IRS Headquarters On-Line Filing Ana-ware correction; that was not transmitted on the desig-

lyst within 30 days of discontinuing its (3) ensure that its software packageéated transmission;

participation in the On-Line Filing Pro- cannot be used to transmit more than  (9) promptly correct any transmis-

gram. This does not preclude reapplicathree electronic returns; sion error that causes an electronic

tion in the future. (4) ensure that its software packaggransmission to be rejected:;

.07 An On-Line Filer must ensurecontains a Form 8453-OL format that  (10) contact the Electronic Filing
that an on-line electronic return is filedCan be printed and used by a taxpayer tQpit at the appropriate service center for
on or before the due date of the returnfile with the Service; assistance if a return has been rejected
A tax return is not considered filed until (5) ensure that its software packag&gter three transmission attempts;
the electronic portion of the tax returnContains a consent to disclosure state- 11y ensure the security of all
has been acknowledged by the ServicB€nt; _ transmitted data;
as accepted for processing and a com- (6) provide software and accompa- (12) ensure that it does not trans-
pleted and signed Form 8453-OL hagling documentation provided to a pur- . or accept for transmission more than
been received by the Service. Howevechaser of its software (a demonstrationy, o ejectronic returns originating from
if the electronic portion of a return is Package is sufficient to satisfy this re- "« o -0 package;
successfully transmitted on or shortlyduirement) to the IRS Headquarters On- (13) ensure that the electronic por-
before the” due date and the taxpayerin® Filing Analyst, once the software ;o™ " o contains a completed
Complies with section 7.01 of this I’eV-haS b_e.en SUCCGSSfU”y teSted for thgonsent to disclosure statement: and
enue procedure, the return will bel997 filing season (see section 4.06 of (14) ensure that it does ot use
deemed timely filed. If the electronic this revenue procedure); and software that has a Service-assianed

; i 7) not incorporate into it ftwar gne
portion of a return is initially transmit- (7) not incorporate into its software J o T S it the Soft.
ted on or shortly before the due daté Service-assigned production password P

- - > - ware.
and is ultimately rejected, but the tax- -11 An On-Line Filer that functions : -
payer complies %//vithjsection 5.17 of this@s & Transmitter must: 12 A Transmitter must include an

revenue procedure, the return will be (1) assign (as prescribed in Publi-On-Line Service Providers EFIN on

deemed timely filed. In the case of acation 1345) a Declaration Control€ach return that the Transmitter accepts
balance due return, see section 10 d¥umber (DCN) to the electronic portionfrom an On-Line Service Provider.
this revenue procedure for instruction® €ach return received from a taxpayer; -13 A Transmitter must enter the let-
on how to make a timely payment of  (2) include the assigned DCN inter "O” in Field #15 (Transmission
tax. the transmission of the electronic por-Type Code) when transmitting the elec-
tion of a return; tronic portion of an on-line electroni-
that no other entity uses its EFIN or . (3) transmit all electronic ret.urns caIIy f||e.d return to the Service. See I?art
ETIN. An On-Line Filer must not trans. Within three calendar days of receipt tdl, Section 1, page 4, of Publication
fer its EFIN or ETIN by sale, loan, gift, the appropriate service center pased 0h346. : .
or otherwise to another entity. the state code in the taxpayer’s return .14 A Transmitter must ensure that it
) ) ) address: does not combine the electronic portion
.09 An On-Line Filer that functions (4) retrieve the acknowledgementof an on-line electronically filed return
as an On-Line Service Provider muste within two work days of transmis- with the electronic portion of any other
(1) provide assistance to a subsijon; return within the same transmission to
scriper in transmitting the electronic (5) match the acknowledgementthe Service.
portion of a tax return; file to the original transmission file and .15 If the electronic portion of a
(2) ensure that no more than threaotify the taxpayer of the status of ataxpayer’'s return is acknowledged as
tax returns are filed electronically bytransmitted return as prescribed in secaccepted by the Service, the Transmitter
one subscriber; tion 5.18 of this revenue proceduremust notify the taxpayer, as prescribed
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in section 5.18 of this revenue procetaxpayer who is not a subscriber of ardiscloses or uses any tax return informa-

dure, of the following: On-Line Service Provider must notify tion for a purpose other than preparing,
(1) the date the transmission waghe taxpayer by: assisting in preparing, or obtaining or
accepted,; (1) sending an electronic transmisproviding services in connection with
(2) the DCN; sion to the taxpayer within two work the preparation of a tax return is guilty
(3) where to put the DCN on Form days of retrieving the acknowledgemenbf a misdemeanor. In addition, § 6713
8453-0L; file; or of the Internal Revenue Code provides

(4) the requirement to properly (2) mailing a written notification to for civil penalties that may be assessed
complete and timely submit a Formthe taxpayer within one work day of against a preparer who makes an unau-
8453-OL with accompanying paper‘etrieving the acknowledgement file.hqrized disclosure or use of tax return
documents within one work day; -1k9 A TflangLtte:hmlgtv if reqlljlei'ted!information.

; : Jmake available to the Service all items .
addrgst?f @ﬁ?éﬁpgﬁtrfnngggfgf”\fﬁ[hﬂquired by this section to be retained (2) Under § 301.'7216_2.(h)’ disclo-
sure of tax return information among

accompanving paper documents must bt the end of the calendar year in i .
sent: panying pap which a return was filed. The Transmit-f“ccePted On-Line Filers for the purpose

(6) that a Form 8453-OL must be!er must make this material availabledf preparing a return is permissible. For
received by the Service before an onSither at the business address of thexample, it is permissible for an On-
line electronically filed return is com- Transmitter or from the contact repreLine Service Provider to pass on tax
plete; and y sentative hamed on Form 8633. return information to a Transmitter for

; e fai - .20 A Transmitter is responsible forthe purpose of having an on-line elec-

(7) the taxpayer's failure to timely ensuring that stockpiling dogs not occurtronic return formatted and transmitted

submit a Form 8453-OL with accomparg, 1 iling means collecting returnsto the Service. However, if the tax

nying paper documents could result irg - taxpayers prior to official accep-return information is disclosed or used
t_he Service not allowing the taxpayer tot into the On-Line Filing P in any other way, an On-Line Filer may
fle a tax return through the On-Line 'anc€ INto the Ln-tine Fiing Frogram, i i i
= | 9 or, after official acceptance into thePe guilty of a misdemeanor as described
Filing Program in the future. < o - ; i i )
On-Line Filing Program, waiting more in section 6.01(1) of this revenue proce

16 If the electronic portion Of ‘@ 4,50 three calendar days to transmit &ure.
ﬁg}‘ggégr ks)y rtehtgrge':/iCi}c'f{?]gw_:_ergﬁsgmé%turn to the Service after receiving the .02 Other Preparer Penalties.
it noify he arpayer. 2 rescIDSq ooy ot 5 e s, belles may be
in section 5.18 of this revenue proce- : : ' gainst an Individuat or firm wno
dure, of the following: .21 An On-Line F!Igr may not off(_er, meets the definition of an income tax

’ ' . . nor in any way participate in or facili- return preparer under § 7701(a)(36) and

(1) that the electronic portion Of a6 "5 Réfund Anticipation Loan (RAL) § 301.7701-15. Examples of preparer
the return submitted by the taxpayer hag, connection with any return filed un- penalties that may be asserted under
not been accepted for processing; der the On-Line Filing Program. A RAL appropriate circumstances include, but

(2) the date of the rejection; is money borrowed by a taxpayer that isare not limited to, those set forth in

(3) what the reject code meansbased on a taxpayer’s anticipated in88§ 6694, 6695, and 6713.

(4) what steps the taxpayer needsome tax refund. (2) Under § 301.7701-15(d), an
to take to correct the error that caused .22 An On-Line Filer may not charge On-Line Filer is not an income tax
the rejection; and a separate fee for a Direct Deposit. Segeturn preparer for the purpose of as-

(5) the information contained in section 9 of this revenue proceduresessing most preparer penalties as long
section 5.17 of this revenue procedure. .23 In addition to the specific respon-as the On-Line Filer’s services are lim-

.17 If the taxpayer chooses not tosibilities described in this section, anited to “typing, reproduction, or other
have the rejected return retransmitted o@Pn-Line Filer must meet all the require-mechanical assistance in the preparation
if the return cannot be accepted foiments in this revenue procedure to keepf a return or claim for refund.”

processing, the taxpayer, in order to filghe privilege of participating in the (3) If an On-Line Filer alters the
a timely return, must file a paper returnOn-Line Filing Program. return information in a nonsubstantive
by the later of: way, this alteration will be considered to

(1) the due date of the return; orS’ECTION 6. PENALTIES come under the “mechanical assistance”

(2) within ten calendar days of the .01 Penalties for Disclosure or Use €xception described in § 301.7701-
Service’s acknowledgment that the reof Information. 15(d)(1). A nonsubstantive change is a
turn is rejected or notification that the (1) An On-Line Filer, except a COrrection or change limited to a trans-
return cannot be retransmitted, with arsoftware Developer that performs ngPoSition error, misplaced entry, spelling
explanation of why the return is beingother function in the On-Line Filing €TOF, OF arithmetic correction that falls
filed after the due date. Program but software development, is 4/ithin the following tolerances:

.18 A Transmitter that transmits atax return preparer (Preparer) under the (&) the Total Tax amount, With-
return of a taxpayer who is a subscribedefinition of § 301.7216-1(b) of the holding amount, Refund amount, or
of an On-Line Service Provider mustRegulations on Procedure and AdminisAmount Owed shown on Form
notify the taxpayer by sending an electration. A Preparer is subject to a crimi-8453—OL differs from the corresponding
tronic transmission to the On-Line Ser-nal penalty for disclosure or use of taxamount on the electronic portion of the
vice Provider within two work days of return information, as described intax return by no more than $7;
retrieving the acknowledgement file. A§ 301.7216-1(a). In general, that regula- (b) the Total Income amount
Transmitter that transmits a return of d&ion provides that any preparer whoshown on Form 8453-OL differs from

42



the corresponding amount on the elecAnnuities, Retirement or Profit-Sharingdirectly deposited into the taxpayer’s
tronic portion of the tax return by no Plans, IRAs, Insurance Contracts, etcfinancial institution account.

more than $25; or and all other attachments to Form 8453— (3 Neither the Service nor Financial
(c) dropping cents and rounding©OL. Management Service (FMS) is respon-
to whole dollars. .03 If a substitute Form 8453—-OL issible for the misapplication of a Direct

(4) If an On-Line Filer alters the used, it must be approved by the Servic®eposit that is caused by error, negli-
return information in a substantive way,Prior to use. See Rev. Proc. 96-48gence, or malfeasance on the part of the
rather than having the taxpayer alter thd996-39 I.R.B. 10. taxpayer, On-Line Filer, financial insti-
return, the On-Line Filer will be consid- tution, or any of their agents.

; ECTION 8. INFORMATION AN
ered to be an income tax return prepare
for purposes of § 7701(a)(36). N-LINE FILER MUST PROVIDE TO SECTION 10. BALANCE DUE

(5) If an On-Line Filer goes be- THE TAXPAYER RETURNS

yond mechanical assistance, the On-Line .01 The Transmitter must advise a .01 An electronically filed balance
Filer may be held liable for income taxtaxpayer to retain a complete copy ofdue return is transmitted to the appropri-
return preparer penalties. Rev. Rul. 85the return and any supporting materialate service center in the same manner
189, 1985-2 C.B. 341, describes a situa- 92 The Transmitter must advise théhat a refund or zero balance return is
tion where a Software Developer wasaypayer that an amended return, ifiled. A balance due return is not com-
determined to be an income tax retureeded, must be filed as a paper returblete unless and until the Service re-
preparer and subject to certain preparefnq mailed to the service center thageives Form 8453-OL completed and
penalties. would handle the taxpayer’'s paper resigned by the taxpayer.

.03 In addition to the above specifiedturn. .02 The Transmitter must furnish
provisions, the Service reserves the right g3 The Transmitter must give theForm 1040-V, Electronic Payment
to assert all appropriate preparertaxpayer the Declaration Control Num-Voucher, to a taxpayer who electroni-
nonpreparer, and disclosure penaltieger (DCN) for the taxpayer’s Form cally files a balance due return.
against an On-Line Filer as warrante453-OL and instructions to the tax- .03 To expedite the crediting of a tax

under the circumstances. payer for entering the DCN on Formpayment, a taxpayer who electronically
SECTION 7. FORM 8453-OL, U.S. 84503:(|?L' t Hatires about thele o paiance due retum sfiould_mal
INDIVIDUAL INCOME TAX . a taxpayer inquires about thehis or her tax payment with either Form

DECLARATION FOR ON-LINE FILING Status of a refund, the Transmitter, ol040-V or the scannable payment

On-Line Service Provider if the taxpayervoucher that is included in some tax

.01 Procedures for Completing FormiS @ subscriber, must advise the taxpaygrackages. Each of these options has
8453-0L. to use the IRS TeleTax system or conspecific mailing instructions.

(1) Form 8453—OL must be Com_tact the appropriate service center’s CU.S- .04 A taxpayer who e|ectronica||y
pleted by the taxpayer in accordancd®Mer service department. The Transmitiles a balance due return must make a
with the instructions for Form 8453—0L.te|r or dOn-Lmr? Service Provider Shcl’UIde” and timely payment of any tax that

, also advise the taxpayer to wait at leasg due. Failure to make full payment of

2) The taxpayer(s)’s name, ad- ; !
dresé )social secﬂri¥y r(lu)mber(s) tax req\ree weeks from the acceptance date @iny tax that is due on or before April
trn information, and direct deposit ofthe electronic return before making ans; 1997, will result in the imposition of
refund information in the electronic NAuiry regarding the status of a refundinterest and may result in the imposition
transmission must be identical to the -0° The Transmitter must inform theof penalties.

; ; taxpayer that the address on the elec-

information on the Form 8453-OL that : .

the taxpayer(s) signs and will mail totronic portion of the return, once pro-SECTION 11. ADVERTISING

the appropriate service center, cessed, will be used to update thédTANDARDS FOR ON-LINE FILERS

(3) If the electronic portion of a taxlpsyers adgres§ of recorcrj]. The Inter: .01 An On-Line Filer shall comply
return was filed as a joint return bothl & NEVENUE SETVICE USes the taxpa_yersith the advertising and solicitation pro-
spouses’ signatures are ' address of record for various notices.

required OMhat are requi visions of 31 C.F.R. Part 10 (Treasury
quired to be sent to a taxpay= . S
Form 8453-OL. er's “last known address” under the Department Circular No. 230). This cir-

(4) The taxpayer's Form 8453-OL |nternal Revenue Code and for refund§Hiar Prohibits the use or participation in
must be sent to the address of thef overpayments of tax (unless otheri € USe of any form of public communi-
appropriate service center within on&yise specifically directed by the tax-Calion containing a false, fraudulent,

work day after the taxpayer is providedyayer, such as by Direct Deposit). misleading, deceptive, unduly influenc-
notification that the electronic portion of ' ing, coercive, or unfair statement or
the taxpayer’s return has been accepteSECTION 9. DIRECT DEPOSIT OF claim. In addition, advertising must not
for processing. .02 If the Service deterREFUNDS imply a special relationship with the
mines that a Form 8453—-0OL is missing, Service, FMS, or the Treasury Depart-

the taxpayer must provide the Service -01 The Service will ordinarily pro- ment. Any claims concerning faster re-
with a replacement. A taxpayer mustcess a request for Direct Deposit bufunds by virtue of electronic filing must
also provide a copy of any Form W-2 reserves the right to issue a paper refunde consistent with the language in offi-
Wage and Tax Statement, Form W_ZG(,ZheCk cial Service publications.

Certain Gambling Winnings, Form .02 The Service does not guarantee a .02 An On-Line Filer must adhere to
1099-R, Distributions From Pensionsspecific date by which a refund will be all relevant federal, state, and local
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consumer protection laws that relate tBefore suspending an On-Line Filer, thehree electronic returns originating from
advertising and soliciting. Service may issue a warning letter thabne software package; (

.03 An On-Line Filer must not use describes specific corrective action for gy significant complaints about an
the Service's name, “Internal Revenuedeviations from this revenue proceduregp_| ine Filer:

Service” or “IRS”, within a firm’s .02 If a Principal or Responsible Of-
name. ficial is suspended from the On—LineL. Filer t that th tit
.04 An On-Line Filer must not use Filing Program, every entity that listed Ine Fiier to ensure tha ng other entity

improper or misleading advertising inthe suspended Principal or ResponsiblgS€s its EFIN and/or ETIN;
relation to the On-Line Filing Program Official on its Form 8633 may also be ~ (11) having more than one EFIN
(including the time frames for refunds).suspended. for the same business entity at the same

.05 Use of Direct Deposit name and .03 The Service will monitor the location (the business entity is generally
logo. timely receipt of Forms 8453-OL. the entity that reports on its return the

(1) The name “Direct Deposit” .04 The Service will monitor the income derived from electronic filing),
will be used with initial capital letters or quality of an On-Line Filer's transmis- unless the Service has issued more than
all capital letters. sions throughout the filing season. Theone EFIN to a business entity.

(2) The logo/graphic for Direct De- Service will also monitor electronic re- (12) failure on the part of an On-
posit will be used whenever feasible inturns and tabulate rejections, errors, angine Filer to cooperate with the Ser-
advertising copy. other defects. If quality deteriorates, thgjice’'s efforts to investigate electronic

(3) The color or size of the Direct On-Line Filer will receive a waming fjling abuse;

Deposit logo/graphic may be changedrom the Service. (13) violation of the advertising
when used in advertising pieces. 05 The Service will monitor com- gandards described in section 11 of this

.06 Advertising materials shall notplaints about an On-Line Filer and issugeyenye procedure;
carry the FMS, IRS, or other Treasuryd _w?rnmg or suspension letter as appro- (14) failure to maintain and make
Seals. . _ priate. . . available records as described in section

.07 Advertising for a cooperative .06 The Service reserves the right tg; 1 o thic revenue procedure;
electronic return project (public/privatesuspend the electronic filing privilege of .
sector) must clearly state the names ciny On-Line Filer that violates any . (15) failure to supply a taxpayer
all cooperating parties. provision of this revenue procedureith an accurate DCN; o

.08 If an On-Line Filer uses radio orGenerally, the Service will advise a  (16) failure to give effective in-
television broadcasting to advertise, théuspended On-Line Filer concering thétructions to a taxpayer concerning the
broadcast must be pre-recorded. Theequirements for reacceptance into thentry of the DCN on Form 8453-OL;
On-Line Filer must keep a copy of theOn-Line Filing Program. The following (17) failure to timely pay any ap-
pre-recorded advertisement for a periogeasons may lead to a warning letteplicable fees, as implemented by subse-
of at least 36 months from the date ofand/or suspension of an On-Line Filequent guidance; or
the last transmission or use. from the On-Line Filing Program (this (18) failure to timely submit a re-

.09 If an On-Line Filer uses direct list is not all-inclusive): vised Form 8633 or a letter containing
mail or fax communications to advertise, (1) the reasons listed in sectionthe same information contained in a
the On-Line Filer must retain a copy of4.11 of this revenue procedure; revised Form 8633 notifying the Service
the actual mailing or fax, along with a (2) deterioration in the format of of changes described in section 4.03 or
list or other description of firms, organi- individual transmissions; 4.04 of this revenue procedure.
zation, or individuals to whom the com- (3) unacceptable cumulative error .08 The Service may list in the Inter-
munication was mailed, faxed, or other-or rejection rate; nal Revenue Bulletin, district office list-
wise distributed for a period of at least  (4) stockpiling returns at any timeings, district office newsletters, and on
36 months from the date of the lastwhile participating in the On-Line Filing the EFS Bulletin Board the name and
mailing, fax, or distribution. Program; owner(s) of any entity suspended from

.10 Acceptance to participate in the (5) failure on the part of a Trans-the On-Line Filing Program and the
On-Line Filing Program does not imply mitter to retrieve acknowledgement fileseffective date of the suspension.
endorsement by the Service or FMS ofyithin two work days of transmission .09 If an application for participation
the software or quality of services pro-py the Service; in the On-Line Filing Program is denied,
vided. (6) failure on the part of a Trans-the applicant is ineligible to submit a

mitter to notify the taxpayer, as pre-new application for two years from the
gECS:IIIEONNSIlozN g)AI?EII\ITgﬁ-,}I_IGNél\IIZIIDLER scribed in section 5.18 of this reve_nueapplication date of the denied applica-
procedure, of the status of a transmittetion.

.01 The Service will monitor an On- return within two work days of receipt 10 If a participant is suspended from
Line Filer for conformity with this rev- Of the acknowledgement files from theparticipating in the On-Line Filing Pro-
enue procedure. The Service can immeService; gram, the period of suspension includes
diately suspend, without notice, an On-  (7) failure on the part of an On- the remainder of the calendar year in
Line Filer from the On-Line Filing Line Service Provider to ensure that navhich the suspension occurs plus the
Program. However, in most circum-more than three tax returns are filechext two calendar years. A suspended
stances, a suspension from participatioglectronically by one subscriber; participant may submit a new applica-
in the On-Line Filing Program is effec- (8) failure on the part of a Trans-tion for the application period immedi-
tive as of the date of the letter inform-mitter to ensure that it does not transmiately preceding the end of the suspen-
ing the On-Line Filer of the suspension.or accept for transmission more tharsion.
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SECTION 13. ADMINISTRATIVE calendar days of receipt of the appli-enue procedure that the On-Line Filer
REVIEW PROCESS FOR DENIAL OF cant’s written appeal to the Director ofhas submitted to the district office or the
PARTICIPATION IN THE ON-LINE Practice. service center. The district office or the
FILING PROGRAM .08 Failure to respond within the 30-service center will forward to the Direc-

. . _day periods described in sections 13.08r of Practice these mater_ials within 15
0L sppicant v has been denies °5Ge” o e revente procedunsalendar Ga of e recobt of an O
Sram Fk)1as the right to an admin%trativeirrevocably terminates an applicant'sLine Filer's written request for appeal.
review. During the administrative review”ght to an administrative review or .05 Failure to appeal within the 30-

process, the denial of participation re_appeal. day period described in section 14.05 of

o this revenue procedure irrevocably ter-
mains in effect. . SECTION. 14. ADMINISTRATIVE minates an On-Line Filer’s right to an
.02 In response to the submission OREyvIEW PROCESS FOR appeal
a Form 8633, the appropriate districtsyspENSION FROM THE ON-LINE '
office will either (1) accept an applicantg| NG PROGRAM SECTION 15. EFFECT ON OTHER
into the On-Line Filing Program, or (2) DOCUMENTS

issue a proposed letter of denial that .01 An On-Line Filer that has been
explains to the applicant why the districtsuspended from participation in the On- Rev. Proc. 96-20, 1996-4 |.R.B. 88,
office proposes to reject the applicatiorl-ine Filing Program has the right to anis superseded.
to participate in the On-Line Filing administrative review. During the ad-
Program. P ? ministrative review process, the suspenSECﬂON 16. EFFECTIVE DATE
.03 An applicant who receives a pro-Sion remains in effect. _ This revenue procedure is effective
posed letter of denial may mail or .02 If an On-Line Filer receives apecember 30, 1996.
deliver, within 30 calendar days of theproposed suspension letter, the On-Line
date of the proposed letter of denial, &iler may mail or deliver, within 30 SECTION 17. INTERNAL REVENUE
written response to the district officecalendar days of the date of the proSERVICE OFFICE CONTACT
that issued the proposed letter of deniaposed suspension letter, a detailed writ- ) ) )
The applicant's response must addreden explanation, with supporting docu-_All questions regarding the electronic
the district office’s explanation for pro- mentation, of why the proposedfiling aspects of the On-Line Filing
posing the denial to participate. suspension letter should be withdrawnProgram should be directed to the Elec-
.04 Upon receipt of an applicant'sThis written response should be sent tgfonic Filing Office. The telephone num-
written response, the district office will the district office or service center thatP€r for this purpose is (202) 283-1010
reconsider its proposed letter of denialissued the proposed suspension lette?0t @ toll-free number). All questions
The district office may (1) withdraw its .03 Upon receipt of the On-Line Fil- "€9arding the on-line aspects of this
proposed letter of denial and admit theer's written response, the district officePro9ram should be directed to the IRS
applicant into the On-Line Filing Pro- or service center will reconsider itsHeadquarters On-Line F|I|ng_ Analyst.
gram, or (2) finalize its proposed letterproposed suspension of the On-Linérhe telephone number for this purpose
of denial and issue it to the applicantFiler. The district office or service cen-!S (202) 283-0265 (not a toll-free num-
05 If an applicant receives a finalter will either withdraw its proposed P€")-
letter from the district office that deniessuspension letter and reinstate the Onsp1i9N 18, PAPERWORK
the applicant participation in the On-Line Filer or issue a suspension letter th ey cTION ACT
Line Filing Program, the applicant isthe On-Line Filer.
entitled to an appeal, in writing, to the .04 If the On-Line Filer receives a The collections of information con-
Director of Practice. suspension letter from a district office ortained in this revenue procedure have
.06 The appeal must be mailed om service center, the On-Line Filer isbeen reviewed and approved by the
delivered to the district office that is- entitled to an appeal, in writing, to theOffice of Management and Budget in
sued the denial letter within 30 calendaPirector of Practice. accordance with the Paperwork Reduc-
days of the date of the denial letter. An .05 The appeal must be mailed otion Act (44 U.S.C. 3507) under control
applicant’s written appeal must contain alelivered to the district office or servicenumber 1545-1513.
detailed explanation, with supportingcenter that issued the suspension letter An agency may not conduct or spon-
documentation, of why the denial shouldwithin 30 calendar days of the date ofsor, and a person is not required to
be reversed. In addition, the applicanthe suspension letter. The On-Line Fil+espond to, a collection of information
must include a copy of the applicant’ser’'s written appeal must contain detailedunless the collection of information dis-
Form 8633 and a copy of the denialreasons, with supporting documentationplays a valid control number.
letter. for reversal of the suspension. In addi- The collections of information in this
.07 The district office whose denial istion, the On-Line Filer must include arevenue procedure are in sections 5, 8,
being appealed will, upon receipt of acopy of its Form 8633 and a copy of theand 11 of the revenue procedure. This
written appeal to the Director of Prac-suspension letter. information is required by the IRS to
tice, forward to the Director of Practice .06 The district office or service cen-implement the On-Line Filing Program
its file on the applicant and the materialter whose decision to suspend is beingnd to enable taxpayers to file their
described in section 13.06 of this rev-appealed will, upon receipt of a writtenindividual income tax returns electroni-
enue procedure that the applicant hasppeal to the Director of Practice, for-cally through the On-Line Filing Pro-
submitted to the district office. Theward to the Director of Practice its file gram. The information will be used to
district office will forward to the Direc- on the On-Line Filer and the materialensure that taxpayers receive accurate
tor of Practice these materials within 15described in section 14.05 of this rev-and essential information regarding the
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filing of their return through the On- use actual allowable expenses if the .04 Section 62(a)(2)(A) allows an
Line Filing Program and to identify the taxpayer maintains adequate records @mployee, in determining adjusted gross
persons involved in the filing of a returnother sufficient evidence for proper subincome, a deduction for the expenses

through the On-Line Filing Program. stantiation. allowed by Part VI (§ 161 and follow-
The collections of information are re- ing), subchapter B, chapter 1 of the
quired to retain the benefit of participat-SEC. 2. SUMMARY OF STANDARD Code, paid or incurred by the employee
ing in the On-Line Filing Program. The MILEAGE RATES in connection with the performance of
likely respondents are business or other ) services as an employee under a reim-
for-profit institutions. Business (Sec. 5 below) bursement or other expense allowance
The estimated total annual reporting 31.5 cents per mile arrangement with a payor.
and recordkeeping burden is 5,919 Rural Mail Carrier (Sec. 6 below) .05 Section 62(c) provides that an
hours. 47.25 cents per mile arrangement will not be treated as a
The estimated annual burden per cparitable (Sec. 7 below) reimbursement or other expense allow-

respondent/recordkeeper varies from :

eight (8) minutes to 455 hours, depend- 12 cents per mile "o ) 2)(A) if it—

ing on individual circumstances, with an Medical and Moving (Sec. 7 below) (1) does not require the employee

estimated average of 423 hours (or 10 cents per mile ; gpstantiate the expenses covered by

approximately two (2) minutes per on- the arrangement to the payor, or

line electronically filed return). The esti- SEC. 3. BACKGROUND (2) provides the employee with the

mated number of respondents ang -01 Section 162(a) of the Internaljoni 't retain any amount in excess of

recordkeepers is 14. evenue Code allows a deduction for al[he substantiated expenses covered un-
The estimated annual frequency offi€ ordinary and necessary expenseg the arrangement. Section 62(c) fur-

responses is on occasion. _pald or |_ncurred during the taxable_ Y€akher provides that the substantiation re-
Books or records relating to a collecN Caying on any trade or businessyirements described therein shall not

tion of information must be retained asoNder that provision, an employee ory,ny 1 any expense to the extent that,

long as their contents may become mas€!-émployed individual may deduct the,nqer the grant of regulatory authority
terial in the administration of any inter- COSt Of Operating a passenger a“tomOb”Erescribed in § 274(d), the Commis-
nal revenue law. Generally, tax returns;)O the extent that it is used in a trade OGjoner has provided that substantiation is
and tax return information are confiden-PUSINess. However, under § 262, NQyut required for such expense.
tial, as required by 26 U.S.C. § 6103Portion of the cost of operating a pas- g Under § 1.62-2(c)(1) a reim-
senger automobile that is attributable G, rsement or other expense allowance
26 CFR 601.105: Examination of return andpersonal U§e ® dedUCtlbk?-_ i arrangemem .SatiSﬁeS the req.Uirements
claims for refund, credit, or abatement; duetesrmina— 02 Section -274(d) provides, in partof § 62(c) if it meets the requirements
tion of correct tax liability. ' that no deduction shall be allowed undepf business connection, substantiation,
(Also Part |, Sections 62, 162, 274, 1016; 1.62—28 162 with respect to any listed prop-and returning amounts in excess of
1.162-17, 1.274-5T, 1.274(d)-1, 1.1016-3.) erty (as defined in § 280F(d)(4) toexpenses as specified in the regulations.
include passenger automobiles and angection 1.62-2(e)(2) specifically pro-
Rev. Proc. 96-63 ?ther DEOFert)y Ulsed tﬁs ta means ofides that substantiation of certain busi-
ransportation) uniess the taxpayer colMness expenses in accordance with rules
SECTION 1. PURPOSE plies with certain substantiation require-prescrib%d under the authority of
This revenue procedure updates Revnents. The section further provides thag 1.274(d)-1 will be treated as substan-
Proc. 95-54, 1995-2 C.B. 450, by pro-regulations may prescribe that some oOfiation of the amount of such expenses
viding optional standard mileage ratedll of the substantiation requirements dgor purposes of § 1.62-2. Under
for employees, self-employed individu-not apply to an expense that does no§ 1.62-2(f)(2), the Commissioner may
als, or other taxpayers to use in computexceed an amount prescribed by sucprescribe rules under which an arrange-
ing the deductible costs paid or incurredegulations. ment providing mileage allowances will
on or after January 1, 1997, of operating .03 Section 1.274(d)-1 in part, grantde treated as satisfying the requirement
a passenger automobile for businesshe Commissioner the authority to pre-of returning amounts in excess of ex-
charitable, medical, or moving expensescribe rules relating to mileage allow-penses, even though the arrangement
purposes. This revenue procedure alsances for ordinary and necessary exdoes not require the employee to return
provides rules under which the amounpenses of local travel and transportatiothe portion of such an allowance that
of ordinary and necessary expenses afway from home. Pursuant to this grantelates to miles of travel substantiated
local travel or transportation away fromof authority, the Commissioner may pre-and that exceeds the amount of the
home that are paid or incurred by arscribe rules under which such allow-employee’'s expenses deemed substanti-
employee will be deemed substantiatednces, if in accordance with reasonablated pursuant to rules prescribed under
under § 1.274-5T of the temporary In-business practice, will be regarded as (1§ 274(d), provided the allowance is rea-
come Tax Regulations when a payoequivalent to substantiation, by adequateonably calculated not to exceed the
(the employer, its agent, or a third partyyecords or other sufficient evidence, ofamount of the employee’s expenses or
provides a mileage allowance under d@he amount of such travel and transporanticipated expenses and the employee
reimbursement or other expense allowtation expenses for purposes ofs required to return any portion of such
ance arrangement to pay for such ex§8 1.274-5T(c), and (2) satisfying thean allowance that relates to miles of
penses. Use of a method of substantiaequirements of an adequate accountingavel not substantiated.
tion described in this revenue proceduréo the employer of the amount of such .07 Section 1.62-2(h)(2)(i)(B) pro-
is not mandatory and a taxpayer mayexpenses for purposes of § 1.274-5T(fivides that if a payor 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 8 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
e S xerses Geemed S . oponts Gese . SoLi e AT e and ol el
stantiated for such travel pursuant t®.03. es,uiﬁpgﬁgfvzncgsﬁgyebe Igaigegelﬁfb ruziegf r::ie %:to(ﬁgb'é?egogsbuss;n:?;te
rules prescribed under 88 274(d) anddically at a fixed rate, at a cents-per-ﬁgrﬁs Likewige interesut relatin topthe
1.274(d)-1, and that the employee is noile rate, at a variable rate based on ' ’ elafing
. : : . . purchase of the automobile as well as

required to return, is subject to with-stated schedule, at a rate that combin S 4 local her than th
holding and payment of employmentany of these rates, or on any other basiaic and local taxes (other than those
taxes. See §§ 31.3121(a)-3, 31.323%hat is consistently applied and in accorlclUded in the cost of gasoline) may be
(€)-3, 31.3306(b)-2, and 31.3401(a)-4dance with reasonable business practic@educted as separate items, but only to
Because the emp|0yee is not required t[p'hus, for example, a periOdiC paymenf 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 persondPerated less than 100 percent for busi-
amounts) do not apply to this excesgroperty taxes) of driving an automobileness 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 emmness 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 thgh)(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 routinet 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 statehloyee. Section 164 also expressly pro-

.01 Standard mileage rateThe term Schedule. Likewise, a periodic paymentides that state and local taxes that are
“standard mileage rate” means the ap_at a variable rate based on a stategaid. or accrued by a taxpayer in con-
plicable amount provided by the Servicescedule for different locales to covemection with an acquisition or disposi-
for optional use by employees or selfiN€ 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 passengefc€S as an employee is an allowances 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 panel trucks) for busiec 5 BUSINESS STANDARD .05 Depreciation.
ness purposes, or by taxpayers in CO”MILEAGE 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 purposegate for transportation expenses paid oused for any year, depreciation will be
.02 Transportation expensesThe incurred on or after January 1, 1997, izonsidered 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 passengéar business purposes. This businesand 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 willwhich 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 raféation 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 reasonablyng 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 irthose business miles. (1) The business standard mileage
connection with the performance of ser- 03 Business standard mileage rate irrate may not be used to compute the
vices as an employee of the employelljeu 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 thaiileage 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 standarcautomobile allocable to business purvehicle that is leased, rather than owned,
mileage rate, a flat rate or stated schedgoses. Such items as depreciation, maiy the taxpayer.
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(2) The business standard mileagautomobile. For this purpose, claimingto the use of the automobile for chari-
rate may not be used if (a) the automoedepreciation means the deduction of anjable, medical, or moving expense pur-
bile has previously been depreciateédimount under § 167, 168, or 179 (inposes may be deducted as separate
using a method other than straight-linecluding any such deduction attributablgtems. 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 anq local taxes (other than those
taxpayer has used the Accelerated Cogig services). The availability of the included in the cost of gasoline) may be
Recovery System (ACRS) under formeispecial mileage rate is not affected byieducted as separate items, but only to
§ 168 or the Modified Accelerated Costgepreciation claimed for taxable yeardn® €xtent that the interest and taxes are
Recovery System (MACRS) under curpeginning before January 1, 1988. Thugilowable deductions under § 163 or
rent § 168. By using the business stang, ' e164’ respectively.
dard mileage rate, the taxpayer ha\g_
elected to exclude the automobile fromC
MACRS pursuant to § 168(f)(1). If,
after using the business standard mil

e special mileage rate is availabl

ven if the automobile was fU”y depre—SEC_ 8. FIXED AND VARIABLE RATE

iated in taxable years beginning before\ | owANCE

January 1, 1988, and regardless of the

age rate, the taxpayer uses actual cos year the automobile was placed in ser- .01 In general:

the taxpayer must use straight-line de- ce. . . . . (1) Th_e ord_mary and necessary ex-
.04 Rural mail carrier special mile- penses paid or incurred by an employee

reciation for the automobile’s remain- -~ ' T g o ;
iF:1g estimated useful life (subject to the2d€ rate in lieu of operating and fixedin driving an automobile in connection
applicable depreciation deduction limita-COStS: The rules provided under sectionwith the performance of services as an

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

automobile) mileage rate. deemed substantiated (in an amount de-
' .05 Parking fees, tolls, interest, and!€mined under section 9) when a payor
SEC. 6. RURAL MAIL CARRIER taxes. The rules provided under section'®imburses such expenses with a mile-
SPECIAL MILEAGE RATE 5.04 also apply to the use of the specigtd€ 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, 8§ 6008 of the Technical and Mis-AND MOVING STANDARD MILEAGE  allowance).
cellaneous Revenue Act of 1988RATE (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 12jects retail prices paid by consumers,
amount allowable as a deduction focents 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 Wlt.féxpenses of employees receiving the
services are services involving the colfendering gratuitous services to a chariyjiowance.
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§yance includes periodic fixed pay-
is equal to 150 percent of the businesfor use of a passenger automobile (a) thents and periodic variable payments. A
standard mileage rate, and is 47.25 centsbtain medical care described in § 213IDayor 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,qpile (or an automobile of the same
mileage rate of 31.5 cents per mile)and moving transportation expenses Wil .ove 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 suchqq perce'ntage is conside’red one FAVR
performing qualifying services. It will adjustment will be applied prospectively.auowance, even though other features of
be adjusted annually (to the extent war- 03 Charitable, medical, or moving the allowance 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 rat@perating 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, orcluded 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 apent 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 sucttaxes.Parking fees and tolls attributablecalendar year in excess of the annual
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business mileage for that year. If amcality 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 calendaimount of operating costs, the bas

year, the annual business mileage maycality is generally the geographic IO_ESS,SO?ga?]FZI’?)O(;’SObUt 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
gi (f2_) Eer'Od'C f')t(ed payrrlﬁntA p?”'t the performance of services as an em-  (10) Retention period.A retention
odic fixed payment covers the projectedyoyee of the employer. period is the period in calendar years

Surance. regisiration, and! cense. fees, (5) Siandard automobile stan- Selected by the payor during which the
i Jfard automobile is the passenger autdayor expects an employee to drive a

and personal property taxes) of drivin . . L . .
stangard autorr)noita)ileyin con)nection V\%thmOb”e selected by the payor on which Standard automobile in connection with

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

oy of the emplyer 1 a bass cal- (9 Sandard auomoble costhe POJSE of e mplyer el e i
ity, and must be paid at least quarterlystandard automobile cost for a calendat[Je less thanp Wo calen 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 mileagie multiplied
fixed costs for the standard automobilexf the standard automobile in the bas%y the number of calendar years in the
for all years of the retention period,locality, 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 stanggjue of a standard automobile is the
odic fixed payments in the retentiongard automobile cost may not exceegyrojected amount for which it could be
period, ak?d (hb) Bwulpplylng the resulting g6, 500. sold at the end of the retention period
amon(Jg)t Pgritogic %s;ﬂngeuzzyp;eéﬁegtage. (.7) Annual miIeage.Annua_I mile- after being driven the retention mileage.
periodic variable payment covers the?9€ 'S the total mileage (busmees andhe Service will accept the following
projected operating costs (includingpersonal) a payor reas_onably projects gafe harbor re5|dual values for a stan-
gasoline and all taxes thereon, oil, tiresStandard automobile will be driven dur-dard automobile computed as a percent-
and routine maintenance and repairs) dnd @ calendar year. Annual mileagea0€ 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 T
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-pioyee in connection with the perfor-N9 and fixed costs. _
jected operating costs for the standarghance of services as an employee of the (1) Except as provided in section
automobile for the computation period.employer during the calendar year, bu§'03(2)’ a deduction computed using a
determined at the beginning of the commay not be less than 6,250 miles for AVR allowance is in lieu of all the
putation period, by the computation pecalendar year. Annual business mileag@P€rating and fixed costs paid or in-
riod mileage. A computation period canequals the annual mileage multiplied byet'"ed by an employee in driving the
be any perigd 01; a year orhless_ (I:omlputhe business use percentage. ?utomobne fm connection with tr?e per—f
tation period mileage is the total mile- . ormance of services as an employee o
age (business and personal) a PayQy i (9) Business use percentageh tl(]e

reasonably projects a standard automge a0 US€ percentage is determine
y proj %y dividing the annual business mileag(%lble

by the annual mileage. The business us@J

employer.

(2) Parking fees and tolls attribut-

to an employee driving the standard
tomobile in connection with the per-

rmance of services as an employee of
the employer are not included in fixed

thd operating costs and may be de-
ucted as separate items. Similarly, in-

e : ﬁercentage may not exceed 75 perce
divided by the number of computation, , e, of demonstrating the reasonable

periods in the retention period. For eacrp1

business mile substantiated by the eny

ployec? o t'h(ta)l Computatlf)n petrlgd, th.igusiness mileage driven by the employferest relating to the purchase of the

gte r;io r;e\/?rr::t goggy%?nexrgggd tﬁep?;; es annually, a payor may use a busk,.q,q autogmobile maF; be deducted as

for that computation period {fess use percentage that is less than 8 separate item, but only to the extent
(4) Base locality.A base locality is equal to the following percentages for &hat the interest’ is an allowable deduc-

h rticular r. hic locality of T _FAVR allowance thet is pa_ud for the tion under § 163

1€ particuiar geographic locality Of r€-¢q 4 ing annual business mileage: o

gion of the United States in which the .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 _of the employer ar% 250 or more but 45 percent which _th_e employee has claimed (a)

generally paid or incurred by the eM-1ass than 10,000 depreciation using a method other than

ess of the business use percenta
ased on records of total mileage an

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 § 179 deduction has been claimed,
locality is generally the geographic lo-less than 15,000 or (c) the taxpayer has used the Acceler-
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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 Systemwhen new, is at least 90 percent of thdion included in each periodic fixed
(MACRS) under current § 168. If anstandard automobile cost taken into acpayment portion of the FAVR allowance
employee uses actual costs for an auta@ount 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 f i "
during the retention period. insurance coverage limits used to com- 'Ol.l a payor pays a mileage allow-
(3) The depreciation included inpute the periodic fixed payment unde@C€ In lieu of reimbursing actual trans-
each periodic fixed payment portion of athat FAVR allowance. portation expenses incurred or to be
FAVR allowance paid with respect to an .06 Employee reporting.Within 30 incurred by an employee, the amount of
automobile will reduce the basis of thedays after an employee’s automobile iéhe EXpenses tha.t IS dee_med substanti-
automobile (but not below zero) ininitially covered by a FAVR allowance, &t€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 periodicprovide 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 theMultiplied 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 senfortion 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 (), excluding covered 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)(ii)). 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 a&ther property used as a means of
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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-nclude in gross income the portion of ation. This itemized deduction is subject
ment to substantiate by adequate recordsileage allowance received from aipo the 2-percent floor on miscellaneous
or other sufficient evidence for purposepayor that is less than or equal to thetemized deductions provided in § 67.
of § 1.274-5T(c). See 8§ l.62—2(e)(1)a_1mount deemeq substantiated under Sec- g A self-employed individual may
for the rule that an arrangement mustion 9.01, provided the employee sub- educt an amount computed pursuant to
require business expenses to be substastantiates in accordance with sectioﬁi‘j : . puted purst
tiated to the payor within a reasonabl®.02. See § 1.274-5T(f)(2)(i). In addi->€ction 5.01 in determining adjusted
period of time. tion, such portion of the allowance jggross income under § §2(a)(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 Fornevidences 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, prowy—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. Seeg8§ 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 compensatioPFAXES.
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 §§ 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 expensedravel substantiated and that exceeds the
anticipated 200 business miles at 3%leemed substantiated under the rul nount deemed. substantlat'ed for. those
cents per mile (at a time when theprovided in section 9.01 is less than thdMileS 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 théransportation expenses, the employe®@€nt taxes. See § 1.62-2(h)(2)(i)(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 transpor@nce 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 thés deemed substantiated, provided th8ubject to withholding and payment of
portion of the allowance that relates toemployee substantiates all the busineggnployment taxes in the payroll period
the 80 unsubstantiated business milesansportation expenses, includes oM Which the payor reimburses the ex-
($28) even though the employee is noForm 2106, Employee Business ExPenses for the business miles substanti-
required to return the portion of thepenses, the deemed substantiated portigted. 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 incomeance paid as an advance, the excess
deemed substantiated under section 9.Qke 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 § 1.274-5T(f)(2)(iii). How- period following the payroll period in
paid under a nonaccountable plan asever, 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) If
requirement to return excess amountg 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 thaot return the portion of the allowance
the periodic variable payment receivecamount deemed substantiated under sethyat 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
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first payroll period following the end of ployee fails to return within a reason-revenue procedure is not mandatory and
the reasonable period. See § 1.62able period, is subject to withholdinga taxpayer may use actual allowable
2(h)(2)(i)(A). and payment of employment taxes nexpenses if the taxpayer maintains ad-

(3) In the case of a mileage allow-later than the first payroll period follow- equate records or other sufficient evi-
ance that is not computed on the basigig the end of the reasonable perioddence for proper substantiation. This
of a fixed amount per mile of travel See § 1.62-2(h)(2)(i)(A). revenue procedure does not provide
(e.g., a mileage allowance that combines  (2) Any optional high mileage pay- rules under which the amount of an
periodic fixed and variable rate pay-ment is subject to withholding and pay-employee’s lodging expenses will be
ments, but that does not satisfy thement of employment taxes when paiddeemed substantiated when a payor pro-

requirements of section 8), the payor vides an allowance to pay for those
must compute the amount, if any, thaSEC. 11. EFFECT ON OTHER expenses but not meal and incidental
exceeds the amount deemed substanfBOCUMENTS expenses.

ated under section 9.01(1) periodically o N ;
(no less frequently than quarterly) byheRev. Proc. 95-54, 1995-2 C.B. 450, issecTION 2. BACKGROUND AND

; ; reby superseded for mileage allow
Co_rgp?rlnghthe to_ta(lj mllearl]ge allol‘."’agfeancesypaidp to an employee 0?1 or after NCES
paid for the period to the applicable . ] .
standard mileage rate in section 5.01 January 1, 1997, with respect to trans- .01 Section 162(a) of the Internal

- .oﬁortation expenses paid or incurred omRevenue Code allows a deduction for all
ness miles. subsantated by the  enC! e January 1, 1997, and, for purthe ordinary and necessary expenses
ployee for the period. Any excess is oses of computing the amount alloyvpa|d or !ncurred during the taxable_ year

biect to withholdin .and avment Ofable as a d(_aduct|qn, for transportatiofn carrying on any trade or business.
SUbjec 9 bay pxpenses paid or incurred on or afteUnder that provision, an employee or

employment taxes no later than the firsJanuar 1 1997 A
; . , . self-employed individual may deduct ex-
payroll period following the payroll pe- ’ pensesppa)i/d or incurred wr):ile traveling

rslcéi !5‘;” 1wg12|c_hz(;r)u(az)%>)<(c§;03 s computed DRAFTING INFORMATION away from home in pursuit of a trade or
(4) For example, assume an em- The principal author of this revenuebusiness. However, under § 262, no

ployer pays its employees a mileagdrocedure is G. Channing Horton of theportion of such travel expenses that is
allowance at a rate of 35 cents per mil®ffice of Assistant Chief Counsel (In- attributable to personal, living, or family

(when the business standard mileagiome Tax and Accounting). For furtherexpenses is deductible. .

rate is 31.5 cents per mile). The eminformation regarding this revenue pro- .02 Section 274(d) provides, in part,

ployer does not require the return of théedure, contact Mr. Horton on (202)that no deduction shall be allowed under
portion of the allowance (3.5 cents) thaf22—4920 (not a toll-free call). § 162 for any traveling expense (includ-
exceeds the business standard mileage 'r';‘g mealsl and rl]odgmg while awalty frO'.“h
rate for the business miles substantiateq , I omg) unless the taxpayer complies wit

In J th | d 6 CFR 601.105: Examination of returns andcertain substantiation requirements. The
n June, the employer atvances an €Myaims for refund, credit, or abatement; determina-gaction further provides that requlations
ployee $175 for 500 miles to be traveledion of correct tax liability. P g

during the month. In July, the employee(Also Part |, §§ 62, 162, 267, 274; 1.62-2,May prescribe that some or all of the
substantiates to the employer 400 busit-162-17, 1.267(a)-1, 1.274-5T, 1.274(d)-1) substantiation requirements do not apply

ness miles traveled in June and retums o oo o to an expense that does not exceed an
e e e et 1. 08 Secton 1. 274(3)-1(2) of he reg
ness miles not traveled. The amoun : : - -
deemed substantiated for the 400 miIe§ECTION 1. PURPOSE lations, in part, grants the Commissioner

traveled is $126 and the employee is not This revenue procedure updates Reyhe authority to prescribe rules relating
required to return the remaining $14. NoProc. 96—28, 1996-1 C.B. 686, by pro-t0 reimbursement arrangements or per
later than the first payroll period follow- viding rules under which the amount ofdiem allowances for ordinary and neces-
ing the payroll period in which the 400 ordinary and necessary business eary expenses paid or incurred while
business miles traveled are substantiatedenses of an employee for Iodging,trQVe“ng away from home. Pursuant to
the employer must withhold and paymeal, and incidental expenses or fofhis grant of authority, the Commis-
employment taxes on $14. meal and incidental expenses incurregioner may prescribe rules under which
.02 The portion of a FAVR allow- while traveling away from home will be such arrangements or allowances, if in
ance, if any, that exceeds the amourdeemed substantiated under § 1.274-5accordance with reasonable business
deemed substantiated for those milesf the temporary Income Tax Regula-Practice, will be regarded (1) as equiva-
under section 9.01(2) is subject to withtions when a payor (the employer, itdent to substantiation, by adequate
holding and payment of employmentagent, or a third party) provides a pefecords or other sufficient evidence, of
taxes. See § 1.62-2(h)(2)(i)(B). diem allowance under a reimbursemenrff’e amount of such travel expenses for
(1) Any periodic variable rate pay- or other expense allowance arrangemeiurposes of § 1.274-5T(c), and (2) as
ment that relates to miles in excess ofo pay for such expenses. This revenugatisfying the requirements of an ad-
the business miles substantiated by therocedure also provides an optionafduate accounting to the employer of
employee and that the employee fails tanethod for employees and self-the amount of such travel expenses for
return within a reasonable period, or anyemployed individuals to use in comput-purposes of § 1.274-5T(f).
portion of a periodic fixed payment thating the deductible costs of business .04 Section 1.274-5T(j) grants the
relates to a period during which themeal and incidental expenses paid o€ommissioner the authority to establish
employee is treated as not covered bincurred while traveling away from a method under which a taxpayer may
the FAVR allowance and that the em-home. Use of a method described in thiglect to use a specified amount for
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meals paid or incurred while travelingtion of such an allowance that relates tployee for lodging, meal, and incidental
away from home in lieu of substantiat-days of travel not substantiated. expenses or for meal and incidental
ing the actual cost of meals. .08 Section 1.62-2(h)(2)(i)(B) pro- expenses for travel away from home in
.05 For purposes of determining adwvides that if a payor pays a per diemconnection with the performance of ser-
justed gross income, § 62(a)(2)(A) al-allowance that meets the requirementgices as an employee of the employer,
lows an employee a deduction for ex-of § 1.62-2(c)(1), the portion, if any, of (2) reasonably calculated not to ex-
penses allowed by Part VI (§ 161 andhe allowance that relates to days ofeed the amount of the expenses or the
following), subchapter B, chapter 1 oftravel substantiated in accordance wittanticipated expenses, and
the Code, paid or incurred by the em§ 1.62-2(e), that exceeds the amount of (3) paid at or below the applicable
ployee in connection with the perfor-the employee’s expenses deemed subederal per diem rate, a flat rate or
mance of services as an employee undetantiated for such travel pursuant tetated schedule, or in accordance with
a reimbursement or other expense allowrules prescribed under § 274(d) andiny other Service-specified rate or

ance arrangement with a payor. § 1.274(d)-1(a) or § 1.274-5T(j), andschedule.

.06 Section 62(c) provides that anthat the employee is not required .02 Federal per diem rate.
arrangement will not be treated as ao return, is subject to withholding (1) General rule. The Federal per
reimbursement or other expense allowand payment of employment taxes. Sediem rate is equal to the sum of the
ance arrangement for purposes 0§§ 31.3121(a)-3, 31.3231(e)-3Federal lodging expense rate and the
8§ 62(a)(2)(A) if it— 31.3306(b)-2, and 31.3401(a)-4. BeFederal meal and incidental expense

(1) does not require the employeecause the employee is not required t¢M&IE) rate for the locality of travel.
to substantiate the expenses covered bgturn this excess portion, the reasonableach of these rates for a particular
the arrangement to the payor, or period of time provisions of § 1.62—2(g)locality in the continental United States

(2) provides the employee with the(relating to the return of excess(*CONUS”) is set forth in Appendix A
right to retain any amount in excess ofamounts) do not apply to this portion.of 41 C.F.R., Chapter 301, as amended.
the substantiated expenses covered un- 09 Under § 1.62—2(h)(2)(i)(B)(4), See 41 C.FR. Part 301-7 (1996), as
der the arrangement. the Commissioner may, in his or heramended, for specific rules regarding

Section 62(c) further provides that thegiscretion, prescribe special rules regardhese Federal rates. Each of these rates
substantiation requirements describefhg the timing of withholding and pay- is established by the Secretary of De-
therein shall not apply to any expense tenent of employment taxes on per dienfense for a particular nonforeign locality
the extent that, under the grant of regugliowances. outside the continental United States
latory authority prescribed in § 274(d), 10 Section 5.04 contains a descripl ©CONUS") (including Alaska, Ha-
the Commissioner has provided thation of changes to the high-cost locali-Waii, Puerto Rico, the Northern Mariana
substantiation is not required for suchjes for purposes of section 5. Islands, and the possessions of the
expense. ; nited States), and by the Secretary of

.07 Under § 1.62-2(c)(1) a reim-an'dllGggagga?i?ytothﬁcgloenZg{g&éﬁ)bf‘lgfétme for a particular foreign OCONUS

bursement or other expense allowa”CSmployee’s expenses of traveling awayecality. Each of these OCONUS rates is
%Jublished in the Per Diem Supplement

arrangement satisfies the requirement$om home mav be deemed substant
of § 62(c) if it meets the requirements;iaq under theyrevenue procedure if Ip the Standardized Regulations (Gov-

of business connection, substantiatio ayor pays a per diem amount for th€rmment Civilians, Foreign Areas). See,
and returning amounts in excess 0 mployee’s lodging, meal, and incidentaf-9- Maximum Travel Per Diem Allow-
. . %xpenses that is equal t less thanthe ances for Foreign Areas, PD Supplement
Section 1.62-2(e)(2) specifically pro-;mount of the Federal per diem for the382, issued March 1, 1996.
vides that substantiation of certain bUSiTocaIity of travel for the day (or part of (2) Locality of travel. The term
ness expenses in accordance with rulgge day) “locality of travel” means the locality
prescribed under the authority of ' ; where an employee traveling away from
§ 1.274(d)-1(a) or 1.274-5T(j) will be 0112 ;k:jarég(e)g (t:(I)ariS eC;[I!]Oart]Sth]é, rg'oeln(léﬁome in connection with the perfor-
treated as substantiation of the amount. ~’ : fy : VeNU ance of services as an employee of the
of such expenses for purposes o rocedure does not provide rules ur]degqmployer stops for sleep or rest
§ 1.62-2. Under § 1.62-2(f)(2), theWhIC-h the amount -Of an employee’s (3) Incidental expensesThe term
< - lodging expenses will be deemed sub;. . e .
Commissioner may prescribe rules undeét tiated wh id incidental expenses” includes, but is
which an arrangement providing per antiated when -a payor provides anot limited to, expenses for laundry,
. . - allowance to pay for those expenses but . ' . X '
diem allowances will be treated as satis: L cleaning and pressing of clothing, and
. . -~ ~not meal and incidental expenses. . .
fying the requirement of returning fees and tips for services, such as for
amounts in excess of expenses, eveSECTION 3. DEFINITIONS porters and baggage carriers. The term
though the arrangement does not require _ “incidental expenses” does not include
the employee to return the portion of .01 Per diem allowance.The term taxicab fares or the costs of telegrams or
such an allowance that relates to days dper diem allowance” means a paymenttelephone calls.
travel substantiated and that exceeds thénder a reimbursement or other expense .03 Flat rate or stated schedule.
amount of the employee’'s expensegllowance arrangement that meets thel) In general. Except as provided in
deemed substantiated pursuant to rulggquirements specified in § 1.62-2(c)(1pection 3.03(2), an allowance is paid at
prescribed under § 274(d), provided theind that is a flat rate or stated schedule if it is
allowance is reasonably calculated not (1) paid with respect to ordinary provided on a uniform and objective
to exceed the amount of the employee’'snd necessary business expenses ihasis with respect to the expenses de-
expenses or anticipated expenses and tharred, or which the payor reasonablyscribed in section 3.01. Such allowance
employee is required to return any poranticipates will be incurred, by an em-may be paid with respect to the number
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of days away from home in connectionexpenses that is deemed substantiatéederal M&IE rate for any locality of

with the performance of services as affior each calendar day (or part of thetravel OCONUS. A payor that uses
employee or on any other basis that isalendar day, see section 6.04) is equalither (or both) of these special rates
consistently applied and in accordancéo the lesser of the per diem allowancevith respect to an employee must use
with reasonable business practice. Thu$or such day or the amount computed aghe special rate(s) for all amounts sub-
for example, an hourly payment to covethe Federal M&IE rate for the locality ject to section 4.02 paid to that em-
meal and incidental expenses paid to 8f travel for such day (or part of suchygyee for travel away from home

pilot or flight attendant who is traveling 9y, See section 6.04). A per diemyithin CONUS and/or OCONUS, as the
away from home in connection with the@/lowance is treated as paid only forcage may be, during the calendar year.
performance of services as an employe@eal and incidental expenses if (1) th imilarly, an employee or self-employed
is an allowance paid at a flat rate oP2yor pays the employee for actua ndividual that uses either (or both) of

stated schedule. Likewise, a paymen L(Efnr:tstgé ft%r tlﬁgglng ;)ras(ezd) ?Qere%e'gﬁese special rates must use the special
based on the number of miles travele rovides the Iodgi%gy in’ Kind (3)p t%e rate(s) for all amounts computed pursu-
(e.g, cents per mile) to cover meal and .

N : ayor pays the actual expenses for lodg"t 1 sgct'ion 4.03 for travel away from
incidental expenses paid to an over-thq%gydirgczy to the providgr of the |odg_gﬂome within CONUS and/or OCONUS,

road truck driver who is traveling awaying, (4) the payor does not have &S the case may be, during the calendar

from home in connection with the per-reasonable belief that lodging expense¥ear:
formance of services as an employee igere or will be incurred by the em- (3) Periodic rule. A payor de-
an allowance paid at a flat rate or state@loyee, or (5) the allowance is computedscribed in section 4.04(1) may compute
schedule. on a basis similar to that used inthe amount of the employee’s expenses
(2) Limitation. For purposes of this computing the employee’s wages othat is deemed substantiated under sec-
revenue procedure, an allowance that igther compensation (e.g., the number ofon 4.02 periodically (not less fre-
computed on a basis similar to that useffours worked, miles traveled, or pieceguently than monthly), rather than daily,
in computing the employee’s wages O,produced)'. by comparing the total per diem allow-
other compensation ( e.g., the number of -03 Optional method for meals only gnce paid for the period to the sum of
hours worked, miles traveled, or piecegleduction.In lieu of using actual ex- ihe amounts computed at the Federal
produced) does not meet the businedd€nses, employees and self-employeghe e rate(s) for the localities of travel
connection requirement of § 1.62-2(d)individuals, in computing the amounts, yhe gays’ (or partial days, see section
is not a per diem allowance, and is nogllowable as a deduction for ordmary6.04) the employee is away from home
pald at a flat rate or stated SChEdU|9?‘nd neceslsary meal and incidental e)%iuring the period_ For examp|e assume
unless, as of December 12, 1989, (a) thBe€nses paid or incurred for travel away, | employee in the transportatic')n indus-
allowance was identified by the payorffom home, may use an amount comiry travels away from home within
either by making a separate payment gputed at the Federal M&IE rate for theCONUS on 17 days (including partial

by specifically identifving the amount of locality of travel for each calendar day . .
tﬁ’e zgllowancg, ae (b;yang allowance com(0r part thereof, see section 6.04) th&lays under section 6.04) during a calen-

in the industry in which the employee isaWay from home. Such amount wil peallowance only for meal and incidental

N i from a payor that uses the

employed. See § 1.62—2(d)(3)(ii). deemed substantiated for purposes ¢XPENSes )
ploy (@) paragraphs (b)(2) (travel away fromspecial rule under section 4.04(2). The
SECTION 4. PER DIEM home) and (c) of § 1.274-5T, provided@mount deemed substantiated under
SUBSTANTIATION METHOD the emp|oyee or Se|f-emp|oyed indi-section 402 is equal to the lesser of

_ vidual substantiates the elements ofhe total per diem allowance paid for
.01 Per diem allowancelf a payor time, place, and business purpose of thée month or $612 (17 days at $36 per

pays a per diem allowance in lieu oftravel expenses in accordance with thosday).

reimbursing actual expenses for lodgingsegulations. (4) Transportation industry de-
meal, and_ incidental expenses incurred 04 Special rules for transportation fined. For purposes of this section 4.04,
or to be incurred by an employee forindustry. an employee or self-employed individual

travel away from home, the amount of (1) In general. This section 4.04 is “in the transportation industry” only
the expenses that is deemed substantipplies to (a) a payor that pays a peif the employee’s or individual's work
ated for each calendar day (or part offiem allowance only for meal and inci-(a) is of the type that directly involves
the calendar day, see section 6.04) igental expenses for travel away fronmoving people or goods by airplane,
equal to the lesser of the per dienhome as described in section 4.02 to abarge, bus, ship, train, or truck, and (b)
allowance for such day or the amounemployee in the transportation industryregularly requires travel away from
computed at the Federal per diem ratgr (b) an employee or self-employedhome which, during any single trip
for the locality of travel for such day (or individual in the transportation industry away from home, usually involves travel
part of such day, see section 6.04).  who computes the amount allowable aso localities with differing Federal

.02 Meals only per diem allowance.a deduction for meal and incidentalM&IE rates. For purposes of the preced-
If a payor pays a per diem allowanceexpenses for travel away from home iring sentence, a payor must determine
only for meal and incidental expenses iraccordance with section 4.03. that an employee or a group of employ-
lieu of reimbursing actual expenses for (2) Rates.A taxpayer described in ees is “in the transportation industry”
meal and incidental expenses incurred aection 4.04(1) may treat $36 as thdy using a method that is consistently
to be incurred by an employee for traveFederal M&IE rate for any locality of applied and in accordance with reason-
away from home, the amount of thetravel in CONUS, and/or $40 as theable business practice.
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SECTION 5. HIGH-LOW
SUBSTANTIATION METHOD

such day or the amount computed at theate applies, it is applied as if it were
rate set forth in section 5.02 for thethe Federal per diem rate for the local-
locality of travel for such day (or part of ity of travel. For purposes of applying

.01 General rule.If a payor pays a such day, see section 6.04). This highthe high-low substantiation method, the
per diem allowance in lieu of reimburs-low substantiation method may be usegtederal M&IE rate shall be treated as
ing aCtuaI expenses for IOdginga mealin Iieu Of the pel’ d|em SubStantiati0n$40 for a high'COSt |oca|ity and $32 for
and incidental expenses incurred or tenethod provided in section 4.01, butany other locality within CONUS.
be incurred by an employee for travelmay not be used in lieu of the meals ] N
away from home and the payor uses thenly substantiation method provided in -03 High-cost localities. The follow-

high-low substantiation method de-section 4.02 or 4.03.

ing localities have a Federal per diem

scribed in this section 5 for travel within .02 Specific high-low ratesThe per rate of $138 or more for all or part of
CONUS, the amount of the expensesliem rate set forth in this section 5.02the calendar year, and are high-cost
that is deemed substantiated for eacts $166 for travel to any “high-cost localities for all of the calendar year or
calendar day (or part of the calendatocality” specified in section 5.03, or the portion of the calendar year speci-
day, see section 6.04) is equal to th&109 for travel to any other locality fied in parenthesis under the key city
lesser of the per diem allowance forwithin CONUS. Whichever per diem name:

Key city

Arizona
Grand Canyon

Phoenix/Scottsdale
(October 1-May 14)

California
Gualala/Point Arena
Los Angeles

Palo Alto/San Jose

San Francisco

South Lake Tahoe

Yosemite Nat'l Park
(April 1-October 31)

Colorado
Aspen
(January 15—March 31)
Keystone/Silverthorne
Steamboat Springs
(December 1-March 31)
Telluride
Vall
(November 1-March 31)
District of Columbia
Washington, D.C.

Florida
Key West

lllinois
Chicago

Indiana
Nashville
(June 1-October 31)

Maine
Bar Harbor
(July 1-September 14)

Maryland
Ocean City
(May 1-September 30)

County and other defined location

All points in the Grand Canyon National Park and Kaibab National Forest within
Coconino County
Maricopa

Mendocino

Los Angeles, Kern, Orange, and Ventura Counties; Edwards Air Force Base; Naval
Weapons Center and Ordnance Test Station, China Lake

Santa Clara

San Francisco

El Dorado
Mariposa

Pitkin

Summit
Routt

San Miquel
Eagle

Washington, D.C.; the cities of Alexandria, Falls Church, and Fairfax, and the coun-
ties of Arlington, Loudoun, and Fairfax in Virginia; and the counties of Montgomery
and Prince Georges in Maryland

Monroe
Du Page, Cook, and Lake

Brown

Hancock

Worcester
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Key city County and other defined location

Saint Michaels Talbot
Massachusetts
Boston Suffolk
Cambridge/Lowell Middlesex
Hyannis Barnstable
(July 1-September 30)
Martha’s Vineyard/Nantucket Dukes and Nantucket
Michigan
Leland Leelanau
(May 1-September 30)
Mackinac Island Mackinac
(June 1-September 30)
Nevada
Incline Village Incline Village
Stateline Douglas
New Jersey
Atlantic City Atlantic
(April 1-November 30)
Ocean City/Cape May Cape May
(May 15-September 30)
New Mexico
Santa Fe Santa Fe
(May 1-October 31)
New York
New York City The boroughs of Bronx, Brooklyn, Manhattan, Queens, and Staten Island; Nassau and
Suffolk Counties
White Plains Westchester
North Carolina
Duck/Outer Banks Dare
(May 1-September 30)
Ohio
Sandusky Erie

(May 1-September 30)
Pennsylvania

Chester/Radnor Delaware
Philadelphia Philadelphia; city of Bala Cynwyd in Montgomery County
Rhode Island
Newport/Block Island Newport and Washington
(May 1-October 14)
Utah
Bullfrog Garfield
(April 1-October 31)
Park City Summit
(December 1-March 31)
Virginia
Virginia Beach Virginia Beach, Norfolk, Portsmouth and Chesapeake
(May 1-September 30)
Wintergreen Nelson
Wisconsin
Wisconsin Dells Columbia
(June 1-September 14)
Wyoming
Jackson Teton

(June 1-October 14)
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.04 Changes in high-cost localities. determining the amount of expenses .05 Application of the 50-percent
The list of high-cost localities in sectiondeemed substantiated under section 4.Qititation on meal expense®hen a per
5.03 of this Revenue Procedure differor 5.01. diem allowance is paid only for meal
from the list of high-cost localities in .03 Federal per diem or M&IE rate. and incidental expenses or when an
section 5.03 of Rev. Proc. 96-28. The® payor is not required to reduce theamount for meal and incidental expenses
following localities have been added toFederal per diem rate or the Federgs computed pursuant to section 4.03, an
the list of high-cost localities: Saint M&IE rate for the locality of travel for amount equal to the lesser of the per
Michaels, Maryland: Chester/Radnormeals provided in kind, provided the(tem allowance for each calendar day
Pennsylvania; and Block Island, Rhodd®@Yor has a reasonable belief that mea, hart of the calendar day, see section
Island. The portion of the year forf"lnd incidental expenses were or will b‘?5.04) or the Federal M&IE rate for the
which the following are high-cost locali- incurred by Fhe employee. . locality of travel for such day (or part of
: ) : .04 Proration of the Federal per diem . .
ties has been changed: Yosemite Naér M&IE rate. Pursuant to the Federalsuch day, see section 6.04) is treated as
tional Park, California (April 1-October Travel Re - - o an expense for food and beverages.

) gulations, in determining the ) . )
31); Steamboat Springs, Colorado (DeFederaI per diem rate or the Feder YVhen a per diem allowance is paid for
cember 1-March _31); Telluride, Colo-p\1e|E rate for the locality of travel, th(__,alodglng, meal, and incidental expenses,
rado (all year); Vail, Colora_ldo (Novem- ¢ applicable Federal M&IE rate is the payor must treat an amount eque_ll to
ber 1-March 31); Ocean City/Cape Maygyailable for a full day of travel from the Federal M&IE rate for the locality
New Jersey (May .15—September 30)12:01 a.m. to 12:00 midnight. For pur-of travel for each calendar day. (or part
Santa Fe, New Mexico (May 1-Octoberposes of determining the amoun®f the calendar day, see section 6.04)
31). The following localities have beendeemed substantiated under section 4 e employee is away from home as an
removed from the list of high-cost lo- 5 with respect to partial days of travelexpense for food and beverages. For
calities: Gulf Shores, Alabama; Santaaway from home, either of the following purposes of the preceding sentence,
Barbara, California; Boulder, Colorado,methods may be used to prorate the&hen a per diem allowance for lodging,
and Denver, Colorado; Bridgeport/Federal M&IE rate to determine themeal, and incidental expenses for a full
Danbury, Connecticut; Naples, Florida;Federal per diem rate or the Federadiay of travel is paid at a rate that is less
Rockport, Maine; Annapolis, Maryland, M&IE rate for the partial days of travel: than the Federal per diem rate for the
and Baltimore, Maryland; Detroit, (1) Such rate may be prorated ustocality of travel, the payor may treat an
Michigan, and Traverse City, Michigan;ing the method prescribed by the Fedamount equal to 40 percent of such per
Newark, New Jersey, Parsippany/Doverral Travel Regulations. Currently thegiem allowance for a full day of travel
New Jersey, and Princeton/Trenton, Newrederal Travel Regulations allow one—g the Federal M&IE rate for the local-
Jersey; Lake Placid, New York; Craterfourt? of th?\ apﬁlicable Feder?l rl:/l&cle ity of travel.
Lake/Klamath Falls, Oregon; Valleyrate for each 6-hour quarter of the day .
Forge/Malvern, Pennsylvgnia; Prov)i/-(i.e., midnight to 6 a.m., 6 a.m. to noon,OI '05 No double reimbursement or'de-
dence, Rhode Island; Myrtle Beachhoon to 6 p.m., and 6 p.m. to midnight) uction. If a payor pays a per diem
South Carolina. during any portion of which the em- allowance in lieu of reimbursing actual

.05 Specific limitation. A payor that Ployee or self-employed individual is eﬁpenses for Iod?ng, melal’ an lf}gldeﬂi
uses the high-low substantiation methodaveling away from home in 90””9Ct'0”ta expenses or for meal and incidenta
with respect to an employee must us&ith the performance of services as afXpenses in accordance with section 4
that method for all amounts paid to thagmployee or self-employed individual; 0" S, any additional payment with re-
employee for travel away from home©' spect to such expenses is trea_teq as paid
within CONUS during the calendar year.  (2) Such rate may be prorated usunder a nonaccountable plan, is included
However, with respect to that employeeind any method that is consistentlyin the employee’s gross income, is re-
the payor may still reimburse actual@Pplied and in accordance with reasonported as wages or other compensation
expenses or use the meals only per diePle business practice. For example, ibn the employee’s Form W-2, and is
method described in section 4.02 for an@@n €mployee travels away from homesubject to withholding and payment of
travel away from home, and may usd’om 9 a.m. one day to 5 p.m. the nexemployment taxes. Similarly, if an em-
the per diem substantiation method deday. & method of proration that results irployee or self-employed individual com-
scribed in section 4.01 for anyan amount equal to 2 times the Federglutes the amount allowable as a deduc-

OCONUS travel away from home. M&IE rate will be treated as being intion for meal and incidental expenses

accordance with reasonable businedsr travel away from home in accor-
SECTION 6. LIMITATIONS AND practice (even though only 1% times thalance with section 4.03 or 4.04, no
SPECIAL RULES Federal M&IE rate would be allowed other deduction is allowed to the em-

~under the Federal Travel Regulations)ployee or self-employed individual with
.01 In general. The Federal per diem Similarly, if a self-employed individual respect to such expenses. For example,
rate and the Federal M&IE rate de-travels away from home from 7 p.m.assume an employee receives a per diem
scribed in section 3.02 for the locality ofone day to 9 p.m. the next day, aallowance from a payor for lodging,
travel will be applied in the same man-method of proration that results in anmeal, and incidental expenses or for
ner as applied under the Federal Travedmount equal to 1% times the Federamneal and incidental expenses incurred
Regulations, 41 C.F.R. Part 301-7&IE rate will be treated as being in while traveling away from home. During
(1996), except as provided in sectiongccordance with reasonable busineghat trip, the employee pays for dinner
6.02 through 6.04. practice (even though only 1% times thdor the employee and two business asso-
.02 Federal per diem rateA receipt Federal M&IE rate would be allowed ciates. The payor reimburses as a busi-
for lodging expenses is not required inunder the Federal Travel Regulations)ness entertainment meal expense the
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meal expense for the employee and thM&IE rate is $34, and the employeeForm 2106, Employee Business Ex-
two business associates. Because tlseibstantiates 3 full days of businesgenses, the deemed substantiated portion
payor also pays a per diem allowance téravel. The requirement to return excessf the per diem allowance received from
cover the cost of the employee’s mealsamounts will be treated as satisfied ifthe payor, and includes in gross income
the amount paid by the payor for thethe employee is required to returnthe portion (if any) of the per diem
employee’s portion of the business enwithin a reasonable period of time (asajlowance received from the payor that
tertainment meal expense is treated adefined in § 1.62-2(g)) the portion of gxceeds the amount deemed substanti-
paid under a nonaccountable plan, i¢he allowance that is attributable to thejiaq  see § 1.274-5T(f)(2)(iii). How-
reported as wages or other compensatich unsubstantiated days of travel ($80)gyer for purposes of claiming this item-
on the employee’'s Form W-2, and iseven though the employee is not reyqq'qeqyction with respect to meal and
subject to withholding and payment ofquired to return the portion of the,.qone expenses, substantiation of the
employment taxes. allowance ($18) that exceeds the amou%tmount of the expénses is not required

.07 Related parties. Sections 4.01, Of the employee’s expenses deemed sufy-, - employee is claiming a deduction

4.02, 4.04 (to the extent it relates tostantiated under section 4.02 ($102) fo .
section 4_0§), and 5 of this revenudhe 3 substantiated days of travel. Howihat is equal to or less than the amount

procedure will not apply in any case in€ver, the $18 excess portion of thecomputteg undear seguton t4'?::)j mw;lus the
which a payor and an employee aréllowance is treated as paid under &Moun ee:jne substantia eh under SZC'
related within the meaning of § 267(b),nonaccountable plan as discussed in sebon 4.02 and section 7.01. The itemize
but for this purpose the percentage ofion 7.04. } ) deduction is subject to the 50-percent
ownership interest referred to in .03 An employee is not required tolimitation on meal and entertainment

§ 267(b)(2) shall be 10 percent. include in gross income the portion of aéxpenses provided in § 274(n) and the
per diem allowance received from a2-percent floor on miscellaneous item-
SECTION 7. APPLICATION payor that is less than or equal to thdézed deductions provided in § 67.

amount deemed substantiated under the .06 An employee who does not re-

_ 01 If the amount of travel expensegules provided in section 4 or 5 if theceive a per diem allowance for meal and
is deemed substantiated under the rulesmployee substantiates the businesacidental expenses may deduct an
provided in section 4 or 5, and thetrayel expenses covered by the per dieramount computed pursuant to section
employee actually substantiates to thgjlowance in accordance with sectiord.03 only as an itemized deduction. This
payor the elements of time, place, and.01. See § 1.274-5T(f)(2)()). In addi-itemized deduction is subject to the
business purpose of the travel expensgmn, such portion of the allowance is50-percent limitation on meal and enter-
in accordance with paragraphs (b)(2}reated as paid under an accountabl@inment expenses provided in § 274(n)
(travel away from home) and (c) (otherplan, is not reported as wages or othesind the 2-percent floor on miscellaneous
than subparagraph (2)(iii)(A) thereof) ofcompensation on the employee’s Forntemized deductions provided in § 67.
§ 1.274-5T, the employee is deemed tgv—2, and is exempt from the withhold- 97 A self-employed individual may
salisfy the adequate accounting requiréing and payment of employment taxesgeduct an amount computed pursuant to
ments of § 1.274-5T(f) as well as thesee § 1.62-2(c)(2) and (c)(4). section 4.03 in determining adjusted
requirement to SUbSt.al'thlate by adequate .04 An emp|oyee is required to in'gross incbme under § 62(&)(1) This
records or other sufficient evidence fOI’dude in gross income 0n|y the portiondeduction is SUbjECt to the 50-p;ercent
purposes of § 1.274-5T(c). See § 1.620f the per diem allowance received fromjmitation on meal and entertainment
2(e)(1) for the rule that an arrangemen payor that exceeds the amount deeme§penses provided in § 274(n).
must require business expenses to bgubstantiated under the rules provided in “oa \c . ovors reimbursement or
substantiated to the payor within a reasection 4 or 5 if the employee substanti- - pay Y ¢
sonable period of time. ates the business travel expenses cogwgénceexg Znsgttgnomaggﬁseag? tnhgeerr?;laens

.02 An arrangement providing perered by the per diem allowance inof § 62(c) ar?d the regulations thereun-
diem allowances will be treated as satisaccordance with section 7.01. Se%er all payments under the arrangement
fying the requirement of § 1.62-2(f)(2) § 1.274-5T(f)(2)(ii). In addition, the ex- iII,be treated as made under a nonac-
with respect to returning amounts incess portion of the allowance is treateivountable plan. Thus, such payments are
excess of expenses if the employee ias paid under a nonaccountable plan, Scluded in th.e embloyee’s gross in-
required to return within a reasonableeported as wages or other compensatio&)me are reported as wages or other
period of time (as defined in § 1.62—on the employee’s Form W-2, and iscompénsation on the employee’s Form
2(g)) any portion of such an allowancesubject to withholding and payment ofW_2 and are subject to withholding and
that relates to days of travel not substanemployment taxes. See § 1'62_payn,1ent of employment taxes. See
tiated, even though the arrangemen®(c)(3)(ii), (c)(5), and (h)(2)(i)(B). 1.62-2(c)(3), (€)(5), and (h)(2) '
does not require the employee to return .05 If the amount of the expenses tha? ' ' ' '
the portion of such an allowance thais deemed substantiated under the ruleSecTiON 8. WITHHOLDING AND
relates to days of travel substantiategrovided in section 4.01, 4.02, or 5 iSpaAYMENT OF EMPLOYMENT
and that exceeds the amount of théess than the amount of the employee'saxgs.
employee’s expenses deemed substanbusiness expenses for travel away from
ated. For example, assume a payor prdiome, the employee may claim an item- .01 The portion of a per diem allow-
vides an employee an advance per diefized deduction for the amount by whichance, if any, that relates to the days of
allowance for meal and incidental ex-the business travel expenses exceed theisiness travel substantiated and that
penses of $200, based on an anticipatesmount that is deemed substantiategtxceeds the amount deemed substanti-
5 days of business travel at $40 per daprovided the employee substantiates alited for those days under section 4.01,
to a locality for which the Federal the business travel expenses, includes @h02, or 5 is subject to withholding and
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payment of employment taxes. Sedrom home at a rate of 120 percent ofSocial Security Contribution and
§ 1.62-2(h)(2)(i)(B). the Federal per diem rate for the locali-Benefit Base

.02 In the case of a per diem allow-ties to which the employee travels. The
ance paid as a reimbursement, the exemployer does not require the employe . : “ ”
cess described in section 8.01 is subje¢b return the 20 percent by which the%OC'al _Security SACt. I( tshe A‘t:t )Adthe
to withholding and payment of employ-reimbursement for those expenses e '?rgqt?clﬁsﬁa?:%eteorﬁ:?nedegxg gnnog]r:(r:];ad
ment taxes in the payroll period inceeds the Federal per diem rate. Thfp i

Under authority contained in the

which the payor reimburses the ex-employee substantiates 6 days of trav 9196)F .tRh.at53114660n?§:)?1?i0r?223ei)eﬁgl
penses for the days of travel substantiaway from home: 2 days in a locality in b f i id in 1997
ated. See § 1.62—2(h)(2)(i)(E) which the Federal per diem rate is $100 daself or “fm“”era ion paid in L
.03 In the case of a per diem allow-and 4 days in a locality in which the ?n bsle -emp oyrglen_t income efég‘; n
ance paid as an advance, the exce$®deral per diem rate is $125. Th %Xf?4oeo years Dbeginning in IS
described in section 8.01 is subject t@mployer reimburses the employee $840- """
withholding and payment of employ-for the 6 days of travel away from home«q .| aw”
ment taxes no later than the first payrol(2 x (120% x $100) + 4 x (120% X gace
period following the payroll period in $125)), and does not require the em-
which the days of travel with respect toployee to return the excess payment of General. The 1997 “old-law” contri-
which the advance was paid are substai$140 ((2 days x $20 ($1266100) + 4 bution and benefit base is $48,600. This
tiated. See § 1.62-2(h)(2)(i)(B) If days x $25 ($150%$125)). For the pay- is the base that would have been effec-
some or all of the days of travel withroll period in which the employer reim- tive under the Act without the enactment
respect to which the advance was paitiurses the expenses, the employer must the 1977 amendments. The base is
are not substantiated within a reasonableithhold and pay employment taxes orcomputed under section 230(b) of the

Contribution and Benefit

period of time and the employee doe$140. See section 8.02. Act as it read prior to the 1977 amend-
not return the portion of the allowance ments.

that relates to those days within aSECTION 9. EFFECT ON OTHER The “old-law” contribution and ben-
reasonable period of time, the portion oPOCUMENTS efit base is used by:

the allowance that relates to those days g _ (a) the Railroad Retirement program
is subject to withholding and payment Rev. Proc. 96-28 is hereby SUPETL, "determine certain tax liabilities and

of employment taxes no later than thegﬁd:r%pfl(());ep:r()r?'grrnaf?g%v::lfae; Fl’alfggé}er Il benefits payable under that pro-
first payroll period following the end of '

. . -~ gram to supplement the tier | payments
: with respect to lodging, meal, and inci-2" . ' )
tzhﬁ Zregsznable period. See § 1.62genty expenses or with respect to mea thl(i)herfgfrizgspond to basic Social Secu
((%El )I(I)(th). f di I and incidental expenses paid or incurre )Eb) the I5ension Benefit Guarant
; n the case of a per diem alloW=,. yaye| while away from home on or y
ance only for meal and incidental ex-

orporation to determine the maximum
. after January 1, 1997 and, for purpose ;
penses for travel away from home peuq";1 Y burp mount of pension guaranteed under the

. employee i the ansporiaiore SorPAi"d 1 amount alovable 3¢ &npiovee Rretrement Income Securty
industry by a payor that uses the rule i ! Act (as stated in section 230(d) of the
section 4.04(3), the excess of the pe

enses paid or incurred by an employeict)
. . . r self-employed individual for travel :
diem allowance paid for the period over,

- (c) Social Security to determine a
the amount deemed substantiated for thwhélgarsvxiaylgfgrgm home on or afteryear of coverage in computing the spe-

period under section 4.02 (after applying cial minimum benefit, as described ear-
section 4.04(3)), is subject to withhold-DRAFTING INFORMATION lier, and
ing and payment of employment taxes o ) (d) Social Security to determine a
no later than the first payroll period The principal author of this revenueyear of coverage (acquired whenever
following the payroll period in which Procedure is Edwin B. Cleverdon of thegarnings equal or exceed 25 percent of
the excess is computed. See § 1.620ffice of Assistant Chief Counsel (In-ihe “old-law” base for this purpose
2(h)(2)()(B)@). come Tax and Accounting). For furthergniy) in computing benefits for persons
.05 For example, assume that an enihformation regarding this revenue proyho are also eligible to receive pensions
ployer pays an employee a per diengedure, contact Mr. Cleverdon on (202))53sed on employment not covered under
allowance to cover business expensdd22—4920 (not a toll-free call). section 210 of the Act.
for meals and lodging for travel away
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Part IV. Items of General Interest

Employee Plans and Exempt mitted to the key district offices in amounts reported in box 13. Descrip-
Organizations; Requests for Certain  Chicago, lllinois, and Dallas, Texas,tions of the amounts to be designated by
Determination Letters and should be sent to the Internal Revenuéhe codes are given below. See Publica-
Applications for Recognition of Service Center in Covington, Kentucky,tion 553, Highlights of 1996 Tax
Exemption at the address shown below. (For &hanges, and the 1997 Instructions for

period of time, requests and applicationgorm W-2, for more information.
Announcement 96-133 mistakenly sent to the Chicago and

PURPOSE Dallas Key District Offices will be chl’gi R—Medical Savings Account
forwarded.) The new address applies t& ) N :

This is to announce new “Where torequests for determination letters, re- EMPIloyer contributions to a medical

File” instructions for applications for gional prototype notification letters and S&Vings account for an employee.

employee plan determination and othevolume submitter advisory letters, on thecgde S—Savings Incentive Match

letters, as well as exempt organizatiomualified status of employee plans undepjan for Employees of Small Employ-

applications for recognition of exemp-sections 401, 403(a), and 409, and thgrg (SIMPLE) ~ Retirement Account

tion from federal income tax, previouslyexempt status of any related trust under sajary reduction contributions to a

submitted to the Chicago and Dallasection 501 of the Internal Revenue g\MPLE.

Key District Offices of Internal Rev- Code, applications for recognition of tax

enue. exemption on Form 1023, Form 1024Code T—Adoption Assistance Benefits

and Form 1028 and other applications Employer payments under an adop-

BACKGROUND for recognition of qualification or ex- tion assistance plan for qualified
The Internal Revenue Service is inemption. The affected plan sponsors and adoption expenses.

the process of centralizing the filing oforganizations are those whose principal

requests for determination and othebffice or place of business is located i .

letters and applications for recognitionArizona, Colorado, lllinois, lowa, Kan-n;i)ésotgr%eersta::r;lilrr]npglftggﬂtions

of tax exemption. Currently, plan spon-sas, Minnesota, Missouri, Montana, Ne- ’ 9

sors and organizations file with a desigbraska, New Mexico, North Dakota, onnouncement 96-135

nated district office depending on theOklahoma, South Dakota, Texas, Utah,

geographic location of the plan’s orWisconsin, and Wyoming. These re- This announces the acceptance, under

organization’s principal office or place quests or applications, as well as thosklotice 89-61, 1989-1 C.B. 717, of a

of business. Announcement 95-51, pubformerly submitted to the Atlanta, Balti- petition requesting that diglycidyl ether

lished in Internal Revenue Bulletinmore, and Cincinnati Key Districts, of bisphenol-A be added to the list of

1995-25 at page 132, announced thahould be sent to: taxable substances in § 4672(a)(3). Pub-
centralization will be phased in by dis- Internal Revenue Service lication of this notice is in compliance
trict. Announcement 96-92, published in ~ P.O. Box 192 with Notice 89-61. This is not a deter-
Internal Revenue Bulletin 1996-38 at  Covington, KY 41012-0192 mination that the list of taxable sub-

page 151, announced that beginning Until further notice, plans and organi-stances should be modified. Any modifi-
September 1, 1996, requests formerlygations in all other locations will con- cation of the list of taxable substances
sent to the key district offices in Atlanta,tinue to file their requests or applica-based upon this petition would be effec-
Georgia, and Baltimore, Maryland,tions in accordance with the applicablgive April 1, 1992.
should be sent to the Internal Revenueser fee instructions, currently in Sec- Before a determination is made, con-
Service Center in Covington, Kentucky.tion 7 of Revenue Procedure 96-8sideration will be given to any written
The Service is also consolidating thepublished in Internal Revenue Bulletincomments (a signed original and eight
employee plan volume submitter andl996-1 at page 187, and the instruction) copies) that are submitted timely to
regional prototype programs that ardor Form 8717, User Fee for Employeethe IRS. Written comments and requests
presently maintained by each individualPlan Determination Letter Request, ofor a public hearing relating to these
key district office. Plans previously ap-Form 8718, User Fee for Exempt Orgapetitions must be received by February
proved by a key district office, whosenization Determination Letter Request4, 1997. Send submissions to:
determination letter processing program Comments or concerns regarding th€ C:DOM:CORP:R (Petition), room
is being transferred to Cincinnati, will centralization of the determination pro-5228, Internal Revenue Service, POB
be reviewed using the same criteria andess or applications submitted to the’604, Ben Franklin Station, Washington,
procedures used by the original districCovington address, may be directed t®C 20044. In the alternative, submis-
office. New guidelines are being develthe EP/EO Customer Service Unit insions may be hand delivered between
oped that will combine the best feature<incinnati at (513) 684-3957 (not athe hours of 8 a.m. and 5 p.m. to:

and procedures currently in use by theoll-free number). CC:DOM:CORP:R (Petition), Courier’s
districts. Guidelines for the revised vol- Desk, Internal Revenue Service, 1111
ume submitter and regional prototyp Constitution Avenue NW, Washington,
programs will be explained in a futuree\'fvevzv %odeisfor the 1997 Form DC. All comments will be available for
announcement. —<, BOX public inspection and copying. A public
INSTRUCTIONS Announcement 96134 hearing may be scheduled if requested

in writing by a person that timely
Beginning January 1, 1997, letter re- On the 1997 Form W-2, three newsubmits written comments. If a public
quests and applications previously subeodes must be used to designatbearing is scheduled, notice of the date,
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time, and place for the hearing will beand sodium hydroxide and producedsubstance would be $7.08 per ton. This
published in the Federal Register. predominantly from epichlorohydrin andis based upon a conversion factor for
The petition was received on July 1bisphenol-A via a two-step reaction.benzene of 0.459, a conversion factor
1991. The petitioner is Dow Chemical The stoichiometric material consump-for propylene of 0.494, a conversion
Company, a manufacturer and exportetion formula for this substance is: factor for chlorine of 0.833, and a
of this substance. The following is a2 CiHg (benzene) + 4 ¢Hg (propylene) conversion factor for sodium hydroxide
summary of the information contained+ 4 Cl, (chlorine) + 6 NaOH (sodium of 0.705.
in the petition. The complete petition ishydroxide) + 2 Q (oxygen) ————> The principal author of this announce-
available in the Internal Revenue Ser{CH,),C(CH,OC;H:0), (DGEBA) + ment is Ruth Hoffman, Office of Assis-
vice Freedom of Information ReadingCH;COCH; (acetone) + 2 HCI (hydro- tant Chief Counsel (Passthroughs and

Room. gen chloride) + 6 NaCl (sodium chlo- Special Industries). For further informa-
HTS number: 3907.3 ride) + 5 HO (water) tion regarding this announcement con-
CAS number: 025085-99-8 According to the petition, taxabletact Ruth Hoffman on (202) 622-3130

Diglycidyl ether of bisphenol-A chemicals constitute 92.95 percent bynot a toll-free number).
(DGEBA) is derived from the taxable weight of the materials used to produce
chemicals benzene, propylene, chloringhis substance. The rate of tax for this
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Announcement of the Disbarment, Suspension, or Consent to Voluntary
Suspension of Attorneys, Certified Public Accountants, Enrolled Agents, and
Enrolled Actuaries From Practice Before the Internal Revenue Service

Under 31 Code of Federal Regulaenue Service matter from directly oraccountant, enrolled agent, or enrolled
tions, Part 10, an attorney, certified pubindirectly employing, accepting assis-actuary, and date or period of suspen-
lic accountant, enrolled agent, or entance from, being employed by or sharsion. This announcement will appear in
rolled actuary, in order to avoid theing fees with, any practitioner disbarredthe weekly Bulletin at the earliest practi-
institution or conclusion of a proceedingor suspended from practice before theable date after such action and will
for his disbarment or suspension frominternal Revenue Service. continue to appear in the weekly Bulle-
practice before the Internal Revenue Ser- To enable attorneys, certified publictins for five successive weeks or for as
vice, may offer his consent to suspensioaccountants, enrolled agents, and emnany weeks as is practicable for each
from such practice. The Director ofrolled actuaries to identify practitionersattorney, certified public accountant, en-
Practice, in his discretion, may suspendinder consent suspension from practiceolled agent, or enrolled actuary so
an attorney, certified public accountantbefore the Internal Revenue Service, theuspended and will be consolidated and

enrolled agent, or enrolled actuary inDirector of Practice will announce in thepublished in the Cumulative Bulletin.
accordance with the consent offeredinternal Revenue Bulletin the names and The following individuals have been

Attorneys, certified public accoun-addresses of practitioners who havelaced under consent suspension from
tants, enrolled agents, and enrolled acteen suspended from such practice, thefractice before the Internal Revenue
aries are prohibited in any Internal Rev-designation as attorney, certified publicService:

Name Address Designation Date of Suspension

Sherman, Richard M. Crystal Lake, IL CPA October 18, 1996 to July 17, 1997
Hunter, Lewis Jacksonville, FL CPA October 25, 1996 to January 24, 1997
Hisken, Donald Red Bluff, CA CPA November 1, 1996 to March 31, 1997
Byrne, Steven P. Arcadia, CA Attorney November 1, 1996 to January 31, 1997
Mulrey, Robert M. Milton, MA CPA November 1, 1996 to October 31, 1997
Edwards, Ronald A. Plymouth, Ml CPA November 1, 1996 to April 30, 1998
Hart Jr., Charles E. Wilmington, OH Attorney November 1, 1996 to October 31, 1998
Willner, Peter D. Stowe, VT CPA November 1, 1996 to April 30, 1997

May, Gary Madison, WI Attorney November 1, 1996 to October 31, 1998
Josephson, Elliott Northbrook, IL CPA November 1, 1996 to October 31, 1998
Capwill Jr., James A. Solon, OH CPA November 1, 1996 to February 28, 1997
Hazel, John J. Ridgefield, CT Enrolled Agent November 1, 1996 to January 31, 1997
Jacobs, Patrick St. Paul, MN CPA November 1, 1996 to December 31, 1996
Lau, William Crete, IL CPA November 1, 1996 to June 30, 1997
Franklin, Gene L. Lees Summit, MO Enrolled Agent November 1, 1996 to January 31, 1997
Winterhalter, Charles L. Cincinnati, OH CPA November 1, 1996 to April 30, 1998
Cremer, Patricia L. Roundup, MT CPA November 5, 1996 to May 4, 1997
Gardner, Stephen A. Dallas, TX Attorney November 7, 1996 to May 6, 1999
Masini, David Wheat Ridge, CO CPA November 12, 1996 to November 11, 1997
Cunningham, Michael Lafayette, IN CPA November 12, 1996 to August 11, 1997
Smith, Robert Chicago, IL CPA January 1, 1997 to December 31, 1997
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Announcement of the Expedited Suspension of Attorneys, Certified Public
Accountants, Enrolled Agents, and Enrolled Actuaries From Practice Before the
Internal Revenue Service

Under title 31 of the Code of Federalaries are prohibited in any Internal Rev-accountant, enrolled agent, or enrolled
Regulations, section 10.76, the Directoenue Service matter from directly oractuary, and date or period of suspen-
of Practice is authorized to immediatelyindirectly employing, accepting assis-sion. This announcement will appear in
suspend from practice before the Internaiance from, being employed by, or sharthe weekly Bulletin at the earliest practi-
Revenue Service any practitioner whoing fees with, any practitioner disbarredcable date after such action and will
within five years, from the date theor suspended from practice before theontinue to appear in the weekly Bulle-
expedited proceeding is instituted, (l)nternal Revenue Service. tins for five successive weeks or for as
has had a license to practice as an To enable attorneys, certified publicmany weeks as is practicable for each
attorney, certified public accountant, oraccountants, enrolled agents, and erattorney, certified public accountant, en-
actuary suspended or revoked for causeolled actuaries to identify practitionersrolled agent, or enrolled actuary so
or (2) has been convicted of any crimeunder expedited suspension from pracsuspended and will be consolidated and
under title 26 of the United States Coddice before the Internal Revenue Servicepublished in the Cumulative Bulletin.
or, of a felony under title 18 of the the Director of Practice will announce in The following individuals have been
United States Code involving dishonestythe Internal Revenue Bulletin the name®laced under suspension from practice
or breach of trust. and addresses of practitioners who havieefore the Internal Revenue Service by

Attorneys, certified public accoun- been suspended from such practice, theiirtue of the expedited proceeding pro-
tants, enrolled agents, and enrolled actwdesignation as attorney, certified publiovisions of the applicable regulations:

Name Address Designation Date of Suspension

Pacchiana, Paul Chappaqua, NY Attorney Indefinite from October 9, 1996
Rosenberger, David H. Centerville, OH Enrolled Agent Indefinite from October 21, 1996
Gudes, Gerald W. Bloomfield, Ml CPA Indefinite from October 22, 1996
Donnelly, Richard S. Asheville, NC CPA Indefinite from October 22, 1996
Burrows, William D. Dallas, TX Attorney Indefinite from November 13, 1996
Klausner, Julius Scarsdale, NY CPA Indefinite from November 13, 1996
Glessner, Randy Omak, WA CPA Indefinite from November 13, 1996
Aspland, Frieda R. Greenville, SC CPA Indefinite from November 13, 1996
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