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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. 97-53, page 13.

Interest rates; underpayments and overpayments. The
rate of interest determined under section 6621 of the Code
for the calendar quarter beginning January 1, 1998, will be
8 percent for overpayments, 9 percent for underpayments,
and 11 percent for large corporate underpayments. The rate
of interest paid on the portion of a corporate overpayment
exceeding $10,000 is 6.5 percent.

Rev. Rul. 97-54, page 8.

Line pack gas; cushion gas. The cost of recoverable line
pack gas or cushion gas is a capital expenditure and is not
depreciable. The cost of nonrecoverable line pack gas or
cushion gas is a capital expenditure and is depreciable.

Rev. Rul. 97-55, page 7.

Certain cost-sharing payments. The Wetlands Reserve
Program, the Environmental Quality Incentives Program, and
the Wildlife Habitat Incentives Program are substantially sim-
ilar to the type of programs described in section 126(a)(1)
through (8) of the Code so that cost-share payments made
under such programs and in connection with small water-
sheds are within the scope of section 126(a)(9) and,
thereby, cost-share payments received under the programs
are eligible for exclusion from gross income to the extent
permitted by section 126.

Rev. Rul. 97-56, page 10.

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 Rul. 96-63 supplemented and superseded.

Announcement Relating to Court Decisions begins on page 5.

Finding Lists begin on page 63.
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Rev. Rul. 97-57, page 16.

CPI adjustment for below-market loans—1998. 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 1987-1998. Rev. Rul. 96-64 supplemented and su-
perseded.

EXEMPT ORGANIZATIONS

Announcement 97-125, page 60.

A list is provided of organizations now classified as private
foundations.

Announcement 97-126, page 61.
A list is provided of organizations that no longer qualify as

organizations for which contributions are deductible under
section 170 of the Code.

EMPLOYMENT TAX

Page 12.

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 35 cents
for the quarter beginning October 1, 1997, and 35 cents for
the quarter beginning January 1, 1998.

Page 59.

Social security contribution and benefit base; domes-
tic employee coverage threshold. The Commissioner of
the Social Security Administration has announced the OASDI
contribution and benefit base for remuneration paid in 1998
and self-employment income earned in taxable years begin-
ning in 1998. The Commissioner has also determined the
domestic employee coverage threshold amount for 1998.

Continued on page 4.

Announcement of Declaratory Judgment Proceedings Under Section 7428 begins on page 61.
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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 quality of our prod-

Statement of Principles
of Internal Revenue
Tax Administration

The function of the Internal Revenue Service is to adminis-
ter 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 provi-
sions 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 “protect-
ing the revenue.” The revenue is properly protected only
when we ascertain and apply the true meaning of the statute.

ucts and services; and perform in a manner warranting
the highest degree of public confidence in our integrity, effi-
ciency, 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 hesi-
tate 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, howev-
er, 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 instrument
of the Commissioner of Internal Revenue for announcing offi-
cial rulings and procedures of the Internal Revenue Service
and for publishing Treasury Decisions, Executive Orders, Tax
Conventions, legislation, court decisions, and other items of
general interest. It is published weekly and may be obtained
from the Superintendent of Documents on a subscription
basis. Bulletin contents of a permanent nature are consoli-
dated semiannually into Cumulative Bulletins, which are sold
on a single-copy basis.

It is the policy of the Service to publish in the Bulletin all sub-
stantive 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 other-
wise indicated. Procedures relating solely to matters of in-
ternal 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 Service 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 unwarranted 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 pub-
lished rulings and procedures, the effect of subsequent leg-
islation, regulations, court decisions, rulings, and proce-

dures must be considered, and Service personnel and oth-
ers concerned are cautioned against reaching the same con-
clusions in other cases unless the facts and circumstances
are substantially the same.

The Bulletin is divided into four parts as follows:

Part .—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 lll.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to
these subjects are contained in the other Parts and Sub-
parts. Also included in this part are Bank Secrecy Act Admin-
istrative Rulings. Bank Secrecy Act Administrative Rulings
are issued by the Department of the Treasury’s Office of the
Assistant Secretary (Enforcement).

Part IV.—Items of General Interest.

With the exception of the Notice of Proposed Rulemaking
and the disbarment and suspension list included in this part,
none of these announcements are consolidated in the Cumu-
lative Bulletins.

The first Bulletin for each month includes a cumulative index
for the matters published during the preceding months.
These monthly indexes are cumulated on a quarterly and
semiannual basis, and are published in the first Bulletin of the
succeeding quarterly and semiannual 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, DC 20402.



HIGHLIGHTS
OF THIS ISSUE—Continued

ADMINISTRATIVE

Rev. Proc. 97-56, page 18.

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

Rev. Proc. 97-57, page 20.

Cost-of-living adjustments for 1998. The Service provides
cost-of-living adjustments for the tax rate tables for individuals,
estates, and trusts, the standard deduction amounts, the per-
sonal exemption, and several other items that use the adjust-
ment method provided for the tax rate tables. The Service
also provides the adjustment for eligible long-term care pre-
miums and another item that uses the adjustment method pro-
vided for eligible long-term care premiums.

Rev. Proc. 97-58, page 24.

Optional standard mileage rates. This procedure an-
nounces 32.5 cents as the optional rate for deducting or ac-
counting for expenses for business use of an automobile,
14 cents as the optional rate for deducting or accounting for
use of an automobile as a charitable contribution, and 10
cents as the optional rate for deducting or accounting for
use of an automobile as a medical or moving expense for
1998. It provides rules for substantiating the deductible ex-
penses of using an automobile for business, moving, med-
ical, or charitable purposes. Rev. Proc. 96-63 superseded.

December 29, 1997

Rev. Proc. 97-59, page 31.

Per diem allowances. This procedure provides optional
rules for deeming substantiated the amount of certain reim-
bursed traveling expenses of an employee as well as for de-
termining the amount of deductible meals while traveling
away from home. Rev. Proc. 96-64 superseded.

Rev. Proc. 97-60, page 38.

Electronic filing program; Form 1040. Participants in
the 1998 Electronic Filing Program for the Form 1040 Se-
ries are informed of their obligations to the Service, taxpay-
ers, and other participants.

Rev. Proc. 97-61, page 50.

On-line filing program; Form 1040. Participants in the
1998 On-Line Filing Program for the Form 1040 Series are
informed of their obligations to the Service, taxpayers, and
other participants.

Notice 97-77, page 18.

Partnership magnetic media filing requirement. Guid-
ance is provided to partnerships having more than 100 part-
ners regarding the requirement to file partnership tax returns
on magnetic media.

Announcement 97-124, page 60.

The Service will extend the due date for federal tax deposits
due to the extra federal holiday.

1997-52 |.R.B.



Announcement Relating to Court Decisions

It is the policy of the Internal RevenueService has expanded its acquiesceneeence to an opinion of a circuit court of
Service to announce at an early datgrogram to include other civil tax casesppeals, a nonacquiescence indicates that
whether it will follow the holdings in cer where guidance is determined to be helghe Service will not follow the holding on
tain casesAn Action on Decision is the ful. Accordingly, the Service now may ac a nationwide basis. Howevehe Service
document making such an announcemerguiesce or nonacquiesce in the holdingsill recognize the precedential impact of
An Action on Decision will be issued atof memorandunTax Court opinions, as the opinion on cases arising within the
the discretion of the Service only on-unwell as those of the United States Districtenue of the deciding circuit.
appealed issues decided adverse to tlmurts, Claims Court, and Circuit Courts The announcements published in the
government. GenerallanAction on De  of Appeal. Regardless of the court decidweekly Internal Revenue Bulletins are
cision is issued where its guidance wouléhg the case, the recommendation of angonsolidated semiannually and annually
be helpful to Service personnel workingAction on Decision will be published in The semiannual consolidation appears in
with the same or similar issues. Unlike @he Internal Revenue Bulletin. the first Bulletin for July and in the Gu
Treasury Regulation or a Revenue Ruling, The recommendation in eveAction mulative Bulletin for the first half of the
anAction on Decision is not anfaima- on Decision will be summarized as-acyear, and the annual consolidation-ap
tive statement of Service position. It is Nojuiescence, acquiescence in result pnlpears in the first Bulletin for the follow
intended to serve as public guidance angk nonacquiescence. Both “acquiesing January and in the Cumulative Bul
may not be cited as precedent. cence” and “acquiescence in result onlyletin for the last half of the year

Actions on Decisions shall be reliedmean that the Service accepts the holding The CommissioneACQUIESCESIn
upon within the Service only as conclu of the court in a case and that the ServidBe following decisions:
sions applying the law to the facts in thevill follow it in disposing of cases with
particular case at the time tAetion on the same controlling facts. Howeyéac- Pacific Enterprises and Subsidiaries
Decision was issued. Caution should bguiescence” indicates neither approval V- Commissioner
exercised in extending the recommendaor disapproval of the reasons assigned 101T.C. 1 (1993)
tion of theAction on Decision to similar by the court for its conclusions; whereas, Wwilliam R. Jackson v. Commissioner
cases where the facts arefeliént. More  “acquiescence in result only” indicates 108T.C. 130 (19973
over, the recommendation in thction  disagreement or concern with some or all
on Decision may be superseded by newf those reasons. Nonacquiescence signi The Commissioner does naCQUI-
legislation, regulations, rulings, cases, ofies that, although no further review wasSCEin the following decision:

Actions on Decisions. sought, the Service does not agree with

Prior to 1991, the Service published acthe holding of the court and, generally Transwestern Pipeline Co. vUnited
quiescence or nonacquiescence only iwill not follow the decision in disposing States,
certain regulaiTax Court opinionsThe of cases involving other taxpayers. In-ref 639 F2d 679 (Ct.Cl. 1986)

1 Acquiescence relating to whether the cost of recoverable cushion gas and recoverable line pack gas, the gas used tequatetpiresslire in a gas storage
facility and a pipeline, respectivelig properly treated as (i) merchandise and thus included in inventory; (ii) a depreciable capital asset; or (i) ainbieleppec

ital asset.

2 Acquiescence in result only relating to whetfiermination Payments from an insurance company to a former insurance agent constitute net earnings from se
employment within the meaning of section 1402(a) of the Internal Revenue Code (the Code) so as to be subject to taxelfrifiepiogrBent Contribution&ct
(SECA).

3 Nonacquiescence relating to whether the cost of recoverable line pack gas, the gas usge émcimperate an interstate natural gas pipeline system, is properly
treated as (i) merchandise and thus included in inventory; (ii) a depreciable capital asset, or (iii) a nondepreciabésetapital

1997-52 |.R.B. 5 December 29, 1997






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

Section 1.—Tax Imposed Section 68.—Overall Limitation  property Landowners who participate in
on Itemized Deductions the WRP may sell a conservation ease
26 CFR 1.1-1: Income tax on individuals. ment or enter into a restoration cost-share

The Service provides inflation adjustments to the

The Service provides adjusted tax tables for-indioverall limitation on itemized deductions for taxableddreement with the Department Ari-

viduals, trusts, and estates for taxable years begigears beginning in 1998. See Ré&roc. 97-57, culture to restore and protect wetlands.

ning in 1998 to reflect changes in the cost of livingpage 20. Under a restoration cost-share agreement,
Also adjusted is the amount of certain reductions al a landowner agrees to undertake approved
lowed against the unearned income of minor-chil conservation-related improvements on the
dren in computing the “kiddie tax,” either on the . . .

child’s return orin the alternative, on a parente ~ Section 126.—Certain property in return for a cost-share pay
turn. The amounts used to determine whether a paCost-Sharing Payments ment, generally between 75 and 100-per
ent may elect to report the “kiddie tax” on the-par cent of the costs for restoring the wetland.
ent’s return are also adjusted. See .Roc. 97-57, 26 CFR 16A.126-1: Cin cost-sharing A conservation easement and a restoration

ayments—In generalémporay). . .
page 20. pay g diporay) cost-share agreement may be combined in

Certain cost-sharing payments.The one agreement with the Department of
_ Wetlands Reserve Program, the Enviromgriculture but separate payments are
Section 32.—Earned Income mental Quality Incentives Program, angnade for the easement and for the cost-
06 CER 1322 Earned incomeedit for taxable the Wildlife Habitat Incentives Program share agreement.

years beginning after December 31, 1978. are substantially similar to the type of The 1996 Farmict also establishes the

programs described in section 126(a)(1gnvironmental Quality Incentives Rro

The Service provides inflation adjustments to th _ e .
limitations on the earned income tax credit for—tax?hrough (8) of the Code so that cost Sha@am (EQIP) and thevildlife Habitat In-

able years beginning in 1998. See Renoc. 9757, Payments made under such programs agdntives Program (WHIP). EQI&nd
page 20. in connection with small watersheds argyH|p are administered by the Depart
within the scope of section 126(a)(9) andyment ofAgriculture. EQIPcombines the
thereby cost-share payments receivegnctions of theAgricultural Conserva

Section 62.—Adjusted Gross under the programs are eligible for exclution Program (ACP), the Great Plains
Income Defined sion from gross income to the extent-peiconservation Program (GPCP), the
26 CFR 1.62-2: Reimbursements and other expensne.lltteci by section 126. Water Qua”ty Incentives _ngram
allowance arangements. R RUl. 97-55 (WQIP), and the Colorado River Basin
ev. Rul. - ini

Rules under which a reimbursement or other ex Salinity Control Program (CRBSCP).
pense allowance arrangement for the cost of opergiggE ACPand GPCRre programs enumerated
ing an automobile for business purposes will satisfy in § 126(a)(1) through (8) and the Com

the requirements of section 62(c) of the Code as to Are theWetlands Reserve Program, thénissioner determined in § 16A.126—

business connection, substantiation, and returni . . . 1(d)(1)(D) that CRBSCRvas within the
amounts in excess of expenses. See. Reuc. nlgnvwonmental Quality Incentives Pro (d)(L)(D)

97-58, page 24. gram, and thavildlife Habitat Incentives Scope of 8 126(a)(9)WQIP was funded
Program substantially similar to the typdhrough and administered undetP.

of programs described in § 126(a)(1) WHIP was established to help pariici

Rules are set Torh under which a rembursemeihrough (8) of the Internal Revenue Cod@ants develop habitat for upland wildlife,
or other expense allowance arrangement for the cost AL
of lodging, meals, and incidental expenses or me&0 that cost-share payments made undeptland wildlife, threatened and endan

and incidental expenses incurred by an employe®UCh programs and in connection Witm?re.d species, fish, and other types of
while traveling away from home will satisfy the-re small watersheds are within the scope of §ildlife. UnderWHIP, landowners enter
quirements of § 62(c) of the Code as to substantiq 26(a)(9) and, therebyost-share pay into wildlife habitat development cost-
tion of the amount of expenses. See RéWC. et received under the programs are élhare contracts for a minimum of 10

97-59, page 31. _ . .
pag igible for exclusion from gross income toyears.

the extent permitted by § 126? The Secretary oAgriculture has made
) the requisite determinations under
Section 63.—Taxable Income FACTS § 126(b)(1)(A) that cost-share payments
Defined made undeWRP, EQIP andWHIP are

The Wetlands Reserve Program rimarily for purposes of conservation
26 CFR 1.63-1Change of eatment withespect ~ (WRP), authorized byfitle Xl of the P y forpurp '
to the zen bracket amount and itemized deductionsFOOd SecurityAct of 1985. Pub. L. No LAW AND ANALYSIS

The Service provides inflation adjustments to th®9-198, 99 Stat. 1504, reauthorized by

standard deduction amounts (including the limitathe Federafgriculture Improvement and  Under § 126(a), gross income does not
Egg;‘;&ig;‘fjiﬁéﬁz foerpﬁ]’;dzgg 2?‘;;23)i‘i%eformAct of 1996 (the 1996 Far#ct), include the excludable portion of pay
taxable years beginning in 1998. See Rekoc. Pub. L. No. 104-127,10 Stat_. 995, is a ments made to taxpayers by federal and
97-57, page 20. voluntary wetlands conservation progranstate governments for a share of the cost

to restore and protect wetlands on privatef improvements to property under €er

1997-52 |.R.B. 7 December 29, 1997



tain conservation programs set forth irsection 135.—Income From ceives “insubstantial benefits” from the charBee

§ 126(a)(1) through (8). Under § 126{)njted States Savings Bonds Reu Proc. 97-57, page 20.

(2)(9), programs &cting small water yged To Pay Higher Education _—

sheds are eligible for § 126 treatment ”I'uition and Fees 26 CFR 1.170A-1: Charitable, etc., contributions
they are administered by the Secretary of and gifts; allowance of deduction.

: : The Service provides an inflation adjustment to
Ag”CUIture and are determined by thethe limitation on the exclusion of income from Rules are set forth for substantiating the amount

Secretary of thdreasury or the Secre g states savings bonds for taxpayers who p&}f @ deduction or expense for charitable use of an
tary’s delegate to be substantially similagualified higher education expenses for taxabl@utomobile. See ReProc. 97-58, page 24.
to the type of programs described iiyears beginning in 1998. See Réroc. 97-57,

§ 126(a)(1) through (8). Even if the Secrage 20.

retary of theTreasury determines that a Section 213.—Medical, Dental,
particular program is within the scope of _ Etc., Expenses

§ 126(a)(9), not all cos_t-sharg paymentSeCtIOI’l_ 151.—Allowance of The Service provides an inflation adjustment to
under such program will qualify for theDeductions for Personal the limitation on the amount of eligible long-term
exclusion under § 126. In addition to th&Exemptions care premiums includible in the term “medical care”
determination requirement, the specific for taxable years beginning in 1998. See.R&oc.

. - 6 CFR 1.151-4Amount of deduction for each 97-57, page 20.
project must be with respect to a sma xemption under section 151.

watershed and then only the “excludable The Servi des inflation adiustments to th
. » . € Service providaes Infiation adjustments to q. .
portion” of any payment can qualify forIoersonal exemption and to the threshold amoums%p CFR 1.213-1: Medical, dental, etc., expenses.

exclusion. See 8§ 126(b)(1), 16A.1264gjusted gross income above which the exemption Rules are set forth for substantiating the amount
1(b)(5) and 16A.126-1(d)(3) for the defi amount phases out for taxable years beginning iof a deduction or expense for use of an automobile

nitions of “excludable portion” and 1998. See ReRroc. 97-57, page 20. to obtain medical services. See REvoc. 97-58,
“small watershed.” page 24.
HOLDING Section 162.—Trade or

; Section 217.—Moving Expenses
The Commissioner has determined thal%usmess Expenses

WRRE EQIR andWHIP are substantially 26 CFR 1.162-17: Repiimg and substantiation of
similar to the type of programs describedettain business expenses of employees. Rules are set forth for substantiating the amount

in § 126(a)(1) through (8) so that cost- Rules are set forth for substantiating the amourfif @ deduction or expense for use of an automobile
share payments made under such- pl’@f a deduction or expense for business use of an &t part of a move. See Réoc. 97-58, page 24.

grams and in connection with Smalfomoblle that most nearly represents current costs.
L ?ee RevProc. 97-58, page 24.

watersheds are within the scope o Section 263.—Capital

§ 126(a)(9) and, therebgost-share pay - gi . p

ments received under the programs are el Rules are set forth for substanpatlng the amou_rEXpen itures

igible for exclusion from qross income toofadeductlon or expense for lodging, meals, and in ) ] ]

g1 ] 9 cidental expenses or meal and incidental expensé® CFR 1.263(a)-1: Capital expendiesy

the extent permitted by 8§ 126. Se@curred while traveling away from home that mos{" 9eneral-

26 CFR 1.217-2: Moving expenses.

8§ 16A.126-1 to determine what portion, ifhearly represents current costs. See.Raoc. The cost of recoverable and nonrecoverable line
any, of the cost-share payments are e»@7-59, page 31. pack gas or cushion gas is a capital expenditure. See
cludable from gross income under § 126. Rev Rul. 97-54, on this page.
DRAFTING INFORMATION Section 167.—Depreciation 26 CFR 1.263(a)-1: Capital expendigsr in
general.
The principal authors of this revenue26 CFR 1.167(a) —1: Depciation in general. (Also sections 167, 168, 471; 1.167(a)-1, 1.471-1.)

ruling are Leslie Finlow and Lisa Shuman The cost of recoverable line pack gas or cushion | k : hi Th t
of the Ofice of Assistant Chief Counsel i i INE pack gas, cushion gasine cost

’ >~ gas is not depreciable, and the cost of nonreeovels o ~qverable line pack gas or cushion
(Passthroughs and Special Industriesable line pack gas or cushion gas is depreciable. See

For further information regarding thisRev Rul. 97-54, on this page. gasis a capital expenditure and is not de
revenue ruling contact Ms. Shuman at preciableThe cost of nonrecoverable line

(202) 622-3120 (not a toll-free call). pack gas or cushion gas is a capital expen

. . diture and is depreciable.
Section 170.—Charitable, Etc.,

. ) ] Contributions and Gifts
Section 132.—Certain Fringe Rev. Rul. 97-54

Benefits 26 CFR 1.170-1: Charitable, etc., contributions

and gifts; allowance of deductions.
The Service provides inflation adjustments to the ISSUES

limitation on the exclusion of income for a qualified  The Service provides inflation adjustments to the i "
transportation fringe for taxable years beginning iriinsubstantial benefit” guidelines for calendar year, (1) ,IS the ,FOSt Of line pac!< gas or

1998. See ReWProc. 97-57, page 20. 1998. Under the guidelines, a charitable contributionCUShion gas” a capital expenditure under
is fully deductible even though the contributor re 8 263 of the Internal Revenue Code or an

December 29, 1997 8 1997-52 |.R.B.



amount that is included in inventoryon the basis the Secretary may prescribe psrposes of depreciationAccoid Wash
under § 4717 conforming as nearly as may be to the bestgton Erergy Co. v United States94

(2) If the cost of “line pack gas” or accounting practice in the trade or busine$s3d 1557.
“cushion gas” is a capital expenditureand as most clearly reflecting income. Line pack gas or cushion gas is recov
under § 263, is that cost depreciable under Section 1.471-1 provides that in ordeerable if it will be available for sale or
§8 167 and 1687 to reflect income correctlyinventories at other use upon abandonment of a pipeline
FACTS the beginning and end of each tax year am# ;torage reservoirSeeArkla, Inc. v
necessary in every case in which the-prdJnited States765 F2d at 490.The Ser

“Line pack gas” is the minimum vol duction, purchase, or sale of merchandiséce will treat line pack gas or cushion gas
ume of natural gas necessary to providé an income-producing factorinvente  as being available for sale or other use to
the pressure to facilitate the flow of gagies should include all finished and partlythe extent that such gas will be recovered
through a pipeline. “Cushion gas” is thdinished goods and, in the case of raw mdrom an abandoned pipeline or storage
minimum volume of natural gas neeesterials and supplies, only those that haveservoir pursuant to a plan, a reqire
sary to provide the pressure to facilitat®een acquired for sale or that will physiment of law or economic feasibility
the flow of gas from a storage reservoir t62lly become a part of merchandise inwhichever method projects the greatest
a pipeline. Recoverable line pack gas arignded for sale. actual recovery of such gas.
recoverable cushion gas will be available Rev. Rul. 68—620, 1968-2 C.B. 199, The Service will follow the court deci
for sale or other use upon the abandommplified by Rev Rul. 78-352, 1978-2 sions cited in this revenue ruling to the
ment of the pipeline or storage reseryoilC.B. 168, holds that line pack gas is meextent they hold that the cost of line pack
respectively Unrecoverable line pack gaschandise in transit that is intended to bgas or cushion gas is a capital expendi
and unrecoverable cushion gas will not bsold to customers and therefore must dere, the cost of recoverable line pack gas
available for sale or other use upon thimcluded in the inventory of the taxpayeror recoverable cushion gas is not depre
abandonment of the pipeline or storage Rey Rul. 75-233, 1975-1 C.B. 95 ciable, and the cost of unrecoverable line
reservoir but will become obsolete with holds that the cost of unrecoverable cuspack gas or unrecoverable cushion gas is

that abandonment. ion gas is a capital expenditure undefepreciable.
§ 263, which is recoverable through an an
LAWAND ANALYSIS nual depreciation deduction under § 167. HOLDINGS

Section 263(a) provides that no deduc With respect to both line pack gas and (1) The cost of line pack gas or cushion
tion shall be allowed for amounts paid outushion gas, several court decisions hays is a capital expenditure under § 263.
for permanent mprovements or bettercons_ldered th_e capital expenditure-ver (2) The cost of recoverable line pack
ments made to increase the value of argus-inventory issue, as well as the depr%aS or recoverable cushion gas is not de
property or estate. ciation issue. IrPacific Enterprises .v

Sectiqn 1.263(&_1)—2 of the I“ncor_ffax CommissionerlOlT.C. 1 (1993), the |ine pack gas or unrecoverable cushion
Regullatlcin.s provides that a caplt_a!—.exUmted StatesTax Court held Fhat the gas is depreciable under §§ 167 and 168.
pend|ture_ includes th.e cost of.ac.;qwsnloncosﬁs of line pa_ck gas and cushion gas 4§, service will treat line pack gas or
construction, or erection of buildings, macapital expendituresAccod Transwest
chinery and equipment, furniture and-fixern Pipeline Co. vUnited States639
tures, and similar property having a usefu.2d 679 (Ct.Cl. 1980), regarding line
life substantially beyond the tax year pack gasArkla, Inc. v United States765

Section 167(a) provides that there shal.2d 487 (5th Cir1985), regarding cush
be allowed as a depreciation deductiqn ian gas. The U_nited_State_s Court 8- 1 1athod projects the greatest actual recov
reasonable allowance for the exhaustiopeals for the Fifth Circuit id\rkla further ery of such gas.
wear and tear (including a reasonable aheld that recoverable cushion gas was not
lowance for obsolescence) of propertgubject to depreciation because it was n@pp|ICATION
used in a trade or business or held for treibject to exhaustion, wedear or obse
production of income. lescence Accod Washington Eneagy Co. Any change in a taxpayer treatment

Generally for tangible propertythe de v. United States94 F3d 1557 (Fed. Cir of the costs of line pack gas or cushion
preciation deduction under § 167(a) is del996). The Fifth Circuit inArkla distin-  gas to conform with this revenue ruling is
termined under § 168 by using the applioguished unrecoverable cushion gas aschange in method of accounting to
able depreciation method, the applicablbeing subject to depreciation because thathich the provisions of §8 446 and 481
recovery period, and the applicable eongas will become obsolete along with th@nd the regulations thereunder apphly
vention. storage facility Accod Rev. Rul. 75- taxpayer wanting to change its method of

Section 471 provides that whenevier 233. Finally in Arkla, Inc. v United accounting for the cost of line pack gas or
the opinion of the Secretarhe use of in States 37 F3d 621 (Fed. Cirl994), the cushion gas to conform with this revenue
ventories is necessary in order clearly ttnited States Court oikppeals for the ruling must follow the automatic change
determine the income of any taxpayier Federal Circuit held that line pack gasn accounting method provisions of Rev
ventories shall be taken by that taxpayeand cushion gas are treated the same fBroc. 97-37, 1997-33 |.R.B. 18.

preciable, but the cost of unrecoverable

cushion gas as recoverable to the extent
that such gas will be recovered from an

abandoned pipeline or storage reservoir
pursuant to a plan, a requirement of ,law

or economic feasibility whichever
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EFFECTON OTHER DOCUMENTS 26 CFR 1.274-5TSubstantiationequirments or privileges available to members for taxable years
(temporay). beginning in 1998. See ReRroc. 97-57, page 20.

Rev Rul. 68-620 and ReRul. 78-352  simplified optional method for substantiating the
are revoked. RewRul. 75-233 is super amount of a deduction or expense for business use
seded. RevProc. 97-37 is amplified to of an automobile. See ReRroc. 97-58, page 24. ~ Section 513.—Unrelated Trade

include this change in thigpendix. _ or Business
26 CFR 1.274(d)-1(a): Substantiation ; ; ; ; ;
PROSPECTIVRAPPLICATION requirements_ ( ) ( ) The .Servlce prOVIdeS an inflation a.djustment to
the maximum amount of a “low cost article” for tax

The Service will not require a taxpayer Ru[es are set forth for subste}ntiating the amourable_ygars_ be_ginr_ﬂng in“1998. Funds. raissd t-hrough a
. . of ordinary and necessary business expense of aharity’s distribution of “low cost articles” will not
to Chang? Its metho_d of accounting t%mployee for lodging, meals, and incidentat exbe treated as unrelated business income to the char
comply with the holding that the cost Ofpenses or meal and incidental expenses incurrétyl. See RevProc. 97-57, page 20.
line pack gas or recoverable cushion gagile traveling away from home when a payor-pro

is a capital expenditure for any taxabl&ides a per diem allowance under a reimbursement

AU or other expense allowance arrangement to pay for . L.
year beglnn_lng before D.ecember 29s’uch expenses. See RBvoc. 97-59, page 31. Section 877.—Expatriation to
1997. In addition, the Service will not-re P - pag Avoid Tax
quire a taxpayer to change its method of -
accounting to comply with the holding for26 CFR 1.274-5TSubstantiationgquirements The Service provides an inflation adjustment to
determining the amount of recoverablétemporay)' amounts used to determine whether an individual’

line pack gas or recoverable cushion gas Rules are set forth for substantiating the amouripss of United States citizenship had the avoidance

. of ordinary and necessary business expense of %United States taxes as one of its principal pur
for any taxable year beginning before-De meals. and incidentat exPOSes for calendar year 1998. See. Reuc. 97-57,

. employee for lodging,
cember 29, 1997, provided the methogenses or meal and incidental expenses incurr@§9€ 20-
used by the taxpayer projects recoverabignile traveling away from home when a payor-pro

line pack gas or recoverable cushion gades a per diem allowance under a reimbursement

in an amount equal to or greater than a9 other expense allowance arrangement to pay fgection 1274.—Determination
such expenses. Rules are also set forth for an op

amount that would be projected using a{i"onal method for employees and self-employed inOf Issue Price in the Case of

economic feasibility of recovery standardgiyiduals to use in computing the deductible costs dEertain Debt Instruments Issued
business meal and incidental expenses paid -or ilror Property

DRAFTING INFORMATION curred while traveling away from home. See Rev
o . Proc. 97-59, page 31. 26 CFR 1.1274A-1: Specialles for cefain trans

The_ p””C'Pa| author_of this revenue actions whee stated principal amount does not ex
ruling is Jennifer L. Nuding of the @xe ceed $2,800,000.
of As&stant_ Chief Counsel (_InconTea_x Section _471—Genera| Rule for As defined by section 1274A. the definitions for
andACCOUﬂtlﬂg). FOF further InfOI’matIOI’] |nvent0r|es both “qua||f|ed debt instruments” and “cash method
concerning this revenue ruling, contac . ) ) debt instruments” have dollar ceilings on the stated
Ms. Nuding at (202) 622-4970 (not a to||_£6 CFR 1.471-1: Need for inventories. principal amountThe limits to the stated principal

The cost of recoverable and nonrecoverable lineamount are adjusted for inflation for sales or ex
pack gas or cushion gas is a capital expenditurehanges occurring in the 1998 calendar y&ae
Line pack gas or cushion gas in not invent@ge Rev Rul. 97-56, page 10.

Rev Rul. 97-54, page 8.

free call).

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

Section 1274A.—Special Rules
for Certain Transactions Where
26 CFR 1.267(a)-1: Deductions disallowed. Stated PrmCIDaI Amount Does
26 CFR 1.483-1: Computation of ingst on cer Not Exceed $2,800,000
When a payor provides a per diem allowance ttain defered payments.

o ‘ihmep'3;’2;"6"205'5&{;?230“”"‘? tL“e'eS ;e;:"(;}hth As defined by section 1274A, the definitions for(Also §§ 1274, 483; 1.1274A~1)
pay Both “qualified debt instruments” and “cash method

amount of the employe®’ordinary and necessary . R . . . . .
business expenses for lodging, meal, and/or ineideﬁebt instruments” have dollar ceilings on the stated Section 1274Ainflation-adjusted

tal expenses incurred while traveling away fronPrmCIpaI amouptThe I|m|t§ o the stated principal nympers for 1998. This ruling provides
home, do not applySee RevProc. 97-59, page 31, ount are adjusted for inflation for sales of exy, o o110 amounts, increased by the 1998
' pp ’ - pag " changes occurring in the 1998 calendar y&ae . . ) ! ] y
Rev Rul. 97-56, pagell inflation adjustment, for section 12744

the Code. RevRul. 96-63 supplemented

and superseded.

Section 483.—Interest on
Certain Deferred Payments

Section 274.—Disallowance of
Certain Entertainment, Etc.,

Expenses Section 512.—Unrelated

Business Taxable Income Rev. Rul. 97-56

26 CFR 1.274(d)-1(a): Substantiaticzguirements. The Service provides an inflation adjustment to  This revenue ruling provides the dollar
Simplified optional method for substantiating thethe maximum amount of annual dues that can b . . .

amount of a deduction or expense for business upaid to certain agricultural or horticulturaiganiza gmounts’ increased by the 1998 inflation

of an automobile. See ReRroc. 97-58, page 24.  tions without any portion being treated as unrelate@djustment, for 8 1274Af the Internal

trade or business income by reason of any benefidevenue Code.

December 29, 1997 10 1997-52 |.R.B.



BACKGROUND In the case of a “cash method debt in Section 1274A(d)(2) of the Code pro
strument,” as defined in § 1274A(c) ofvides that, for any debt instrument arising
In generall, 88 483 and 1274 of thene Code, the borrower and lender maygut of a sale or exchange during any-cal
Code determine the principal amount of jec to use the cash receipts and- digndar year after 1989, the dollar amounts
debt instrument given in conS|derat|0|j fop ursements method of accounting. IBtated in § 1274A(b) and § 1274A(c)-
:h% sdale or ?thaggs of nonpl:b“CPbarticular for any cash method debt-in (2y(A) are increased by the inflation
raced Propery In acer o, aty eTeS! strument, § 1274 does not appind in adjustment for the calendar yedmy in-

on a debt instrument subject to § 1274 I8 . )
. -~ —= " Tferest on the instrument is accounted f ; ; ; ;
taken into account under the original issug Yrease due to the inflation adjustment is

discount provisions of the Code. Section z dz(r)ttrr]]etr:;szor:gt\;lvci; gfnscégﬁnltier:gde%unded to the nearest multiple of $100
1274A, howevermodifies the rules under " (or, if the increase is a multiple of $50 and

88 483 and 1274 for certain types of deqﬁaSh method debt instrument is a Cluallnot of $100, the increase is increased to
instruments. led debt instrument that meets the-fol

. o . ) the nearest multiple of $100)[he infla
In the case of a “qualified debt instru lowing additional requirements: (A) In

" ; the case of instruments arising out of®" adiustment for any calendar year is
ment,” the discount rate used for purposeg1 9 the percentage (if any) by which the CP!I

of §§ 483 and 1274 of the Code ma nostales or exchanges before January i
exc§e§ed 9 percent, compounded semiénn?]ggo’ the stated principal amount doet" the preceding calendar year exceeds

ally. Section 1274A(b) defines a quali "°t €xceed $2,000,000, (Bhe lender thzen(f:ldfo; c;legd?r yearr1 1?;’ fSchon
fied debt instrument as any debfloes not use an accrual method of ad (d)(2)(B) defines the or any
instrument given in consideration for thefounting and is not a dealer with respedialendar year as the average of the-Con
sale or exchange of property (other thal the property sold or exchanged, (Cyumer Price I_ndex as of the close of the
new § 38 property within the meaning ofS€ction 1274 would have applied to thé2-month period ending on September 30
§ 48(b), as in ééct on the day before thedebt instrument but for an election undeof that calendar year

date of enactment of the Revenue Recof 1274A(c); and (DAn election under

ciliation Act of 1990) if the stated princi § 1274A(c) is jointly made with respectiNFLATION-ADJUSTEDAMOUNTS

pal amount of the instrument does not exto the debt instrument by the borrower

ceed the amount specified in § 1274A(bjgnd lender Section 1.1274A-1(c)(1) of For debt instruments arising out of
For debt instruments arising out of salethe IncomeTax Regulations providessales or exchanges after December 31,
or exchanges before January 1, 1990, thigles concerning the time faand manner 1989, the inflation-adjusted amounts

amount is $2,800,000. of, making this election. under § 1274/re shown imable 1.
Rev Rul. 97-56Table 1
Inflation-AdjustedAmounts Under § 1274A
Calendaiyear 1274A(b)Amount 1274A(c)(2)(A)Amount
of Sale (qualified debt (cash method debt
or Exchange instrument) instrument)
1990 $2,933,200 $2,095,100
1991 $3,079,600 $2,199,700
1992 $3,234,900 $2,310,600
1993 $3,332,400 $2,380,300
1994 $3,433,500 $2,452,500
1995 $3,523,600 $2,516,900
1996 $3,622,500 $2,587,500
1997 $3,723,800 $2,659,900
1998 $3,823,100 $2,730,800
Note: These inflation adjustments were computed usind\thrban, Consumer
Price Index, 1982-1984 base, published by the Bureau of Labor Statistics.

EFFECTON OTHER DOCUMENTS DRAFTING INFORMATION stitutions and Products). For further in

o . formation regarding this revenue ruling
Rev. Rul. 96-63, 1996-2 C.B. 83, is The principal author of this revenueqgniact Mr Silber on (202) 622-3930 (not

Supp|emented and Superseded_ ruling is David B. Silber of the @€e of a toll-free call).
theAssistant Chief Counsel (Financial In

1997-52 |.R.B. 11 December 29, 1997



Section 3221.—Rate of Tax In accordance with directions in Sec26 CFR 1.6012-5: Compositetarn in lieu of
tion 15(a) of the Railroad Retiremehtt ~ SPecified form.
of 1974, the Railroad Retirement Board For the requirements for participation in the 1998

Determination of Quarterly Rate has determined that for the quarter begiﬁ)n—Line Filing Program for the Form 104&ries,

of Excise Tax for Railroad ning January 1, 1998, 31.6 percent of the - RewProc. §7-01, page 0.
Retirgment Supplemental taxes collected under Sections 3g)
Annuity Program and 3221(c) of the Railroad RetiremenSection 6013.—Joint Returns of

Tax Act shall be credited to the Railroadncome Tax by Husband and

_ In accordance with directions in Secpatirementaccount and 68.4 percent ofwife
tion 3221(c) of the Railroad Retiremenipg tayes collected under such Sections
TaxAct (26 U.S.C., Section 3221(c)), thegoqq (b) and 3221(c) plus 100 percent of6 CFR 1.6013-L: Joineturns.

Railroad Retirement Board has deterthe taxes collected under Section 3221(d) The Service provides adjusted tax tables for-indi
mined that the excise tax imposed by SUGl the Railroad Retiremeriiax Act shall  viduals for taxable years beginning in 1998 to reflect
Section 3221(9) on every employgnth be credited to the Railroad Retiremenﬁhangfos in the cost of living. See RBvoc. 97-57,
respect to having individuals in his em g,,51ementaccount. age <o.

ploy, for each work-hour for which com Dated: December 2. 1997

pensation is paid by such employer for i . '

services rendered to him during the guar By Authority of the Board. Section 6033.—Returns by

ter beginning October 1, 1997, shall be at Beatrice Ezerski, EX€Mpt Organizations

the rate of 35 cents. Secetary to the Boad. The Service provides an inflation adjustment to
In accordance with directions in Sec the amount of dues certain exempmjanizations can

; ; ; (Filed by the Ofice of the Federal Register on De chage and still be excepted from the reporting re
tion 15(a) of the _Ra"road RetlremGMt ember 9, 1997, 8:45 a.m., and published in thguirements for exempt ganizations with nonde

f 1974, the Railroad Ret tB b - : -
0 ' e allroa etremen 0an sue of the Federal Register for December 10, 199@uyctible lobbying expenditures for taxable years be
has determined that for the quarter begim2 Fr. 65108) ginning in 1998. See ReRroc. 97-57, page 20.
ning October 1, 1997, 31.4 percent of the

taxes collected under Sections 3 . .
and 3221(c) of the Railroad Retireagq)e@ection 4001.—Passenger Section 6039F.—Notice of

Tax Act shall be credited to the Railroad/€hicles Large Gifts Received From

RetirementAccount and 68.6 percent of The Service provides an inflation adjustment t(Foreign Persons

the taxes collected under such Sectiorige price above which a passenger vehicle becomesThe Service provides an inflation adjustment to

3211 (b) and 3221(c) plus 100 percent ofublect to an excise tax for transactions occurring ifhe amount of gifts in a taxable year from certain
. lendar year 1998. See RBvoc. 97-57, page 20. fqgrei h i i

the taxes collected under Section 3221(df' oreign person(s) that may trigger a reporting re

. . quirement for a United States person for taxable
of the Railroad Retiremeritax Act shall years beginning in 1998. See R&roc. 97-57,

be credited to the Railroad Retiremen§ection 4003.—Special Rules page 20.

SupplementaAccount. The Service provides an inflation adjustment to
DatedAugust 25, 1997. thi_prlce above which afpassenger_vemcle be(.:om.ﬁection 6061.—Signing of
By Authority of the Board. subject to an excise tax for transactions occurring i
calendar year 1998. (Price includes the price of ifReturns and Other Documents
. . stallation of parts or accessories on a passenger ve o
Beatrice Ezerski, hicle within six months of the date after the vehicle?® CFR 1.6061-1Signing of eturns and other
Secetary to the Boad. was first placed in service.) See R&roc. 97-57, documents by individuals.
page 20. For the requirements for participation in the 1998
Electronic Filing Program for the Form 1088ries,
see RevProc. 97-60, page 38.

(Filed by the Ofice of the Federal Register on Sep

tember 2, 1997, 8:45 a.m., and published in the iss .

of the Federal Register for September 3, 1997, eCtlpn 6012.—Persons _—

F.R. 46526) Required To Make Returns of 26 CFR 1.6061-1Signing of eturns and other
Income documents by individuals.

. . . . . . For the requirements for participation in the 1998
In accordance with directions in Sec 26 CFR 1.6012-Iindividuals equired to makee: On-Line Filing Program for the Form 104&&ries,

tion 3221(c) of the Railroad Retiremenfu™s of income. see RevProc. 97-61, page 50.
TaxAct (26 U.S.C., Section 3221(c)), the The Service provides adjusted tax tables for-indi

Railroad Retirement Board has detel’ViduaIS and trusts and estates for taxable years be

. . . inning in 1998 to reflect changes in the cost of ivSaction 6334.—Propert
mined that the excise tax imposed by SUGH, " see Revproc. 97-57, page 20. perty

Section 3221(c) on every employexith Exempt From Levy
respect to having individuals in his em 26 CER 1.6012-5: C wetarn i liew of The Service provides inflation adjustments to the
ploy, for each work-hour for which com S5 =i o <> ~OmPostetm inieu o value of certain property exempt from levy; for ex
pensation is paid by such employer forp : ample, fuel, provisions, and persondkefs as well

. d d to him duri th For the requirements for participation in the 199&s books and tools of a trade, business, or profession
serwce; r(_an ered to im during the quag e ronic Filing Program for the Form 1086ries, for calendar year 1998. See Rdéoc. 97-57,
ter beginning January 1, 1998, shall be @te rRevProc. 97-60, page 38. page 20.

the rate of 35 cents.
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Section 6621.— Determination for the definition of a lage corporate un Rounded to the nearest full percent, the

of Interest Rate derpayment and for the rules for determinfederal short-term rate based on daily eom
ing the applicable date. Section 6621(q)ounding determined during the month of
26 CFR 301.6621-1: Intest rate. and § 301.6621-3 are generalljeefive October 1997 is 6 percenfccordingly,

Inter est rates; underpayments and for periods after December 31, 1990. an overpayment rate of 8 percent and an
overpayments.The rate of interest deter Section 6621(b)(1) provides that theinderpayment rate of 9 percent are estab
mined under section 6621 of the Code fopecretary will determine the federal shortlished for the calendar quarter beginning
the calendar quarter beginning January i€'m rate for the first month in each calenJanuary_ 1, 1998The overpayment rate for
1998, will be 8 percent for overpaymentsf,jar quarter - the portion of a corporate overpayment ex
9 percent for underpayments, aridier Section 6621(b)(2)(A) prowd(_as that theceeglln_g $10,000 for the cal_endar quarter
cent for lage corporate underpaymentsfedera| short-term rate determined unddyeginning January 1, 1998, is 6.5 percent.

The rate of interst paid on the portion of £ 6621(b)(1) for any month applies duringrhe underpayment rate for dgr corporate
corporate overpayment exceedinéhe first calendar quarter beginning afteunderpayments for the calendar quarter be

$10,000 is 6.5 percent. such month. ginning January 1, 1998, isl Jpercent.
Section 6621(b)(2)(B) provides that inThese rates apply to amounts bearinginter
Rev. Rul. 97-53 determining the addition to tax under &st during that calendar quarter

6654 for failure to pay estimated tax for The 9 percent rate also applies to-esti

Section 6621 of the Internal Revenu@ny taxable yearhe federal short-term mated tax underpayments for the firstcal
Code establishes dfrent rates for inter rate that applies during the third montfendar quarter in 1998 and for the first 15
est on tax overpayments and interest d@llowing such taxable year also appliegiays inApril 1998.
tax underpayments. Under § 6621(a)(1Huring the first 15 days of the fourth |nterest factors for daily compoundkin
the overpayment rate is the sum of theonth following such taxable year terest for annual rates of 6.5 percent, 8
federal short-term rate plus 2 percentage Section 6621(b)(3) provides that thesercent, 9 percent, and. bercent are
points, except the rate for the portion of gederal short-term rate for any month igyyplished irTables 18, 21, 23, and 27 of
corporate overpayment of tax exceeding’le federal short-term rate determineﬁgev Proc. 95-17 199'5_1, C.é. 556. 572
$10,000 for a taxable period is the sum furing such month by the Secretary in ag75 577 and 58i. ’ '
the federal short-term rate plus 0.5 of @ordance with § 1274(d), rounded to the ,. ’
percentage point for interest computationgearest full percent (pif a multiple of q
made after December 31, 1994. Under/2 of 1 percent, the rate is increased
§ 6621(a)(2), the underpayment rate is th@e next highest full percent).
sum of the federal short-term rate plus 3 Notice 88-59, 1988-1 C.B. 546, -an
percentage points. nounced that, in determining the quarpRAFTING INFORMATION

Section 6621(c) provides that for purterly interest rates to be used for overpay
poses of interest payable under § 6601 anents and underpayments of tax under 8§ The principal author of this revenue
any lage corporate underpayment, the ur6621, the Internal Revenue Service wiltuling is Raymond Bailey of the @de of
derpayment rate under § 6621(a)(2) is deise the federal short-term rate based dkssistant Chief Counsel (Inconiex and
termined by substituting “5 percentagealaily compounding because that rate iAccounting). For further information +e
points” for “3 percentage points.” Seemost consistent with § 6621 which, purgarding this revenue ruling, contact .Mr
§ 6621(c) and § 301.6621-3 of the Regwsuant to § 6622, is subject to daily comBailey on (202) 622-6226 (not a toll-free
lations on Procedure amkdministration pounding. call).

Annual interest rates to be compounded
aily pursuant to § 6622 that apply for
t|9rior periods are set forth in the tables ac
companying this revenue ruling.

TABLE OF INTERESTRATES
PERIODS BEFORE JUL. 1, 1975 - PERIODS ENDING DEC. 31, 1986
OVERFRAYMENTS AND UNDERPAYMENTS — PERIOD

DAILY RATE TABLE

RATE IN 1995-1 C.B.
Before Jul. 1, 1975 6% Table 2, pg. 557
Jul. 1, 1975—Jan. 31, 1976 9% Table 4, pg. 559
Feb. 1, 1976—Jan. 31, 1978 7% Table 3, pg. 558
Feb. 1, 1978—Jan. 31, 1980 6% Table 2, pg. 557
Feb. 1, 1980—Jan. 31, 1982 12% Table 5, pg. 560
Feb. 1, 1982—Dec. 31, 1982 20% Table 6, pg. 560
Jan. 1, 1983—Jun. 30, 1983 16% Table 37, pg. 591
Jul. 1, 1983—Dec. 31, 1983 11% Table 27, pg. 581
Jan. 1, 1984—Jun. 30, 1984 11% Table 75, pg. 629
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TABLE OF INTERESTRATES — Continued
PERIODS BEFORE JUL. 1, 1975 - PERIODS ENDING DEC. 31, 1986
OVERFRAYMENTS AND UNDERPAYMENTS — PERIOD

DAILY RATE TABLE

RATE IN 1995-1 C.B.
Jul. 1, 1984—Dec. 31, 1984 11% Table 75, pg. 629
Jan. 1, 1985—Jun. 30, 1985 13% Table 31, pg. 585
Jul. 1, 1985—Dec. 31, 1985 11% Table 27, pg. 581
Jan. 1, 1986—Jun. 30, 1986 10% Table 25 pg. 579
Jul. 1, 1986—Dec. 31, 1986 9% Table 23, pg. 577

TABLE OF INTERESTRATES
FROM JAN. 1, 1987 - PRESENT

OVERRAYMENTS UNDERRAYMENTS
RATE TABLE PG RATE TABLE PG
1995-1 C.B. 1995-1 C.B.
Jan. 1, 1987—Mai31, 1987 8% 21 575 9% 23 577
Apr. 1, 1987—Jun. 30, 1987 8% 21 575 9% 23 577
Jul. 1, 1987—Sep. 30, 1987 8% 21 575 9% 23 577
Oct. 1, 1987—Dec. 31, 1987 9% 23 577 10% 25 579
Jan. 1, 1988—Mai31, 1988 10% 73 627 11% 75 629
Apr. 1, 1988—Jun. 30, 1988 9% 71 625 10% 73 627
Jul. 1, 1988—Sep. 30, 1988 9% 71 625 10% 73 627
Oct. 1, 1988—Dec. 31, 1988 10% 73 627 11% 75 629
Jan. 1, 1989—Mai31, 1989 10% 25 579 11% 27 581
Apr. 1, 1989—Jun. 30, 1989 11% 27 581 12% 29 583
Jul. 1, 1989—Sep. 30, 1989 11% 27 581 12% 29 583
Oct. 1, 1989—0Dec. 31, 1989 10% 25 579 11% 27 581
Jan. 1, 1990—Mai31, 1990 10% 25 579 11% 27 581
Apr. 1, 1990—Jun. 30, 1990 10% 25 579 11% 27 581
Jul. 1, 1990—Sep. 30, 1990 10% 25 579 11% 27 581
Oct. 1, 1990—Dec. 31, 1990 10% 25 579 11% 27 581
Jan. 1, 1991—Mai31, 1991 10% 25 579 11% 27 581
Apr. 1, 1991—Jun. 30, 1991 9% 23 577 10% 25 579
Jul. 1, 1991—Sep. 30, 1991 9% 23 577 10% 25 579
Oct. 1, 1991—0Dec. 31, 1991 9% 23 577 10% 25 579
Jan. 1, 1992—Mai31, 1992 8% 69 623 9% 71 625
Apr. 1, 1992—Jun. 30, 1992 7% 67 621 8% 69 623
Jul. 1, 1992—Sep. 30, 1992 7% 67 621 8% 69 623
Oct. 1, 1992—0Dec. 31, 1992 6% 65 619 7% 67 621
Jan. 1, 1993—Mai31, 1993 6% 17 571 7% 19 573
Apr. 1, 1993—Jun. 30, 1993 6% 17 571 7% 19 573
Jul. 1, 1993—Sep. 30, 1993 6% 17 571 7% 19 573
Oct. 1, 1993—0Dec. 31, 1993 6% 17 571 7% 19 573
Jan. 1, 1994—Mai31, 1994 6% 17 571 7% 19 573
Apr. 1, 1994—Jun. 30, 1994 6% 17 571 7% 19 573
Jul. 1, 1994—Sep. 30, 1994 7% 19 573 8% 21 575
Oct. 1, 1994—0Dec. 31, 1994 8% 21 575 9% 23 577
Jan. 1, 1995—Mai31, 1995 8% 21 575 9% 23 577
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TABLE OF INTERESTRATES - Continued
FROM JAN. 1, 1987 - PRESENT

OVERRAYMENTS UNDERFAYMENTS
RATE TABLE PG RATE TABLE PG
1995-1 C.B. 1995-1 C.B.

Apr. 1, 1995—Jun. 30, 1995 9% 23 577 10% 25 579
Jul. 1, 1995—Sep. 30, 1995 8% 21 575 9% 23 577
Oct. 1, 1995—Dec. 31, 1995 8% 21 575 9% 23 577
Jan. 1, 1996—Ma1, 1996 8% 69 623 9% 71 625
Apr. 1, 1996—Jun. 30, 1996 7% 67 621 8% 69 623
Jul. 1, 1996—Sep. 30, 1996 8% 69 623 9% 71 625
Oct. 1, 1996—Dec. 31, 1996 8% 69 623 9% 71 625
Jan. 1, 1997—Ma1, 1997 8% 21 575 9% 23 577
Apr. 1, 1997—Jun. 30, 1997 8% 21 575 9% 23 577
Jul. 1, 1997—Sep. 30, 1997 8% 21 575 9% 23 577
Oct. 1, 1997—Dec. 31, 1997 8% 21 575 9% 23 577
Jan. 1, 1998—Ma1, 1998 8% 21 575 9% 23 577

TABLE OF INTERESTRATES FOR
LARGE CORPORAE UNDERRAYMENTS
FROM JANUARY 1, 1991 - PRESENT

RATETABLE PG
1995-1 C.B.
Jan. 1, 1991—Ma1, 1991 13% 31 585
Apr. 1, 1991—Jun. 30, 1991 12% 29 583
Jul. 1, 1991—Sep. 30, 1991 12% 29 583
Oct. 1, 1991—Dec. 31, 1991 12% 29 583
Jan. 1, 1992—MaB1, 1992 11% 75 629
Apr. 1, 1992—Jun. 30, 1992 10% 73 627
Jul. 1, 1992—Sep. 30, 1992 10% 73 627
Oct. 1, 1992—Dec. 31, 1992 9% 71 625
Jan. 1, 1993—Ma1, 1993 9% 23 577
Apr. 1, 1993—Jun. 30, 1993 9% 23 577
Jul. 1, 1993—Sep. 30, 1993 9% 23 577
Oct. 1, 1993—Dec. 31, 1993 9% 23 577
Jan. 1, 1994—Ma1, 1994 9% 23 577
Apr. 1, 1994—Jun. 30, 1994 9% 23 577
Jul. 1, 1994—Sep. 30, 1994 10% 25 579
Oct. 1, 1994—Dec. 31, 1994 11% 27 581
Jan. 1, 1995—Ma1, 1995 11% 27 581
Apr. 1, 1995—Jun. 30, 1995 12% 29 583
Jul. 1, 1995—Sep. 30, 1995 11% 27 581
Oct. 1, 1995—Dec. 31, 1995 11% 27 581
Jan. 1, 1996—MaB1, 1996 11% 75 629
Apr. 1, 1996—Jun. 30, 1996 10% 73 627
Jul. 1, 1996—Sep. 30, 1996 11% 75 629
Oct. 1, 1996—Dec. 31, 1996 11% 75 629
Jan. 1, 1997—Ma1, 1997 11% 27 581
Apr. 1, 1997—Jun. 30, 1997 11% 27 581
Jul. 1, 1997—Sep. 30, 1997 11% 27 581
Oct. 1, 1997—Dec. 31, 1997 11% 27 581
Jan. 1, 1998—Ma1, 1998 11% 27 581
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TABLE OF INTERESTRATES FOR CORPORPE
OVERRAYMENTS EXCEEDING $10,000
FROM JANUARY 1, 1995 - PRESENT
RATE TABLE PG
1995-1 C.B.
Jan. 1, 1995—Mag1, 1995 6.5% 18 572
Apr. 1, 1995—Jun. 30, 1995 7.5% 20 574
Jul. 1, 1995—Sep. 30, 1995 6.5% 18 572
Oct. 1, 1995—Dec. 31, 1995 6.5% 18 572
Jan. 1, 1996—MagB1, 1996 6.5% 66 620
Apr. 1, 1996—Jun. 30, 1996 5.5% 64 618
Jul. 1, 1996—Sep. 30, 1996 6.5% 66 620
Oct. 1, 1996—Dec. 31, 1996 6.5% 66 620
Jan. 1, 1997—MagB1, 1997 6.5% 18 572
Apr. 1, 1997—Jun. 30, 1997 6.5% 18 572
Jul. 1, 1997—Sep. 30, 1997 6.5% 18 572
Oct. 1, 1997—Dec. 31, 1997 6.5% 18 572
Jan. 1, 1998—MagB1, 1998 6.5% 18 572
Section 7430.—Awarding of lished and adjusted for inflation for yearsvhen added to the aggregate outstanding
Costs and Certain Fees 1987-1998. RevRul. 96-64 supple amount of all other previous loans-be
mented and superseded. tween the lender (or the lendeispouse)

The Service provides an inflation adjustment to e . L
the hourly limit on attorney fees that may be and any qual'f'Ed continuing care faC|I|ty

awarded in a judgment or settlement of an adminidR€V. Rul. 97-57 to which § 7872(g)(1) applies, does not
trative or judicial proceeding concerning the deter This revenue ruling publishes theexceed $90,000.

mination, collection, or refund of tax, interest, or i

penalty for calendar year 1998. See REvoc. amount that § 7872(g) of the Internal Section 7872(g)(5) of the Code pro
97-57, page 20. Revenue Code permits a taxpayer to lengdes that, for loans made during any-cal
to a qualifying continuing care facility endar year after 1986 to which § 7872-
without incurring imputed interestThe (g)(1) applies, the $90,000 limit specified
Section 7702B.—Treatment of amount is adjusted for inflation for thejn § 7872(g)(2) is increased by an infla
Qualified Long-Term Care years after 1986. tion adjustment.The inflation adjustment
Insurance Section 7872 of the Code generallyor any calendar year is the percentage (if
The Service provides an inflation adjustment totreats loans- bearing a b-elow-market intebny) by which the Consumer Price Index
the stated dollar amount of the per diem limitatio est rate as if they bore interest at the-ma(rcp|) for the preceding calendar year ex
regarding periodic payments received under a qual(€t rate. ceeds the CPI for calendar year 1985.
fied long-term care insurance contract or periodic Section 7872(g)(1) of the Code pro section 7872(g)(5) states that the CPI for
payments received under a life insurance contragtides that, in general, 8 7872 does ncgny calendar year is the average of the

that are treated as paid by reason of the death o lv for anv calendar vear to anv below, .
chronically ill individual for calendar year 1998. Seefa?)pg ] y de b yl der t y I_CPllaS of the close of the 12-month period
Rev Proc. 97-57, page 20. market loan made Dy a lender 10 a qualpnding on September 30 of that calendar

fied continuing care facility pursuant to a,a4,

Lo it the |
continuing care contract if the lender (or Rev Rul. 9664, 1996-2 C.B. 199,

. the lendels spouse) attains age 65 before
Section 7872.—Treatment of the close of tEe ye;r g publishes the amount specified in §

:_oans Wgh Below-Market Section 7872(g)(2) of the Code pro .7872.(g)(2) pf the Code, increased by the
nterest Rates vides that, in the case of loans made aftg?flatlon adjustment, for the years 1987-

CPI adjustment for below-market October 1, 1985, and before 1987,97'
loans—1998.The amount that section§ 7872(g)(1) applies only to the extent Table 1 sets forth the amount specified
7872(g) of the Code permits a taxpayer tthat the aggregate outstanding amount of § 7872(g)(2) of the CodeThe amount
lend to a qualified continuing care facilityany loan to which § 7872(g) applies {deis increased by the inflation adjustment
without incurring imputed interest is pub termined without regard to § 7872(g)(2))for the years 1987-98.
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REV. RUL. 97-57 TABLE 1
Limit under 7872(g)(2)

Year Amount

Before 1987 $ 90,000
1987 $ 92,200
1988 $ 94,800
1989 $ 98,800
1990 $103,500
1991 $108,600
1992 $114,100
1993 $117,500
1994 $121,100
1995 $124,300
1996 $127,800
1997 $131,300
1998 $134,800

Note These inflation adjustments were computed usingAih&Jrban, Consumer Price Index 1982-1984 base, publi
by the Bureau of Labor Statistics.

shed

EFFECTON OTHER DOCUMENTS DRAFTING INFORMATION Chief Counsel (Financial Institutions and
Products). For further information regard
Rev Rul. 96-64, 1996-2 C.B. 199, is The author of this revenue ruling ising this revenue ruling, contact Msilber

supplemented and superseded. David B. Silber of the Qice of Assistant on (202) 622-3930 (not a toll-free call).
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Part lll. Administrative, Procedural, and Miscellaneous

Partnership Magnetic Media TAX YEARS BEGINNINGAFTER of the Internal Revenue Code (relating to
Filing Requirements DECEMBER 31, 1997 the substantial understatement aspect of
o ) the accuracy-related penalty), and for the
The Service intends to implement,hose of avoiding the preparer penalty
§ 1224 of theAct by issuing regulations nqer § 6694(a) (relating to understate
as required by § 60fe). The regulations ments due to unrealistic positionsJhis
PURPOSE W|Ildadfd|ress the mandaftory magneti¢ayenue procedure does not apply with re
) ] ] ) media filing requirements for Form 1065 sian.(i
This noce provides guaRC (0 B s P B of o gL 0 Y OUer peray provsin-(n
nerships having more than 100 partneigeneqyles k-1, ShareholdetShare of In sions of the § 6662 accuracy-related
regardmg the requirement fco file partnercome, Credits, Deductions, etc., and f%enalt ) y
ship tax returns on magnetic media undefy| gther related forms and schedules. 02 Yl'ﬁis revenue procedure apolies to
S 601L(e) of the Interal Revenue Codernese regulations, howeyanill only ac any return filed on 1%97 tax formpz for a
as amended by § 1224 of thaxpayer yress the requirements for tax years b"t’a;/able ear beginning in 1997 and to
ielhgft':ft;g;?? (i?%' 5587 - 105-34, ginning after December 31, 1997. any retur):l filed og 19979tax forms in 1998
' (August 3, ) TAX YEARS BEGINNING BEFORE  for short taxable years beginning in 1998.

BACKGROUND JANUARY 1, 1998
SEC. 2. CHANGES FROM REV.

Section 601(e)(1) generally provides The Service will not require magneticPROC. 96-58
that the Secretary will prescribe regulamedia filing of partnership tax returns for
tions providing standards for determiningyartnership tax years beginning befor
which returns must be filed on magnetiganuary 1, 1998Therefore, a partnership
media or in other machine-readable formyjith more than 100 partners will not besec. 3. BACKGROUND

Section 601(e)(2) defines the require required to file its partnership tax return
ments of the regulations, and providegn magnetic media for a tax year ending -01 If § 6662 applies to any portion of

that, in prescribing the regulations undepecember 31, 1997, and no penalties witn underpayment of tax required to be
§ 6011(e)(1), the Secretary will not+e pe imposed on the partnership for not fiishown on a return, an amount equal to 20
quire any person to file returns on maging such partnership tax return on magPercent of the portion of the underpay

Notice 97-77

Editorial changes only have been made
ff this revenue procedure.

netic media unless such person is rgetic media. ment to which the section applies is
quired to file at least 250 returns during added to the tax. (The penalty rate is 40
the calendar yeaand will take into ac DRAFTING INFORMATION percent in the case of certain gross valua
count (among other relevant factors) the tion misstatements.) Under § 6662(b)(2),

" The principal author of this notice is : :
ability of the taxpayer to comply at rea _ . . 6662 applies to the portion of an under
ity xpay Py l?rldget E. Finkenaur of the @fe of As- S PP P

sonable cost with the requirements of. . payment that is attributable to a substan

such regulations. sistant thef Counsel (Ir_lcom'Eax_ and tial understatement of income tax.
Section 1224 of théct amended Accquntlng). F_or further |nforma-t|on 1€ 02 section 6662(d)(1) provides that

§ 6011 (e)(2) to provide that the Secretar)gardmg this notice, contact Ms. kaenau{here is a substantial understatement of in

will require partnerships having moreat (202) 622-4940 (not a toll-free number)COme tax if the amount of the understate

than 100 partners to file returns on mag ment exceeds the greater of 10 percent of
netic media. Section 1226 of tAet pro- 26 CFR 601.105: Examination afturns and the amount of tax required to be shown on
vides that § 1224 is fefctive for tax years o or lund, ﬁgﬁﬁig{r abatement; determina  ho retyrn for the taxable year or $5,000
ending on or after December 31, 1997Also Pat |, § 6662.) ($10,000 in the case of a corporation
However the legislative history of the other than an S corporation or a personal
Act, as provided in H.R. Conf. Rep. NORay Proc. 97-56 holding company). Section 6662(d)(2)
220, 105th Cong., 1st Sess. 675 (1997), defines an understatement as the excess of
indicates that § 1224 isfettive for tax the amount of tax required to be shown on
years beginning after December 31, 199§ECTION 1. PURPOSE the return for the taxable year over the
The Tax Technical Correctionéct of .01 This revenue procedure updategmount of the tax that is shown on the re

1997, which is currently pending in Gon Rev. Proc. 96-58, 1996-2 C.B. 390 andurn reduced by any rebate (within the
gress, provides that thefeftive date in § identifies circumstances under which theneaning of 8 621i(b)(2)).

1226 of theAct is for partnership tax disclosure on a taxpaysrreturn of a po .03 In the case of an item not attribut
years beginning after December 31, 1998ition with respect to an item is adequatable to a tax shelte§ 6662(d)(2)(B)(ii)
H.R. 2645, 105th Cong., 1st Sess.1§c) for the purpose of reducing the underprovides that the amount of the under
(1997). statement of income tax under § 6662(dtatement is reduced by the portion of the
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understatement attributable to any itemot apply to (i) amounts disallowed under (e) Repair ExpensesThe amount
with respect to which the relevant fact§ 163(d) unless Form 4952, Investmentlaimed must be statedThis section
affecting the itens tax treatment are ade Interest Expense Deduction, is completed,.01(2)(e) does not applyowever to
guately disclosed on the return or on ar (ii) amounts disallowed under 8§ 265. any repair expenses properly character
statement attached to the return, and there(d) Contributions: Complete lines 15ized as capital expenditures or personal
is a reasonable basis for the tax treatmetitrough 18, supplying all required infor expenses.
of such item by the taxpayer mation. Merely entering the amount of (f) Taxes (other than foreign taxes):
.04 In general, this revenue procedurthe donation on Schedute howeverwill  The amount claimed must be stated.
provides guidance in determining whemot constitute adequate disclosure if the (3) Form 120, Schedule M-1, Recon
disclosure is adequate for purposes d@ixpayer receives a substantial benefgliation of Income (Loss) per Bookith
§ 6662(d). For purposes of this revenu#fom the donation shown. If a contribou |ncome per Return, provided:
procedure, the taxpayer must furnish afion of property other than cash is made (3) The amount of the deviation from
required information in accordance withand the amount claimed as a deduction ee financial books and records is not the
the applicable forms and instructions, angeeds $500, a properly completed Foragylt of a computation that includes the
the money amounts entered on thes#83, Noncash Charitable Contributionsﬂetting of items:; and
forms must be verifiable. Guidance undemust be attached to the returiihis se€ (1) The information provided reason
] 6662(d) for returns filed in 1995, 1996,ti0n 4-01(1)(d) will not apply to any cen ab|y may be expected to apprise the Inter
and 1997 is provided in ReRroc. 94-74, tribution of $250 or more unless the €onp | Revenue Service of the nature of the
1994-2 C.B. 823; Rewroc. 95-55, temporaneous written acknowledgemenfeniial controversy concerning the tax
1995-2 C.B. 457; and RefProc.96-58, requirement of § 170(f)(8) is satisfied. treatment of the item.

19962 C.B. 390, respectively (e) Casualty andheft Losses: Com (4) ForeigriTax Items:
plete Form 4684, Casualties amtlefts, (a) International Boy;:otfransactionS'
SEC. 4. PROCEDURE and attach to the return. Each item Or_a.mrransactions disclosed on Form 5713, In

- . cle for which a casualty or theft loss i .
.01 Additional disclosure of facts rele claimed must be listed on Form 4684. ernational Boycott Report.

vant to, or positions taken with respect to, (2) CertairiTrade or Business Expenses (b) Intercompanyransactions:Trans

issues involving any of the items set fort including, for purposes of this sectio actions and amounts shown on Schedule

below is unnecessary for purposes of re ' - . (Form 5471),Transactions Between

. . 4.01(2), the following six expenses a . .

ducing any understatement of income tafhey relate to the rental of property): ontrolled Foreign Corporation and

under 8 6662(d) provided that the forms (a) Casualty andheft LosseS'T.he Shareholders or Other Related Persons,

and attachments are completed in a CIeSFocedure outlined in section 4 61(1)(62;?% 19 and 20, and Form 5472, Part IV

manner and in accordance with their in bove must be followed ’ onetary Transactions Between Report

structions. The money amounts entereda (b) Legal Ex enseIS'The amount ing Corporations and Foreign Related

on the forms must be verifiable, and the, _. 9 P s . Party lines 7 and 18.

information on the return must be disdalmed must be statedThis section Other:
4.01(2)(b) does not applyhowever to (5) Other:

closed in the manner described below, i operly characterized as capital (@) Moving Expenses: Complete Form

ES%%&D;S\?;;;‘;SIE i;e\genngidpitrotcsgl:;i,ea}(penditures, personal expenses, or non%gog’_' Moving Expenses, or Form 3903-F
: . eductible lobbying or political expendi Foreign Moving Expenses, and attach to

payer can demonstrate the origin of thg including amounts that are requiret€ return.

number (even if that number is not ulti, /) (or that are) amortized over a period (P) Sale or Exchange ofour Main

mately accepted by the Internal Revenug Home: Complete Form 249, Sale of

Service) and the taxpayer can show goocg years. d h to th
ifi -of Your Home, and attach to the return.
faith in entering that number on the-ap (c) Specific Bad Debt Chge-of: The

licable form amount written dfmust be stated. (c) Employee Business Expenses:

. (d) Reasonableness offdérs’ Com Complete Form 2106, Employee Busi
(1) Form 1040, Scheduk, Itemized pensation: FormIR0, Schedule E, Com Ness Expenses, or Form 2106-EZ, Unre

Deductions: pensation of Gicers, must be completedimbursed Employee Business Expenses,
(a) Medical and Dental Expensesyhen required by its instructionsThe and attach to the returnThis section
Complete lines 1 through 4, supplying allime devoted to business must be ex4-01(5)(c) does not apply to club dues, or
required information. pressed as a percentage as opposedt®@travel expenses for any non-employee

(b) Taxes: Complete lines 5 through 9part” or “as needed.” This section accompanying the taxpayer on a trip.
supplying all required information. Line4.01(2)(d) does not apply to “golden para (d) Fuels Credit: Complete Form
8 must list each type of tax and thehute” payments, as defined under § 280@136, Credit for Federalax Paid on

amount paid. This section 4.01(2)(d) will not apply toFuels, and attach to the return.

(c) Interest Expense: Complete lineshe extent that remuneration paid or in (e) Investment Credit: Complete
10 through 14, supplying all required- in curred exceeds the $1 million employee réd=orm 3468, Investment Credit, and at
formation. This section 4.01(1)(c) doesmuneration limitation, if applicable. tach to the return.
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SEC. 5. EFFECTIVE DATE SEC. 6. DRAFTING regarding this revenue procedure, contact
INFORMATION Ms. Rachy on (202) 622-6232 (not a toll-
.01 This revenue procedure applies to free call).
any return filed on 1997 tax forms for a The principal author of this revenue
taxable year beginning in 1997, and to angrocedure is Marcia Rachy of thefioé
return filed on 1997 tax forms in 1998 forof Assistant Chief Counsel (Inconf@x
short taxable years beginning in 1998. andAccounting). For further information

26 CFR 601.602: ax forms and instrctions.
(Also Pat I, 88 1, 32, 63, 68, 132, 135, 151, 170, 213, 512, 513, 877, 4001, 4003, 6012, 6013, 603833239430, 7702B; 1.1-1, 1.32-2, 1.63-1, 1.151-4,
1.170-1, 1.6012-1, 1.6013-1)

Rev. Proc. 97-57
Table of Contents

SECTION 1. PURPOSE

SECTION 2. CHANGES MADE FROM PRECEDING YEAR

SECTION 3. 1998 ADJUSTED ITEMS

Code Section

.01 Tax RateTables 1(a)-(e)
.02 Unearned Income of Minor Childréraxed as if Parergt’Income (“KiddieTax”) 1(9)

.03 Earned Incom@ax Credit 32

.04 Standard Deduction 63

.05 Overall Limitation on Itemized Deductions 68

.06 Qualified Transportation Fringe 132(f)

.07 Income from United States Savings BondsTaxpayerdVho Pay Qualified Higher Education Expenses 135

.08 Personal Exemption 151

.09 Eligible Long-Term Care Premiums 213(d)(10)
.10 Treatment of Dues Paid £gricultural or Horticultural Oganizations. 512(d)

.11 Insubstantial Benefit Limitations for ContributioAssociated with Charitable Fund-Raising Campaigns 513(h)

.12 Expatriation toAvoid Tax 877

.13 Luxury Automobile Exciselax 4001 & 4003
.14 Reporting Exception for Certain Exemptdganizations with Nondeductible Lobbying Expenditures  6033(e)(3)
.15 Notice of Lage Gifts Received from Foreign Persons 6039F

.16 Property Exempt from Levy 6334

.17 Attorney FeeAwards 7430

.18 Periodic Payments Received under Qualified Loag¥TCare Insurance Contracts 7702B(d)

SECTION 4. EFFECTIVE DATE

SECTION 5. DRAFTING INFORMATION

SECTION 1. PURPOSE section 3, a technical explanation of thender § 213(d)(10) of the Internal Rev
This revenue procedure sets forth inﬂaauthority for each inflation adjustment inenue Code, as enacted by section 322 of
tion adjusted iter?ws for 1998 former section 4 and the inflation factorghe Health Insurance Portability aiAd-

used to make the inflation adjustments icountability Act of 1996, Pub. L. No.

SECTION 2. CHANGES MADE former section 5.To Slmpllfy this revenue 104-191, 10 Stat. 1936 (1996), are -ad
FROM PREéEDING YEAR procedure, section 3 has been revised, ajusted for inflation for tax years beginning
sections 4 and 5 have been deleted. in 1998 (section 3.09).

.01 In preceding years, this revenue .02 The limitations regarding the .03The value of property exempt from
procedure included a detailed descriptioamount of eligible long-term care premilevy under § 6334(a)(2) (fuel, certain
of each inflation adjusted item in formerums includible in the term “medical care’household items, arms for personal use,
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livestock, and poultry) and under 8enacted by section 321 of the Health Inis adjusted for inflation for calendar year

6334(a)(3) (books and tools of a tradesurance Portability andccountability 1998 (section 3.18).

business, or profession), as amended B#\ct of 1996, Pub. L. No. 104-19110Q

section 502 of th&axpayer Bill of Rights Stat. 1936 (1996), regarding periodic paySECTION 3. 1998 ADJUSTED

2, Pub. L. No. 104-168,10 Stat. 1452 ments received under a qualified long{TEMS

(1996), is adjusted for inflation for calen term care insurance contract or periodic

dar year 1998 (section 3.16). payments received under a life insurance .01 Tax Rate &bles For tax years be
.04 The stated dollar amount of the pecontract that are treated as paid by reasginning in 1998, the tax rate tables under

diem limitation under § 7702B(d)(4), asof the death of a chronically ill individual, § 1 are as follows:

TABLE 1-Section 1(a).—MARRIED INDIVIDUALS FILING JOINRETURNSAND SURVIVING SPOUSES

If Taxable Income Is: TheTax Is:
Not Over $42,350 15% of the taxable income
Over $42,350 but not over $102,300 $6,352.50 plus 28% of the excess over $42,350
Over $102,300 but not over $155,950 $23,138.50 plus 31% of the excess over $102,300
Over $155,950 but not over $278,450 $39,770 plus 36% of the excess over $155,950
Over $278,450 $83,870 plus 39.6% of the excess over $278,450

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

If Taxable Income Is: TheTax Is:
Not Over $33,950 15% of the taxable income
Over $33,950 but not over $87,700 $5,092.50 plus 28% of the excess over $33,950
Over $87,700 but not over $142,000 $20,142.50 plus 31% of the excess over $87,700
Over $142,000 but not over $278,450 $36,975.50 plus 36% of the excess over $142,000
Over $278,450 $86,097.50 plus 39.6% of the excess over $278,450

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

If Taxable Income Is: TheTax Is:
Not Over $25,350 15% of the taxable income
Over $25,350 but not over $61,400 $3,802.50 plus 28% of the excess over $25,350
Over $61,400 but not over $128,100 $13,896.50 plus 31% of the excess over $61,400
Over $128,100 but not over $278,450 $34,573.50 plus 36% of the excess over $128,100
Over $278,450 $88,699.50 plus 39.6% of the excess over $278,450
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TABLE 4-Section 1(d).—MARRIED INDIVIDUALS FILING SERRATE RETURNS

If Taxable Income Is: TheTax Is:

Not Over $21,175 15% of the taxable income

Over $21,175 but not over $51,150 $3,176.25 plus 28% of the excess over $21,175
Over $51,150 but not over $77,975 $11,569.25 plus 31% of the excess over $51,150
Over $77,975 but not over $139,225 $19,885 plus 36% of the excess over $77,975
Over $139,225 $41,935 plus 39.6% of the excess over $139,225

TABLE 5-Section 1(e).—ESATESAND TRUSTS

If Taxable Income Is: TheTax Is:

Not Over $1,700 15% of the taxable income

Over $1,700 but not over $4,000 $255 plus 28% of the excess over $1,700
Over $4,000 but not over $6,100 $899 plus 31% of the excess over $4,000
Over $6,100 but not over $8,350 $1,550 plus 36% of the excess over $6,100
Over $8,350 $2,360 plus 39.6% of the excess over $8,350

.02 Unearned Income of Minor Chil amount is used for purposes of 8 1(g)(7at or above which the maximum amount
dren Taxed as if Pagnt's Income (the (that is, determining whether a parendf the earned income tax credit is al
“Kiddie Tax”). For tax years beginningmay elect to include a chilgl’'gross in lowed. The “threshold phaseout amount”
in 1998, the amount in § 1(g)(4)(A)(ii)(1), come in the parerst’gross income and foris the amount of modified adjusted gross

which is used to reduce the net unearnezhlculating the “kiddie tax”). income (or if greater earned income)
income reported on the chifdieturn that  .03Earned Incomedx Credit above which the maximum amount of the
is subject to the “kiddie tax,” is $700. (1) In general For tax years begin credit begins to phase oufThe “com

(This amount is the same as the $700ing in 1998, the following amounts arepleted phaseout amount” is the amount of
standard deduction amount provided iwmsed to determine the earned income tawodified adjusted gross income (or if
section 3.04(2) of this revenue prececredit under § 32(b)The “earned income greateyearned income) at or above which
dure.) In the alternative, the same $708mount” is the amount of earned incomeo credit is allowed.

Maximum Threshold Completed
Number Amount of Earned Income Phaseout Phaseout
of Children the Cedit Amount Amount Amount
1 $2,271 $6,680 $12,260 $26,473
2 or more $3,756 $9,390 $12,260 $30,095
None $ 341 $4,460 $ 5,570 $10,030

The Internal Revenue Service, in theing in 1998, the standard deductiotJNMARRIED INDIVIDUALS
instructions for the Form 1040 series,proamounts under § 63(c)(2) are as follows:(OTHERTHAN SURVIVING

vides tables showing the amount of the SPOUSESND HEADS OF
earned income tax credit for each type of Standad HOUSEHOLDS) (8§ 1(c)) $4,250
taXpayer Flllng Status Deduction MARRIED INDIVIDUALS
o e e o TWARRIED INDIVIDUALS FILING SEmRATE
Y ginning * "EILING JOINTRETURNS RETURNS (§ 1(d)) $3,550

earned income tax credit is denied underéND SURVIVING SPOUSES

32(i) if the aggregate amount of certai (2) Dependent For tax years begin
investment income exceeds $2,300. 18 1) $7.100 ning in 1998, the standard deduction
.04 Standad Deduction HEADS OF HOUSEHOLDS amount under § 63(c)(5) for an individual
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another taxpayer may not exceed the .09 Eligible Long-Erm Care Premi years beginning in 1998, the annual per
greater of $700, or the sum of $250 andms. For tax years beginning in 1998, thperson, familyor entity dues limitation to
the individuals earned income. limitations under § 213(d), regarding-eli qualify for the reporting exception under
(3) Aged and blind For tax years gible long- term care premiums includible§ 6033(e)(3) (and section 4.02 of Rev
beginning in 1998, the additional standarth the term “medical care,” are as followsProc. 95-35, 1995-2 C.B. 391), regarding

deduction amounts under § 63(f) for the certain exempt granizations with nonde
aged and for the blind are $850 for eactf\ttained age befer ductible lobbying expenditures, is $55 or
These amounts are increased to $1,050tfe close of the less.

the individual is also unmarried and not 4axable year: .15Notice of Lage Gifts Receiveddm
surviving spouse. A0 OF 1SS . oo oo $ 210 Foreign Persons For tax years beginning

.05 Overall Limitation on Itemized De More than 40 but not more than 50$ 380 in 1998, recipients of gifts from certain
ductiors. For tax years beginning inore than 50 but not more than 60$ 770 foreign persons may have to report these
1998, the “applicable amount” of adjustedyore than 60 but not more than 7082,050  gifts under § 6039F if the aggregate value

gross income under § 68(b), above whiclyore than70................. $2,570  of gifts received in a taxable year exceeds
the amount of otherwise allowable item $10,557.

ized deductions is reduced under § 68, is -10 Treatment of Dues Paid ®gricuk = 4 5 5oty Exempt fom Levy For
$124,500 (or $_62,_250_ f_Or a separate retutdral or Hor’ucqltural Qrgamzaﬂons FOF calendar year 1998, the value of property
filed by a m_z;rned |nd|V|duaI_). . tf':lX years beginning in 1998, 'the “m'taexempt from levy under § 6334(a)(2)
.06 Qualified Transpotation Fringe tion qnderf§ 512(d?(1), regarding the- ex fuel, provisions, furniture, and other
For tax years beginning in 1998, theémption of annual dues required to bg * ' = | personal fekts, as well as

monthly limitation under § 132(f)(2)(A), Paid by a member to an agricultural of * " " """ LS N e and
regarding the aggregate fringe benefit exorticultural oganization, is $109. P ' ;

clusion amount for transportation in a -11 Insubstantial Benefit Limitations Sglldlérgz T(?yerr;mex;e??rjri,I{:/OTLT:der
commuter highway vehicle and any tranfor ContributionsAssociated with Chati § 6334 (;) (3')3 (b)(;oks aﬁd t00lS ngcessar
sit pass, is $65.The monthly limitation table Fund-Raising Campaigns for the trade. business. of profession 012/
under § 132(f)(2)(B) regarding the fringe (1) Low cost aficle. For tax years =~ » DUt o z$1 28'0
benefit exclusion amount for qualifiedP€ginning in 1998, the unrelated busines@el?ft’fyer) "Ilag‘o rzxceFe pon
parking is $175. income of certain exempt ganizations - ornehy eewa Sf or cagr} ar
.07 Income fom United States Savingsunder § 513(h)(2) does not include a “low/ 2" 1998, the attorney fee award limita
Bonds for @ixpayers Who Pay Qualified cost article” of $7.10 or less. trllon under § 7430(c)(1)(B)(iil) is $120 per
Higher Education ExpensesFor tax (2) Other insubstantial benefitssor MUt~ .
years beginning in 1998, the exclusiofi@x years beginning in 1998, the $5, $25, -18 Periodic Payments Received under
under § 135, regarding income fron2nd $50 guidelines in section 3 of ReQualified Long-8rm Cae Insurance
United States savings bonds for taxpayeRyoc. 90-12, 1990-1 C.B. 471 (as ampliContracts or under Céain Life Insur
who pay qualified higher education-exfied and modified), for disregarding the2nce Contract. For calendar year 1998,
penses, begins to phase out for modifie¢glue of insubstantial benefits received bihe stated dollar amount of the per diem
adjusted gross income above $78,350 f@ donor in return for a fully deductiblelimitation under 8 7702B(d)(4), regarding
joint returns and $52,250 for other-rreCharitable contribution under § 170, arderiodic payments received under a guali
turns. This exclusion completely phases7-10, $35.50, and $71, respectively ~ fied long-term care insurance contract or
out for modified adjusted gross income of 12 Expatriation toAvoid Tax. For cal ~periodic payments received under a life
$108,350 or more for joint returns angndar year 1998, the thresholds use@surance contract that are treate(_j as p_ald
$67,250 or more for other returns. under § 877(a)(2), regarding whether ahy reason of the death of a chronically ill
.08 Personal Exemptian individual's loss of United States citizen individual, is $180.

(1) Exemption amountFor tax years ship had the avoidance of United States
beginning in 1998, the personal exemptaxes as one of its principal purposes, a@ECTION 4. EFFECTIVE DATE
tion amount under § 151(d) is $2,700. more than $109,000 for “average annual .

(2) Phaseout. For tax years begin netincome tax” and $543,000 or more for -01 General Rule Except as provided
ning in 1998, the personal exemptioninet worth.” in se_:ct|on 4.02, this re_\/erjue_procedure
amount begins to phase out at, and is -13Luxury Automobile Exciseak For applies to tax years beginning in 1998.
completely phased out afténe following Calendar year 1998, the excise tax under -02 Calendar ¢ar Rule This revenue
adjusted gross income amounts: 88§ 4001 and 4003 is imposed on the firirocedure applies to transactions or

retail sale of a passenger vehicle (ineludevents occurring in calendar year 1998 for
Threshold ~ Completed  ing certain parts or accessories installegurposes of section 3.12 (the expatriation

Filing Status Kmﬁf&“t Znﬁfﬁtﬁter within six months of the date after the-vetax), section 3.13 (the excise tax on-lux
hicle was first placed in service), to theury automobiles), section 3.16 (the value

Code §1(a)  $186,800  $309,300 extent the price exceeds $36,000. of certain property exempt from levy),

Code § 1(b $155,650  $278,150 .14 Repoting Exception for Cearnin section 3.17 (the hourly limit on attorney

Code §1(c)  $124,500  $247,000 Exempt Oganizations with Nonde fee awards), and section 3.18 (the per
Code §1(d)  $ 93,400 $154,650 ductible Lobbying Expendites For tax diem limitation for periodic payments-re
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ceived under qualified long-term care iNnSECTION 3. BACKGROUND AND (1) does not require the employee to
surance contracts). CHANGES substantiate the expenses covered by the

SECTION 5. DRAFTING -01 Section 162(a) of the Internal Reva"é'}gﬁrrﬂi?ééi tthheep:ymm;rloyee with the
INFORMATION enue Code allows a deduction for all the

. . nght to retain any amount in excess of the
. i ordinary and necessary expenses paid Slibstantiated expenses covered under the
The principal author of this revenueincurred during the taxable year in carry P

procedure is John Moran of thefioé of  ing on any trade or business. Under tha a1gement. Section 62(c) further pro
Assistant Chief Counsel (Incorffex and provision, an employee or self-employe(y'des .that the sqbstantlatlon requirements
Accounting). For further information +e individual may deduct the cost of operatdc>¢"1Ped therein shall not apply to any
garding this revenue procedure, contaghg an automobile to the extent that it i$ <PE"'S€ (0 the extent that, under the grant
Mr. Moran on (202) 622-4940 (not a toll-sed in a trade or business. Howevef' '€gulatory authority prescribed in §

free call). under § 262, no portion of the cost of op h74t(d),bt?e tc_:(i_mm_lssmtner hf'asdpfrowde(:]
erating an automobile that is a’[tributabléex"’;esnuseS antiation IS not required for suc
: S to personal use is deductible. ' .
26 CFR 601.105: Examination afturns and .
claims for efund, cedit, or abatement; determina .02 Section 274(d) provides, in part, '0? Unc:ﬁr §1.62 2(C)|(|1)’ a reimburse
tion of corect tax liability that no deduction shall be allowed undel*€"' OF Other eXpense aflowance arrange

Also Pat |, sections 62, 162, 274, 1016; 1.62-2, - . ent satisfies the requirements of § 62(c
(1.162_17’ 1.274-51.274(d)-1, 1.1016-3.) § 162 with respect to any listed propert)r/n q 8 62(c)

(as defined in § 280F(d)(4) to include paéf it meets the requirements of business

senger automobiles and any other properﬁpnnectmn, substantiation, and returning

Rev. Proc. 97-58 used as a means of transportation) unled@iounts in excess of expenses as speci

; ; ; fied in the regulations. Section 1.62-2-
the taxpayer complies with certain sub . s .
SECTION 1. PURPOSE stantiation requirementsThe section fur (€)(2) specifically provides that substanti

This revenue procedure updates Revher provides that regulations mayaltlon of certam business expenses in
Proc. 96-63, 1996-2 C.B. 420, by providprescribe that some or all of the substaniccordance with rules prescribed under
ing optional standard mileage rates foation requirements do not apply to an exn€ authority of § 1.274(d)-1 will be
employees, self-employed individuals, opense that does not exceed an amount ppgeated as substantiation of the amount of
other taxpayers to use in computing thecribed by such regulations. such expenses for purposes of § 1.62-2.
deductible costs paid or incurred on or .03 Section 1.274(d)-1, in part, grantéJnder § 1-62_—2'(‘()(2% the Commls_5|oner
after January 1, 1998, of operating an adhe Commissioner the authority to preMay prescribe rules under which an
tomobile for business, charitable, medicakcribe rules relating to mileage allowancedfrangement providing mileage -al
or moving expense purposedhis rev for ordinary and necessary expenses ¢wances will be treated as satisfying the
enue procedure also provides rules undscal travel and transportation away fronf€quirement of returning amounts énx-
which the amount of ordinary and neceshome. Pursuant to this grant of authoritf€SS of expenses, even though the
sary expenses of local travel or transportahe Commissioner may prescribe ruledffangement does not require the-em
tion away from home that are paid of inunder which such allowances, if in accorPloyee to return the portion of such an al
curred by an employee will be deemedance with reasonable business practic€wance that relates to miles of travel
substantiated under § 1.274-56T the will be regarded as (1) equivalent to supsubstantiated and that exceeds the
temporary Incom@ax Regulations when stantiation, by adequate records or othé&mount of the employes’expenses
a payor (the employeits agent, or a third sufficient evidence, of the amount of suctleemed substantiated pursuant to rules
party) provides a mileage allowance unddravel and transportation expenses for-puPrescribed under § 274(d), provided the
a reimbursement or other expense aposes of § 1.274-5T(c), and (2) satisfyingllowance is reasonably calculated not to
lowance arrangement to pay for such exhe requirements of an adequate accourfixceed the amount of the employeek
penses. Use of a method of substantiationg to the employer of the amount of suciyenses or anticipated expenses and the
described in this revenue procedure is néxpenses for purposes of § 1.274-5T(f). employee is required to return any por
mandatory and a taxpayer may use actual.04 Section 62(a)(2)(A) allows an emtion of such an allowance that relates to
allowable expenses if the taxpayer mairployee, in determining adjusted gross inmiles of travel not substantiated.
tains adequate records or otherfisignt come, a deduction for the expenses al .07 Section 1.62-2(h)(2)(i)(B) provides

evidence for proper substantiation. lowed by Partvl (§ 161 and following), that if a payor pays a mileage allowance
subchapter B, chapter 1 of the Code, paighder an arrangement that meets the re
SECTION 2. SUMMARY OF or incurred by the employee in connectioguirements of § 1.62—2(c)(1), the por
STANDARD MILEAGE RATES with the performance of services as an ention, if any of the allowance that relates
Business ployee under a reimbursement or other exo miles of travel substantiated in accor

pense allowance arrangement with a payatance with § 1.62-2(e), that exceeds the

(section 5 below) - 32.5 cents per mile .05 Section 62(c) provides that armamount of the employeg’expenses

Charitable _arrangement will not be treated as a reindeemed substantiated for such travel pur
(section 7 below) 14 cents per mile  prsement or other expense allowancsuant to rules prescribed under §§ 274(d)

Medical and Moving arrangement for purposes of § 62(a)and 1.274(d)-1, and that the employee is
(section 7 below) 10 cents per mile  (2)(A) if it— not required to return, is subject to with
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holding and payment of employmenticipates will be incurred, by an employeéusiness standard mileage rate with re
taxes. See 88 31.3121(a)-3, 31.3231(eJer transportation expenses in connectiogpect to an automobile that is either
1(a)(5), 31.3306(b)-2, and 31.3401-(a)-4with the performance of services as aowned or leased by the taxpayék tax-
Because the employee is not required mployee of the employer payer generally may deduct an amount
return this excess portion, the reasonable (2) reasonably calculated not to exceedqual to either the business standard
period of time provisions of § 1.62-2(g)the amount of the expenses or the antiamileage rate times the number of business
(relating to the return of excess amountg)ated expenses, and miles traveled or the actual costs (both
do not apply to this excess portion. (3) paid at the applicable standaraperating and fixed) paid or incurred by
.08 Under § 1.62-2(h)(2)(i)(B3{, the mileage rate, a flat rate or stated schedulghe taxpayer that are allocable to traveling
Commissioner mayin his or her discre or in accordance with any other Servicethose business miles.
tion, prescribe special rules regarding thepecified rate or schedule. .03 Business standdrmileage rate in
timing of withholding and payment of .04 Flat rate or stated scheduleA lieu of operating and fixed costsA de-
employment taxes on mileage -al mileage allowance is paid at a flat rate aduction using the standard mileage rate

lowances. stated schedule if it is provided on a-unifor business miles is computed on a
.09 Significant changes to this revenuérm and objective basis with respect tgearly basis and is in lieu of all operating
procedure include: the expenses described in section 4.03 ahd fixed costs of the automobile alleca

(1) the increase in the charitable starthis revenue procedure. Such allowandsle to business purposes (except as pro
dard mileage rate (sections 2 and 7.01); may be paid periodically at a fixed rate, ayided in section 9.06 of this revenue

(2) the deletion of the rural mail carriera cents-pemile rate, at a variable rateprocedure). Such items as depreciation
special mileage rate (in sections 2 and 6 dlased on a stated schedule, at a rate tfigt lease payments), maintenance and re
Rev Proc. 96-63) and the addition of seccombines any of these rates, or on anyairs, tires, gasoline (including all taxes
tion 5.06(4) because of amendments madher basis that is consistently applied anghereon), oil, insurance, and license and
to § 162(0) by § 1203 of tlieaxpayer Re in accordance with reasonable businesggistration fees are included in operating
lief Act of 1997, Pub. L. No. 105—-34]11 practice. Thus, for example, a periodicand fixed costs for this purpose.
Stat. 788 (August 5, 1997); and payment at a fixed rate to cover the fixed .04 Parking fees, tolls, intest, and

(3) the extension of the rules for usingosts (including depreciation (or leasgaxes Parking fees and tolls attributable
the business standard mileage rate orpayments), insurance, registration and lio use of the automobile for business-pur
fixed and variable rate fVR) allowance cense fees, and personal property taxespses may be deducted as separate items.
to apply to leased automobiles (sectionsf driving an automobile in connection jkewise, interest relating to the purchase

4,5, 8,and 9). with the performance of services as agf the automobile as well as state and
employee of the employecoupled with @ |ocal taxes (other than those included in
SECTION 4. DEFINITIONS periodic payment at a Cents-paﬂe rate the cost of gaso]ine) may be deducted as

.01 Standad mileage rate The term {0 cover the operating costs (includingeparate items, but only to the extent that
“standard mileage rate” means the a#asoline and all taxes thereon, oil, tireghe interest or taxes are allowable deduc
plicable amount provided by the Servic&nd routine maintenance and repairs) Gfons under § 163 or 164 respectivellf
for optional use by employees or selfUSing an automobile for such purposes, iie automobile is operated less than 100
employed individuals in computing the@n allowance paid at a flat rate or stategercent for business purposes, an alloca
deductible costs of operating automoSchedule. Likewise, a periodic paymenfion is required to determine the business
biles (including vans, pickups, or paneft @ variable rate based on a stated scheghd nonbusiness portion of the taxes and
trucks) owned or leased for business-pukl€ for different locales to cover the costsnterest deduction allowable. Howeyer
poses, or by taxpayers in computing th@f driving an automobile in connectiong 163(h)(2)(A) expressly provides that in
deductible costs of operating automoWith the performance of services as aferest is nondeductible personal interest
biles for charitable, medical, or movingeMployee is an allowance paid at a flayhen it is paid or accrued on indebtedness

expense purposes. rate or stated schedule. properly allocable to the trade or business
.02 Transpotation expensesThe term of performing services as an employee.
“transportation expenses” means the e>§ECTION S. BUSINESS STAN- Section 164 also expressly provides that
penses of operating an automobile foPARD MILEAGE RATE state and local taxes that are paid or ac
local travel or transportation away from .01 In general The standard mileage crued by a taxpayer in connection with an
home. rate for transportation expenses paid @cquisition or disposition of property will

.03 Mileage allowance The term incurred on or after January 1, 1998, ibe treated as part of the cost of the ac
“mileage allowance” means a paymen82.5 cents per mile for all miles of use foquired property or as a reduction in the
under a reimbursement or other expendmisiness purposesThis business stan amount realized on the disposition of such
allowance arrangement that meets the rdard mileage rate will be adjusted annuproperty
quirements specified in § 1.62-2(c)(1) andlly (to the extent warranted) by the .05 Depreciation For owned automo
that is Service, and any such adjustment will beiles placed in service for business pur

(1) paid with respect to the ordinaryapplied prospectively poses, and for which the business stan
and necessary business expenses in .02 Use of the business stanahr dard mileage rate has been used for any
curred, or which the payor reasonably amrmileage rate A taxpayer may use theyear depreciation will be considered to
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have been allowed at the rate of 12 centgdoyee of the United States Postal Servidaxes (other than those included in the
mile for 1994, 1995, 1996, 1997, andncurred in performing services involvingcost of gasoline) may be deducted as sep
1998, for those years in which the busithe collection and delivery of mail on aarate items, but only to the extent that the
ness standard mileage rate was used. rifral route if the employee receives qualiinterest and taxes are allowable deduc
actual costs were used for one or more fifed reimbursements (as defined irtions under § 163 or 164, respectively
those years, the rates above will not app§ 162(0)) for such expenses. See

to any year in which such costs wer& 162(0), as amended by § 1203 of th8ECTION 8. FIXED AND

used. The depreciation described abovdaxpayer RelieAct of 1997, Pub. L. No. VARIABLE RATE ALLOWANCE

will reduce the basis of the automobilel05-34, 11 Stat. 788 (August 5, 1997) = 1|y general

(but not below zero) in determining -ad for the rules that apply to these qualified (1) The ordinary and necessary-ex

justed basis as required by § 1016. reimbursements. penses paid or incurred by an employee in
.06 Limitations driving an automobile owned or leased by
(1) The business standard mileage ra®ECTION 6. RESERVED the employee in connection with the per
may not be used to compute the-de formance of services as an employee of
ductible expenses of (a) automobiles usésECTION 7. CHARITABLE, the employer will be deemed substanti
for hire, such as taxicabs, or (b) two oMEDICAL, AND MOVING ated (in an amount determined undersec
more automobiles used simultaneouslgTANDARD MILEAGE RATE tion 9 of this revenue procedure) when a
(such as in fleet operations). .01 Charitable Section 170(i), as Payor reimburses such expenses with a

(2) The business standard mileage rate 44 by § 973 of tii@xpayer Relief Mileage allowance using a flat rate or
may not be used to compute the-de, . 1997 provides a standard mileagétated schedule that combines periodic
ductl_ble businsess expenses of an aut Ate of 14 cents per mile for purposes dixed and variable rate payments that
mobile leased by a taxpayer unless the, ) ting the charitable deduction fofmeet all the requirements of section 8 of
taxpayer uses either the business standigl, o an automobile in connection witdhis revenue procedure (&A¥R al-
mileage rate or aAVR allowance (as onqering gratuitous services to a charitdowance).
provided in section 8 of this revenue proy, o ouanization under § 170, for taxable (2) The amount of aAVR allowance
cedure) to compute the deductible bus{ o, ¢ heginning after December 31Must be based on data that (a) is derived
ness expenses of the automobile for thgyg7. from the base locality(b) reflects retail
entire lease period (including renewals). - o5 \jedical and moving The standard Prices paid by consumers, and (c) is-rea
For a lease commencing on or before Deyjieage rate is 10 cents per mile for use §ionable and statistically defensible in ap
cember 31, 1997, the “entire lease periody, 5,tomobile (a) to obtain medical car@roximating the actual expenses employ
means the portion of the lease period (inyescribed in § 213, or (b) as part of &es receiving the allowance would incur
cluding renewals) remaining after thatyoye for which the expenses are- deds owners of the standard automobile.
date. _ _ ductible under § 217.The standard -02Definitions

(3) The business standard mileage rafgjjeage rates for medical and moving (1) FAVR allowance A FAVR al-
may not be used to compute the-deransportation expenses will be adjustepwance includes periodic fixed payments
ductible expenses of an automobile fopnnyally (to the extent warranted) by th@nd periodic variable payments payor
which the taxpayer has (a) claimed depreseryice, and any such adjustment will bg1ay maintain more than onéA¥R al-
ciation using a method other than straighhpp”ed prospectively lowance.A FAVR allowance that uses the
line for its estimated useful life, (b) ~ 03 Charitable, medical, or moving ex same paygrstandard automobile (or an
claimed a § 179 deduction, or (c) used thgense standarmileage rate in lieu of ep automobile of the same make and model
Accelerated Cost Recovery Systengrating expensesA deduction computed that is comparably equipped), retention
(ACRS) under former § 168 or the Medi ysing the applicable standard mileage rageriod, and business use percentage is
fied Accelerated Cost Recovery Systemior charitable, medical, or moving ex considered oneAVR allowance, even
(MACRS) under current 8 168. By usingpense miles is in lieu of all operating-exthough other features of the allowance
the business standard mileage rate, thnses (including gasoline and oil) of thenay vary A FAVR allowance also in
taxpayer has elected to exclude the autgutomobile allocable to such purposesiludes any optional high mileage pay
mobile (if owned) from MACRS pursuantCosts for such items as depreciation (onents; howeversuch optional high
to § 168(f)(1). If, after using the businesgease payments), maintenance and repaimjleage payments are included in the-em
standard mileage rate, the taxpayer useges, insurance, and license and registraloyees gross income, are reported as
actual costs, the taxpayer must usgon fees are not deductible, and are netages or other compensation on the em
straight-line depreciation for the automoincluded in such standard mileage rates.ployees FormW-2, and are subject to
bile's remaining estimated useful life .04 Parking fees, tolls, intest, and withholding and payment of employment
(subject to the applicable depreciation deaxes Parking fees and tolls attributabldaxes when paid. See section 9.05 of this
duction limitations under § 280F). to the use of the automobile for charitarevenue procedureAn optional high

(4) The business standard mileage ratsle, medical, or moving expense purposesileage payment covers the additional
and this revenue procedure may not b@ay be deducted as separate items. -Likdepreciation for a standard automobile at
used to compute the amount of the dewise, interest relating to the purchase dfibutable to business miles driven and
ductible automobile expenses of an-enthe automobile as well as state and localbstantiated by the employee for a calen
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dar year in excess of the annual busineise performance of services as an-enfnnual business Business use
mileage for that year If an employee is ployee of the employer are generally paid mileage percentage
covered by the A/R allowance for less or incurred by the employeeThus, for

6,250 or more but

than the en'Fire calendar yedéne annual purposes of determining 'Fhe_ amount Ofsss than 10,000 45 percent

business mileage may be prorated onfxed costs, the base locality is generall%0 000 or more but

monthly basis for purposes of the precedhe geographic locality or region in which™~"

ing sentence. the employee resides. For purposes ef d@ss than 15,000 o5 percent
(2) Periodic fixed paymentA periodic termining the amount of operating costst5,000 or more but

fixed payment covers the projected fixedhe base locality is generally the geoless than 20,000 65 percent

costs (including depreciation (or leasgraphic locality or region in which the 20,000 or more 75 percent

payments), insurance, registration and lemployee drives the automobile in eon . . .
cense fees, and personal property taxesgction with the performance of services. (10.) Retentlorl pe:rlodA retention pe
of driving the standard automobile in eonas an employee of the employer riod is the period in Calendar years se
nection with the performance of services (5) Standad automobile A standard lected by the payor during Wh'Ch. the
as an employee of the employer in a baseitomobile is the automobile selected b ayor expects an employee to' d”V? a
locality, and must be paid at least quarthe payor on which a specifiA¥R al tandard automobile in cpnnectlon with
terly. A periodic fixed payment may belowance is based. the performance of services as an-em
computed by (a) dividing the total pro (6) Standad automobile cost The ployge .Of the employer befor.e the auto
jected fixed costs of the standard autematandard automobile cost for a calendg'Oblle is replaced. Such period may not
bile for all years of the retention periodyear may not exceed 95 percent of th € less than tW.O cale.ndar years.
determined at the beginning of the retersum of (a) the retail dealer invoice cost of _(11) R'etent|on mHeage Retent|.or'1
tion period, by the number of periodicthe standard automobile in the base loc rlnlleage is the annual mileage m.“'“p"ed
fixed payments in the retention periodity, and (b) state and local sales or u the number of calendar years in the re
and (b) multiplying the resulting amounttaxes applicable on the purchase of sudfnton per.lod. )
by the business use percentage. an automobile. Furthethe standard au  (12)Residual valueThe residual value
(3) Periodic variable paymentA peri  tomobile cost may not exceed $27,100. Of & standard automobile is the projected
odic variable payment covers the pro (7) Annual mileage Annual mileage is @mount for which it could be sold at the
jected operating costs (including gasolinéhe total mileage (business and persondnd of the retention period after being-dri
and all taxes thereon, oil, tires, and +oua payor reasonably projects a standard a¥n the retention mileageThe Service
tine maintenance and repairs) of driving fomobile will be driven during a calendaVill accept the following safe harbor
standard automobile in connection wittlyear Annual mileage equals the annualesidual values for a standard automobile
the performance of services as an-enbusiness mileage divided by the busine§®mputed as a percentage of the standard

ployee of the employer in a base localityuse percentage. automobile cost:

and must be paid at least quarterijphe (8) Annual business mileageAnnual  Retention period Residual value
rate of a periodic variable payment for &usiness mileage is the mileage a payer

computation period may be computed byeasonably projects a standard automobile 2-year 70 percent
dividing the total projected operatingwill be driven by an employee in conrec  3-year 60 percent

costs for the standard automobile for théon with the performance of services as 4-year
computation period, determined at the bean employee of the employer during the
ginning of the computation period, by thecalendar yearbut may not be less than .03 FAVR allowance in lieu of operat
computation period mileaged computa 6,250 miles for a calendar yeaAnnual ing and fixed costs.
tion period can be any period of a year dousiness mileage equals the annual (1) A reimbursement computed using a
less. Computation period mileage is thenileage multiplied by the business us€AVR allowance is in lieu of the em
total mileage (business and personal) gercentage. ployees deduction of all the operating
payor reasonably projects a standard-auto (9) Business use pegntage A busi and fixed costs paid or incurred by an-em
mobile will be driven during a computa ness use percentage is determined by diloyee in driving the automobile in con
tion period and equals the retentiowiding the annual business mileage by theection with the performance of services
mileage divided by the number of compuannual mileage.The business use per as an employee of the employexcept as
tation periods in the retention period. Focentage may not exceed 75 percent. provided in section 9.06 of this revenue
each business mile substantiated by tHieu of demonstrating the reasonableneggocedure. Such items as depreciation (or
employee for the computation period, thef the business use percentage based l@ase payments), maintenance and repairs,
periodic variable payment must be paid atcords of total mileage and businestires, gasoline (including all taxes
a rate that does not exceed the rate for thaileage driven by the employees annuhereon), oil, insurance, license and regis
computation period. ally, a payor may use a business use pdration fees, and personal property taxes
(4) Base locality A base locality is the centage that is less than or equal to thfe included in operating and fixed costs
particular geographic locality or region offollowing percentages for aAWR al- for this purpose.
the United States in which the costs ofowance that is paid for the following-an (2) Parking fees and tolls attributable to
driving an automobile in connection withnual business mileage: an employee driving the standard autemo

50 percent

1997-52 |.R.B. 27 December 29, 1997



bile in connection with the performanceFAVR allowance. If the employee is cov .06 Employee eporting. Within 30
of services as an employee of the-enered by the AVR allowance for less than days after an employeeautomobile is
ployer are not included in fixed and operthe entire calendar yeahese limits may initially covered by a AVR allowance, or
ating costs and may be deducted as-sef#e prorated on a monthly basis. is again covered by aAWR allowance if
rate items. Similarlyinterest relating to  (2) A FAVR allowance may not be paidsuch coverage has lapsed, the employee
the purchase of the standard automobil® a control employee (as defined irby written declaration must provide the
may be deducted as a separate item, 8it1.61-21(f)(5) and (6), excluding thepayor with the following information: (a)
only to the extent that the interest is an a$100,000 limitation in paragraphthe make, model, and year of the em
lowable deduction under § 163. (H(B)(iii)). ployees automobile, (b) written proof of
.04 Depreciation (3) At no time during a calendar yearthe insurance coverage limits on the auto
(1) A FAVR allowance may not be paidmay a majority of the employees coverethobile, (c) the odometer reading of the
with respect to an automobile for whichby a FAVR allowance be managemen#automobile, (d) if owned, the purchase
the employee has (a) claimed depreciatioemployees. price of the automobile pif leased, the
using a method other than straight-line for (4) At all times during a calendar yearprice at which the automobile is ordinar
its estimated useful life, (b) claimed aat least 10 employees of an employdly sold by retailers (the gross capitalized
§ 179 deduction, or (c) used theceler must be covered by one or mowR al- cost of the automobile), and (e) if owned,
ated Cost Recovery System (ACRSJowances. whether the employee has claimed depre
under former § 168 or the Modified (5) A FAVR allowance may be paid ciation with respect to the automobile
Accelerated Cost Recovery Systenonly with respect to an automobile (aysing any of the depreciation methods
(MACRS) under current § 168. If an emowned or leased by the employee receiwrohibited by section 8.04(1) of this rev
ployee uses actual costs for an owned aing the payment, (b) the cost of whichgnue procedure oif leased, whether the
tomobile that has been covered by when new is at least 90 percent of theemployee has computed deductible busi
FAVR allowance, the employee must usetandard automobile cost taken into ad1ess expenses with respect to the automo
straight-line depreciation for the automocount for purposes of determining thedile using actual expense§he informa
bile’s remaining estimated useful lifeFAVR allowance for the first calendartion described in (a), (b), and (c) of the
(subject to the applicable depreciation deyear the employee receives the allowand@eceding sentence also must be supplied
duction limitations under § 280F). with respect to that automobile, and (cpy the employee to the payor within 30
(2) The total amount of the depreciatiorthe model year of which does notfdif days after the beginning of each calendar
component for the retention period takefrom the current calendar year by morgear that the employes'automobile is
into account in computing the periodichan the number of years in the retentiogovered by a&VR allowance.
fixed payments for that retention periogeriod. .07 Payor recoidkeeping andapotting.
may not exceed the excess of the standard(6) A FAVR allowance may not be paid (1) The payor or its agent must main
automobile cost over the residual value ofiith respect to an automobile leased bgain written records setting forth (a) the
the standard automobile. In addition, then employee for which the employee hastatistical data and projections on which
total amount of such depreciation compoused actual expenses to compute the dide FAVR allowance payments are based,
nent may not exceed the sum of the annualictible business expenses of the automand (b) the information provided by the
§ 280F limitations on depreciation (in-ef bile for any year during the entire leasemployees pursuant to section 8.06 of this
fect at the beginning of the retention- peperiod. For a lease commencing on or beevenue procedure.
riod) that apply to the standard automobiléore December 31, 1997, the “entire lease (2) Within 30 days of the end of each

during the retention period. period” means the portion of the lease pealendar yearthe employer must provide
(3) The depreciation included in eaclriod (including renewals) remaining aftereach employee covered by AVR al-
periodic fixed payment portion of &¥R that date. lowance during that year with a statement

allowance paid with respect to an autemo (7) The insurance cost component of ¢hat, for automobile owners, lists the
bile will reduce the basis of the automoFAVR allowance must be based on thamount of depreciation included in each
bile (but not below zero) in determiningrates chaged in the base locality for-in periodic fixed payment portion of the
adjusted basis as required by § 1016. Searance coverage on the standard autom@AVR allowance paid during that calen
section 8.07(2) of this revenue procedurbile during the current calendar year withdar year and explains that by receiving a
for the requirement that the employer reout taking into account suchFAVR allowance the employee has
port the depreciation component of a perrate-increasing factors as poor drivinglected to exclude the automobile from
odic fixed payment to the employee. records or young drivers. MACRS pursuant to § 168(f)(1). For au
.O5FAVR allowance limitations (8) A FAVR allowance may be paidtomobile lessees, the statement must ex
(1) A FAVR allowance may be paidonly to an employee whose insurancelain that by receiving theAVR al-
only to an employee who substantiates tooverage limits on the automobile withowance the employee may not compute
the payor for a calendar year at leasespect to which theAVR allowance is the deductible business expenses of the
5,000 miles driven in connection with thepaid are at least equal to the insurancatomobile using actual expenses for the
performance of services as an employemverage limits used to compute the perentire lease period (including renewals).
of the employer grif greatey 80 percent odic fixed payment under thatAWR For a lease commencing on or before De
of the annual business mileage of thallowance. cember 31, 1997, the “entire lease pe
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riod” means the portion of the lease- peas a means of transportation), and (c) of\@riable payment received that relates to
riod (including renewals) remaining afterl.274-5T the employee is deemed to-satmiles in excess of the business miles-sub
that date. isfy the adequate accounting requirementtantiated by the employee, and (b) the
.08 Failure to meet section &quire- ©0f 8 1.274-5T(f), as well as the requireportion (if any) of a periodic fixed pay
ments If an employee receives a mileagéent to substantiate by adequate recordsent that relates to a period during which
allowance that fails to meet one or mor@r other suicient evidence for purposesthe employee was not covered by the
of the requirements of section 8 of thi®f 8 1.274-5T(c). See § 1.62-2(e)(1) foFAVR allowance.
revenue procedure, the employee may n#ie rule that an arrangement must require .04 An employee is not required to-in
be treated as covered by angVMR al- business expenses to be substantiateddiade in gross income the portion of a
lowance of the payor during the period othe payor within a reasonable period ofnileage allowance received from a payor
such failure. Nevertheless, the expenségne. that is less than or equal to the amount
to which that mileage allowance relates .03An arrangement providing mileagedeemed substantiated under section 9.01
may be deemed substantiated using tr@lowances will be treated as satisfyingf this revenue procedure, provided the
method described in sections 5, 9.01(1Jhe requirement of § 1.62—2(f)(2) with-re employee substantiates in accordance
and 9.02 of this revenue procedure to thgpect to returning amounts in excess ofith section 9.02. See § 1.274-5T(f)-

extent the requirements of those sectior@xpenses as follows: (2)(1). In addition, such portion of the-al

are met. (1) For a mileage allowance other thadowance is treated as paid under an ac
a FAVR allowance, the requirement to re countable plan, is not reported as wages

SECTION 9. APPLICATION turn excess amounts will be treated agr other compensation on the emplogee’

. satisfied if the employee is required te reFormW-2, and is exempt from the with

, '(_)1 Ifa payorpays a mileage aIIowanCﬁjm within a reasonable period of timéholding and payment of employment
n lieu of re|mpursmg actual transpofta ¢ qefined in § 1.62-2(g)) any portion ofaxes. See §§ 1.62-2(c)(2) and (c)(4).
tion expenses incurred or to be mcurre;(flzch an allowance that relates to miles of .05An employee is required to include
by an emplqyee, the amount 9f the eir\gvel not substantiated by the employeén gross income only the portion of a
penses thgt is deemed substantiated to ¢ en though the arrangement does not ranileage allowance received from a payor
payor is either: _ quire the employee to return the portiothat exceeds the amount deemed substan

(1) for any mileage allowance othersf sych an allowance that relates to thtiated under section 9.01 of this revenue
than a AVR allowance, the lesser of thepjles of travel substantiated and that exprocedure, provided the employee sub
amount paid under the mileage allowancgeeds the amount of the employeex  stantiates in accordance with section 9.02
or the applicable standard mileage rate ifenses deemed substantiated. For exanf this revenue procedure. See
secti_on_ 5.01 of this revenue proc_edur§|e, assume a payor provides a8 1.274-5T(f)(2)(ii). In addition, the ex
multiplied by the number of businesssmployee an advance mileage allowanagess portion of the allowance is treated as
miles substantiated by the employee; or of $70 based on an anticipated 200 buspaid under a nonaccountable plan, is re

(2) for a AVR allowance, the amount ness miles at 35 cents per mile (at a timgorted as wages or other compensation on
paid under the AVR allowance less the when the applicable business standattie employes FormW-2, and is subject
sum of (a) any periodic variable rate paymileage rate is 32.5 cents per mile), antb withholding and payment of employ
ment that relates to miles in excess of thiae employee substantiates 120 businessent taxes. See 88§ 1.62-2(c)(3)(ii),
business miles substantiated by the- enmiles. The requirement to return excesgc)(5), and (h)(2)(i)(B).
ployee and that the employee fails te reamounts will be treated as satisfied if the .06
turn to the payor although required to demployee is required to return the portion (1) Except as otherwise provided in
so, (b) any portion of a periodic fixedof the allowance that relates to the 80 ursection 9.06(2) of this revenue procedure
payment that relates to a period duringubstantiated business miles ($28) evewith respect to leased automobiles, if the
which the employee is treated as not-cothough the employee is not required tamount of the expenses deemed substanti
ered by the AVR allowance and that thereturn the portion of the allowance ($3jted under the rules provided in section
employee fails to return to the payor althat exceeds the amount of the €m9.01 of this revenue procedure is less than
though required to do so, and (c) any ofployees expenses deemed substantiatede amount of the employeebusiness
tional high mileage payments. under section 9.01 of this revenue proceransportation expenses, the employee

.02 If the amount of transportation-ex dure ($39) for the 120 substantiated busmay claim an itemized deduction for the
penses is deemed substantiated under thess miles. Howevethe $3 excess por amount by which the business transporta
rules provided in section 9.01 of this revtion of the allowance is treated as paition expenses exceed the amount that is
enue procedure, and the employee -actunder a nonaccountable plan as discussddemed substantiated, provided the- em
ally substantiates to the payor the-elgn section 9.05. ployee substantiates all the business trans
ments of time, place (or use), and (2) For a AVR allowance, the require portation expenses, includes on Form
business purpose of the transportation exnent to return excess amounts will b106, Employee Business Expenses, the
penses in accordance with paragrapheeated as satisfied if the employee is releemed substantiated portion of the
(b)(2) (travel away from home), (b)(6)quired to return within a reasonable-pemileage allowance received from the
(listed propertywhich includes passengerriod of time (as defined in 8§ 1.62-2(g))payor and includes in gross income the
automobiles and any other property use@) the portion (if any) of the periodicportion (if any) of the mileage allowance
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received from the payor that exceedSECTION 10. WITHHOLDING revenue procedure multiplied by the

the amount deemed substantiated. Se&\ND PAYMENT OF number of business miles substantiated
§ 1.274-5T(f)(2)(iii). Howeverfor pur  EMPLOYMENT TAXES. by the employee for the periodny ex
poses of claiming this itemized deduction, cess is subject to withholding and pay

.01 The portion of a mileage allowancemem of employment taxes no later than

ther than a AVR allowance), if any : . .
. - the first payroll period following the pa
at relates to the miles of business trav? .p y P 9 . pay

substantiation of the amount of the-ex

penses is not required if the employee i

claiming a deduction that is equal to o .

less than the applicable standard mileagfgéJbSta”“ated and that exceeds the amouilye y -~ see § 1.62-2(h)(2)(i)(B)(

rate multiplied by the number of busines eemed s.ubstantlated fgr those miles (4) For example, assume an employer

. . nder section 9.01(1) of this revenue-pro . .
miles substantiated by the employeéI : ; ) . dpays its employees a mileage allowance
minus the amount deemed substantiatecc?dure Is subject to withholding an at a rate of 35 cents per mile (when the
under section 9.01 of this revenue proc ayment of employment taxes. Se%usiness standard mileage rate is 32.5

o A . 1.62-2(h)(2)(i)(B). .
dure. The itemized deduction is subjec (1) In the case of a mileage allowancgems per mile). The employer does not
to the 2-percent floor on miscellaneous id imbursement. the excess dreequire the return of the portion of the al
itemized deductions provided in § 67. paid as a reimou ' : [owance (2.5 cents) that exceeds the-busi
. scribed in section 10.01 of this revenue ) .

(2) An employee whose business trans rocedure is subject to withholding and'ess standard mileage rate for the busi
portation expenses with respect to gayment of employment taxes in the payness miles substantiated. In June, the
leased automobile are deemed substan LI period in which the payor reimbursesemployer advances an employee $175 for
ated under section 9.01(1) of this revenug expenses for the business miles-sugoo miles to be traveled during the
procedure (relating to an allowance Othegtantiated. See § 1.62-2(h)(2)()B®)( month. In Julythe employee substanti
than a RVR allowance) may not claim a (2) In the case of a mileage allowanc&tes to the employer 400 business miles
deduction based on actual expenses uBaid as an advance, the excess describtéaveled in June and returns $35 to the
less the employee does so consistently bI% section 10.01 of this revenue prE)Ceemployer for the 100 business miles not
ginning with the first business use of the, .. o subject to withholding and paytraveled. The amount deemed substanti
automobile after December 31, 1997+ employment taxes no later thafited for the 400 miles traveled is $130
However an employee whose businesg g first payroll period following the pay and the employee is not required to return
transportation expenses with respect to Al period in which the business miledhe remaining $10. No later than the first
leased automobile are deemed substanj;;}, respect to which the advance waBayroll period following the payroll pe
ated under section 9.01(2) of this reVenusaid are substantiated. See god in which the 400 business miles trav
procedure (relating to 2WR allowance) 1.62-2(h)(2)-()(B)®). If some or all of eled are substantiated, the employer must
may not claim a deduction based 0R aGne pusiness miles with respect to whicMithhold and pay employment taxes on
tual expenses. the advance was paid are not substant10-

.07 An employee may deduct angieq within a reasonable period of time .02 The portion of a AVR allowance,
amount computed pursuant to sectiognq the employee does not return the pof @ny. that exceeds the amount deemed
5.01 of this revenue procedure only as gy, of the allowance that relates to thosgubstantiated for those miles under-sec
itemized deductionThis itemized deduc mjles within a reasonable period of timetion 9.01(2) of this revenue procedure is
tion is subject to the 2-percent floor onthe portion of the allowance that relate§ubject to withholding and payment of
miscellaneous itemized deductions Proyg those miles is subject to withholdingemployment taxes. See § 1.62-2(h)
vided in § 67. and payment of employment taxes né2)()(B).

.08 A self-employed individual may |ater than the first payroll period follow (1) Any periodic variable rate payment
deduct an amount computed pursuant g the end of the reasonable period. SéBat relates to miles in excess of the busi
section 5.01 of this revenue procedure ig 1.62—2(h)(2)(i)(A). ness miles substantiated by the employee
determining adjusted gross income under (3) |n the case of a mileage allowanc@nd that the employee fails to return
§ 62(a)(1). that is not computed on the basis of #ithin a reasonable period, or any por

.09 If a payors reimbursement or otherfixed amount per mile of travel (e.g., dion of a periodic fixed payment that-re
expense allowance arrangement-evinileage allowance that combines perilates to a period during which the em
dences a pattern of abuse of the rules gliic fixed and variable rate paymentsployee is treated as not covered by the
8§ 62(c) and the regulations thereun@dr but that does not satisfy the requiremenfsAVR allowance and that the employee
payments under the arrangement will bef section 8 of this revenue procedure)ails to return within a reasonable period,
treated as made under a nonaccountahige payor must compute periodically (nds subject to withholding and payment of
plan. Thus, such payments are includetess frequently than quarterly) theemployment taxes no later than the first
in the employee’ gross income, are-re amount, if anythat exceeds the amountpayroll period following the end of the
ported as wages or other compensation @leemed substantiated under sectioreasonable period. See § 1.62-2(h)
the employees FormW-2, and are sub 9.01(1) of this revenue procedure by2)(i)(A).
ject to withholding and payment of em comparing the total mileage allowance (2)Any optional high mileage payment
ployment taxes. See 8§ 1.62-2(c)(3)paid for the period to the applicable stanis subject to withholding and payment of
(c)(5), and (h)(2). dard mileage rate in section 5.01 of thiemployment taxes when paid.
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SECTION 11. EFFECT ON which the amount of an employedbdg of authority the Commissioner may pre
OTHER DOCUMENTS ing expenses will be deemed substantscribe rules under which such arrange
. ated when a payor provides an allowanaments or allowances, if in accordance
Rev Proc. 96-63, 1996-2 C.B. 420, i, pay for those expenses but not mealith reasonable business practice, will be

hereby sup_erseded for mileage- alyq incidental expenses. regarded (1) as equivalent to substantia
lowances paid to an employee on or after tion, by adequate records or otherfisuf

January 1, 1998, with respect to transSECTION 2. BACKGROUND AND  cient evidence, of the amount of such
portation expenses paid or incurred on QGEHANGES travel expenses for purposes of

after January 1, 1998, and, for purposes of .
Y purb .01 Section 162(a) of the Internal RevS 1-274-5T(c), and (2) as satisfying the

computing the amount allowable as a de ; ts of d t fi
: ; .anue Code allows a deduction for all thE®qUIrEMeNts ol an adequate accounting
duction, for transportation expenses pait g the employer of the amount of such

or incurred on or after January 1, 1998, Ordinary and necessary expenses paid
incurred during the taxable year in carrytf@vel expenses for purposes of

DRAFTING INFORMATION ing on any trade or business. Under that 1-274-5T().
provision, an employee or self-employed -05 For purposes of determining-ad
The principal author of this revenueindividual may deduct expenses paid or infusted gross income, § 62(a)(2)(A) allows
procedure is Edwin B. Cleverdon of thecyrred while traveling away from home in@n employee a deduction for expenses al
Office of Assistant Chief Counsel (In pursuit of a trade or business. Howevelowed by Parvl (§ 161 and following),
comeTax andAccounting). For further ynder § 262, no portion of such travet exsubchapter B, chapter 1 of the Code, paid
information regarding this revenue precepenses that is attributable to personat, [iyr incurred by the employee in connection

dure, contact MrCleverdon on (202) ing, or family expenses is deductible. with the performance of services as an

622-4920 (not a toll-free call). .02 Section 274(n) generally limits theEMployee under a reimbursement or other
amount allowable as a deduction unddfXPense allowance arrangement with a

26 CFR 601.105: Examination agtarns and § 162 for any expense for food, beverageBaY°! _ .

claims for efund, cedit, or abatement; determina  or entertainment to 50 percent of the .06 Section 62(c) provides that an

tion of corect tax liability amount of the expense that otherwis@mangement will not be treated as a reim

(Also Pat |, §§ 62, 162, 267, 274; 1.62-2, ) ¢ th I

1.162-17, 1.267(a)-1, 1.274-8I274(d)-1) would be allowable as a deduction. In theursement or other expense allowance
case of any expenses for food or beverag%éir angement for purposes of § 62(a)(2)(A)

i ithinf it—
Rev. Proc. 97-59 consumed while away from home (within

the meaning of § 162(a)(2)) by an individ (1) does not require the employee to

ual during, or incident to, the period ofsubstantiate the expenses covered by the
SECTION 1. PURPOSE duty subject to the hours of services limitaarrangement to the payar

This revenue procedure updates Retions of the Department diransportation,  (2) provides the employee with the

Proc. 96-64, 1996-2 C.B. 427, by provid§ 274(n)(3), as added by § 969 of e right to retain any amount in excess of the
ing rules under which the amount of ordiPayer ReliefAct of 1997, Pub. L. No. substantiated expenses covered under the
nary and necessary business expenseslt915—34’ :_11 Stat. 788 (August_ 5, 1997),arrangement.
an employee for lodging, meal, and incigradually increases the deductible percent Section 62(c) further provides that the
dental expenses or for meal and incider?9€ 10 80 percent for taxable years _begl@ubstantiation requirements described
tal expenses incurred while travelinging in 2008. For taxable years beginningherein shall not apply to any expense to
away from home will be deemed substardn 1998, the deductible percentage fofhe extent that, under the grant of regula
tiated under § 1.274-53f the temporary these expenses is 55 percent. tory authority prescribed in § 274(d), the
IncomeTax Regulations when a payor .03 Section 274(d) provides, in partCommissioner has provided that substan
(the employerits agent, or a third party) that no deduction shall be allowed under gation is not required for such expense.
provides a per diem allowance under 462 for any traveling expense (including .07 Under § 1.62-2(c)(1) a reimburse
reimbursement or other expense almeals and lodging while away fromment or other expense allowance arrange
lowance arrangement to pay for such eshome) unless the taxpayer complies withent satisfies the requirements of § 62(c)
penses.This revenue procedure also procertain substantiation requirementshe if it meets the requirements of business
vides an optional method for employees§ection further provides that regulationgonnection, substantiation, and returning
and self-employed individuals to use irmay prescribe that some or all of the sutamounts in excess of expenses as speci
computing the deductible costs of busistantiation requirements do not apply tdied in the regulations. Section
ness meal and incidental expenses paid @0 expense that does not exceed ane2-2(e)(2) specifically provides that
incurred while traveling away from amount prescribed by such regulations. substantiation of certain business-ex
home. Use of a method described in this .04 Section 1.274(d)-1(a) of the regulapenses in accordance with rules pre
revenue procedure is not mandatory artibns, in part, grants the Commissionescribed under the authority of
a taxpayer may use actual allowable exhe authority to prescribe rules relating t& 1.274(d)-1(a) or 1.274-5T(j) will be
penses if the taxpayer maintains adequateimbursement arrangements or per dietneated as substantiation of the amount of
records or other sfi€ient evidence for allowances for ordinary and necessary esuch expenses for purposes of § 1.62-2.
proper substantiationThis revenue pro penses paid or incurred while travelingJnder § 1.62-2(f)(2), th€ommissioner
cedure does not provide rules undeaway from home. Pursuant to this graninay prescribe rules under which an
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arrangement providing per diem-al eral Travel Regulations by 61 Fed. RegAreas, PD Supplement 382, issued
lowances will be treated as satisfying thé8,158 (1996) (to be codified at 41 GRF March 1, 1996.

requirement of returning amounts in-ex8 301-7.8) (section 6.04); and (2) Locality of travel The term “local
cess of expenses, even though the arrange (3) modification of the limitation on the ity of travel” means the locality where an
ment does not require the employee to releduction of meal expenses to reflect aemployee traveling away from home in
turn the portion of such an allowance thagmendment to § 274(n) (as described igonnection with the performance of ser
relates to days of travel substantiated angkction 2.02 of this revenue procedureyices as an employee of the employer

that exceeds the amount of the employeg(sections 6.05 and 7). stops for sleep or rest.
expenses deemed substantiated pursuant (3) Incidental expensesThe term “ir
to rules prescribed under § 274(d), proSECTION 3. DEFINITIONS cidental expenses” includes, but is not

vided the allowance is reasonably calcu 01Per di I The t u limited to, expenses for laundrgleaning
lated not to exceed the amount of the em,. - er diem aflowance the term per pressing of clothing, and fees and tips

o ” ent under ;
ployees expenses or anticipated expenséjéerg]igltl)%vfg;eenTi?nstﬁeeagxm ense a‘Tor services, such as for porters and-bag
and the employee is required to return a P

portion of such an allowance that relates t&VaNc€ arrangement -that meets the rgenses" does not include taxicab fares or
days of travel not substantiated. quirements specified in § 1.62-2(c)(1 he costs of telegrams or telephone calls.
08 Section 1.62-2(h)(2)(i)(B) provides®"d thatis _ 03Flat rate or stated schedule

that if a payor pays a per diem allowance (1) paid with respect to ordinary and 1y, general Except as provided in
that meets the requirements of § 1.620€cessary business expenses m(.:u.rred’s%rction 3.03(2) of this revenue procedure,
2(c)(1), the portion, if anyof the ai Which the payor reasonably anticipateg, o,\yance is paid at a flat rate or stated
lowance that relates to days of travel-sufVill b€ incurred, by an employee for 10dg ;.o yje if it is provided on a uniform and
stantiated in accordance with § 1.62—2(e9 meal, and incidental expenses or fce’jbjective basis with respect to the-ex

that exceeds the amount of the emplayegM€al and incidental expenses for ravely,coq joscribed in section 3.01 of this

expenses deemed substantiated for sugf2y from home in connection with th§ o6 procedure. Such allowance may

travel pursuant to rules prescribed undéterformance of services as an employgg, paid with respect to the number of days
§ 274(d) and § 1.274(d)-1(a) or0f the employer away from home in connection with the
§ 1.274-5T(j), and that the employee is (2) reasonably calculated not to exceeerformance of services as an employee
not required to return, is subject to withthe amount of the expenses or the antich; on any other basis that is consistently
holding and payment of employmentated expenses, and applied and in accordance with reason
taxes. See §§ 31.3121(a)-3, 31.3231(e)—(3) paid at or below the applicable Fedaple business practiceThus, for exam
1(a)(5), 31.3306(b)-2, and 31.3401(a)—4&ral per diem rate, a flat rate or stateg|e, an hourly payment to cover meal and
Because the employee is not required tchedule, or in accordance with any othgncidental expenses paid to a pilot or
return this excess portion, the reasonabfgervice-specified rate or schedule. flight attendant who is traveling away
period of time provisions of § 1.62-2(g) .02Federal per diem rate from home in connection with the perfor
(relating to the return of excess amounts) (1) General ule. The Federal per diem mance of services as an employee is an al
do not apply to this portion. rate is equal to the sum of the Federabwance paid at a flat rate or stated sehed
.09 Under § 1.62-2(h)(2)(i)(Bj], the lodging expense rate and the Federal meale. Likewise, a payment based on the
Commissioner mayin his or her discre and incidental expense (M&IE) rate fomumber of miles travelece(g, cents per
tion, prescribe special rules regarding thghe locality of travel. Each of these ratesnile) to cover meal and incidental -ex
timing of withholding and payment of for a particular locality in the continentalpenses paid to an ovtre-road truck dri
employment taxes on per diem-alUnited States (“CONUS”) is set forth inver who is traveling away from home in
lowances. AppendixA of 41 C.ER., Chapter 301, as connection with the performance of ser
.10 Section 1.274-5T(j) grants theamended. See 41 CH Part 301-7 vices as an employee is an allowance paid
Commissioner the authority to establish §996), as amended, for specific rules reat a flat rate or stated schedule.
method under which a taxpayer may elegjarding these Federal rates. Each of these(2) Limitation. For purposes of this
to use a specified amount for meals paigchtes is established by the Secretary oévenue procedure, an allowance that is
or incurred while traveling away from Defense for a particular nonforeign localcomputed on a basis similar to that used
home in lieu of substantiating the actuaty outside the continental United Statesn computing the employeg’'wages or

age carriers.The term “incidental ex

cost of meals. (“*OCONUS") (includingAlaska, Hawaii, other compensatiore(g, the number of
.11 Significant changes to this revenuéuerto Rico, the Northern Mariana Ishours worked, miles traveled, or pieces
procedure include: lands, and the possessions of the Unitgttoduced) does not meet the business

(1) revisions to the list of high-cost-lo States), and by the Secretary of State foramnnection requirement of § 1.62-2(d), is
calities and high-low rates for purposes oparticular foreign OCONUS locality not a per diem allowance, and is not paid
the high-low substantiation method (secEach of these OCONUS rates is publisheat a flat rate or stated schedule, unless, as
tion 5); in the Per Diem Supplement to the Starof December 12, 1989, (a) the allowance

(2) modification of how to prorate thedardized Regulations (Government Givilwas identified by the payor either by mak
Federal M&IE rate for partial days ofians, Foreigiireas). Seeg.g, Maximum ing a separate payment or by specifically
travel to reflect an amendment to the Fediravel Per DiemAllowances for Foreign identifying the amount of the allowance,
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or (b) an allowance computed on that .03 Optional method for meals only-de section 4.04(1) of this revenue procedure
basis was commonly used in the industrguction In lieu of using actual expensesmay compute the amount of the em
in which the employee is employed. Segmployees_ and self-employed individualsployees expenses that is deem_ed substan
§ 1.62-2(d)(3) (i) in computing the amount allowable as #ated under section 4.02 of this revenue
' ' deduction for ordinary and necessary meglrocedure periodically (not less fre
and incidental expenses paid or incurrequently than monthly), rather than daily
SECTION 4. PER DIEM for travel away from home, may use amy comparing the total per diem-al
SUBSTANTIATION METHOD amount comput_ed at the Federal M&IHowance paid for the period to the sum of
rate for the locality of travel for each €al the amounts computed at the Federal
.01 Per diem allowance If a payor endar day (or partial dagee section 6.04 M&IE rate(s) for the localities of travel
: - . of this revenue procedure) the employefor the days (or partial days, see section
pays a per diem allowance in lieu of reim L . .

i ] or self-employed individual is away from6.04 of this revenue procedure) the-em
bursing actual expenses for lodging, mea}iome.  such amount will be deemed-sutployee is away from home during the- pe
and incidental expenses incurred or to b&rantiated for purposes of paragraphsod. For example, assume an employee
incurred by an employee for travel awayb)(2) (travel away from home) and (c) ofin the transportation industry travels away
from home, the amount of the expense$ 1.274-5T provided the employee orfrom home within CONUS on 17 days
that is deemed substantiated for each ca€lf-employed individual substantiates thé@ncluding partial days, see section 6.04 of
. elements of time, place, and business puthis revenue procedure) during a calendar
endar day is equal to the lesser of the per . . .

) pose of the travel expenses in accordanceonth and receives a per diem allowance
diem allowance for such day or th§y, those regulations. only for meal and incidental expenses
amount computed at the Federal per diem g4 Special wles for transpdition i from a payor that uses the special rule
rate for the locality of travel for such daydustry. under section 4.04(2) of this revenue-pro
(or partial day see section 6.04 of this (1) In general This section 4.04 ap cedure. The amount deemed substanti

) allowance only for meal and incidentaProcedure is equal to the lesser of the total

payor pays a per diem allowance only foescribed in section 4.02 of this revenu612 (17 days at $36 per day).
meal and incidental expenses in lieu of rggrocedure to an employee in the trans (4) Transpotation industy defined For
imbursing actual expenses for meal angortation industryor (b) an employee or purposes of this section 4.04 of this rev
incidental expenses incurred or to be irsélf-employed individual in the trans enue procedure, an employee or sel-em
curred by an employee for travel awa)portat'on industry who computes theployed I?dIVIdu.a| is “in the tran’spo.rtat'lon
from home. the amount of the expenseamm_mt_allowable as a deduction for meal?dust,ry only if _the employes’ or mdr

) ' ) and incidental expenses for travel awayidual’s work (a) is of the type that directly
that is deemed substantiated for each €alym home in accordance with sectiorinvolves moving people or goods by-air
endar day is equal to the lesser of the p@&r03 of this revenue procedure. plane, bage, bus, ship, train, or truck, and
diem allowance for such day or the (2)Rates A taxpayer described in sec (P) regularly requires travel away from
amount computed at the Federal M&IRion 4.04(1) of this revenue procedurdiome which, during any single trip away
rate for the locality of travel for such dayMay treat $36 as the Federal M&IE ratéom home, usually involves travel to-lo

for any locality of travel in CONUS, calities with difering Federal M&IE rates.

. ~" and/or $40 as the Federal M&IE rate fofOr purposes of the preceding sentence, a
enue procedure) per diem allowance is any locality of travel OCONUSA payor Payor must determine that an employee or
treated as paid only for meal and incidenhat uses either (or both) of these speci@lgroup of employees is “in the transperta
tal expenses if (1) the payor pays the emates with respect to an employee muéton industry” by using a method that is
ployee for actual expenses for lodgingise the special rate(s) for all amounts-sugonsistently applied and in accordance
based on receipts submitted to the payd®Ct to section 4.02 of this revenue procevith reasonable business practice.

. ...~ dure paid to that employee for travel awa
(2) the payor provides the lodging in kmdfrom home within CONUS and/orgECTmN 5. HIGH-LOW

(3) the payor pays the actual expenses f@CONUS as the case may be, during theUBSTANTIATION METHOD

lodging directly to the provider of the calendar year Similarly, an employee or .01 General tle. If a payor pays a per
lodging, (4) the payor does not have a reaelf-employed individual that uses eithetliem allowance in lieu of reimbursing-ac
sonable belief that lodging expenses wei@r both) of these special rates must usg@al expenses for lodging, meal, and inci
or will be incurred by the employee, or (5§he special rate(s) for all amounts comdental expenses incurred or to be incurred
mF[)uted pursuant to section 4.03 of this-revpy an employee for travel away from
enue procedure for travel away fronhome and the payor uses the high-low
_home within CONUS and/or OCONUS,substantiation method described in this
ployees wages or other compensatioRs the case may be, during the calendséction 5 for travel within CONUS, the
(e.g, the number of hours worked, milesyear amount of the expenses that is deemed
traveled, or pieces produced). (3) Periodic rule.A payor described in substantiated for each calendar day is

(or partial daysee section 6.04 of this rev

the allowance is computed on a basis si
lar to that used in computing the em
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equal to the lesser of the per diem altion method provided in section 4.02 ohigh-low substantiation method, the Fed

lowance for such day or the amount com4.03 of this revenue procedure.

eral M&IE rate shall be treated as $40 for

puted at the rate set forth in section 5.02 .02 Specific high-low rates The per a high-cost locality and $32 for any other
of this revenue procedure for the localitydiem rate set forth in this section 5.02 isocality within CONUS.

of travel for such day (or partial dagee $180 for travel to any “high-cost locality” .03 High-cost localities The following
section 6.04 of this revenue procedurexpecified in section 5.03 of this revenudocalities have a Federal per diem rate of
This high-low substantiation method mayrocedure, or $13 for travel to any other $147 or more for all or part of the calen
be used in lieu of the per diem substantidocality within CONUS. Whichever per dar year and are high-cost localities for
tion method provided in section 4.01 ofliem rate applies, it is applied as if it werall of the calendar year or the portion of
this revenue procedure, but may not bthe Federal per diem rate for the localitghe calendar year specified in parenthesis
used in lieu of the meals only substantieof travel. For purposes of applying thainder the key city name:

Key city

Arizona
Grand Canyon

California
LosAngeles

Napa

(April 1-October 31)
PaloAlto/San Jose
PointArena/Gualala
San Francisco

Colorado
Aspen
Keystone/Silverthorne
Telluride
Valil
(November 1-March 31)
Delaware
Lewes
(June 1-September 14)

District of Columbia
Washington, D.C.

Florida
Key West
(December 15-April 30)
Naples
December 15-April 30)

Illinois
Chicago
Indiana

Nashville
(June 1-October 31)

Maine
Bar Harbor
(July 1-September 14)

Maryland

County and other defined location

All points in the Grand Canyon National Park and Kaibab National Forest within
Coconino County

LosAngeles, Kern, Orange, aMgntura Counties; Edwardsér Force Base,
NavalWeapons Center and Ordnari@st Station, China Lake

Napa
Santa Clara

Mendocino
San Francisco

Pitkin
Summit

San Miquel
Eagle

Sussex

Washington, D.C.; the cities 8fexandria, Falls Church, and Fairfax, and the counties of
Arlington, Loudoun, and Fairfax iirginia; and the counties of Montgomery and Prince
Geoge’s in Maryland

Monroe

Collier

Du Page, Cook, and Lake

Brown

Hancock

(For the counties of Montgomery and Prince @etsr, see District of Columbia)

Baltimore

Ocean City

(May 1-September 30)
Saint Michaels

(April 1-November 30)
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Key city County and other defined location
Maryland—Continued

Massachusetts
Boston Suffolk
Cambridge/Lowell Middlesex
Marthas Vineyard Dukes
(June 1-October 31)
Nantucket Nantucket
(June 1-October 31)
Nevada
Incline Village All points in the Northern Lak&ahoe area withikvashoe County

(June 1-September 30)
New Hampshire

Hanover Grafton and Sullivan
(June 1-October 31)
New Jersey
Ocean City/Cape May Cape May
(May 15-September 30)
Parsippany/Dover Morris; PicatinnyArsenal
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
Tarrytown/White Plains Westchester
North Carolina
Kill Devil/Duck/ Dare

Outer Banks
(May 1-September 30)

Pennsylvania

Philadelphia Philadelphia; city of Bala Cynwyd in Montgomery County
Rhode Island
Newport/Block Island Newport andVashington

(May 1-October 14)

South Carolina
Hilton Head Beaufort
(March 1-September 30)
Myrtle Beach Horry; Myrtle BeachAir Force Base

(May 1-September 30)
Utah
Park City Summit
(December 1-March 31)
Virginia
(For the cities oAlexandria, Fairfax, and Falls Church, and the countidglofgton, Fairfax, and Loudoun, see District of
Columbia)

Washington
Friday Harbor San Juan
(June 1-October 31)
Seattle King
Wyoming
Jackson Teton

(June 1-October 14)
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.04 Changes in high-cost localities sections 6.02 through 6.04 of this revenue .05 Application of the apmpriate 8§
The list of high-cost localities in sectionprocedure. 274(n) limitation on meal expenses| or
5.03 of this revenue procedure feifs .02 Federal per diem rate A receipt part of the amount of an expense deemed
from the list of high-cost localities in sec for lodging expenses is not required in desubstantiated under this revenue procedure
tion 5.03 of RevProc. 96-64.The fol termining the amount of expenses deemes subject to the appropriate limitation
lowing localities have been added to theubstantiated under section 4.01 or 5.Qdnder § 274(n) (see section 2.02 of this
list of high-cost localities: Napa, Califor of this revenue procedure. See sectioevenue procedure) on the deductibility of
nia; Lewes, Delaware; Naples, Floriday.01 of this revenue procedure for the refood and beverage expenses.

Baltimore, Maryland; HanoverNew quirement that the employee substantiate (1) When an amount for meal and inci
Hampshire; Parsippany/Dovedew Jer the time, place, and business purpose déntal expenses is computed pursuant to
sey; Tarrytown, NewYork; Kill Devil, the expense. section 4.03 of this revenue procedure,
North Carolina; Hilton Head, South Gar .03 Federal per diem or M&IE rateA the taxpayer must treat such amount as an
olina; Myrtle Beach, South Carolina; Fri payor is not required to reduce the Federakpense for food and beverages.

day Harboy Washington; and Seattle,per diem rate or the Federal M&IE rate (2) When a per diem allowance is paid
Washington. The portion of the year for for the locality of travel for meals pro only for meal and incidental expenses, the
which the following are high-cost locali vided in kind, provided the payor has aayor must treat an amount equal to the
ties has been changedspen, Colorado; reasonable belief that meal and incidentdésser of the allowance or the Federal
Key West, Florida; Saint Michaels, Mary expenses were or will be incurred by th&&IE rate for the locality of travel for
land; Marthas Vineyard, Massachusetts;employee. such day (or partial dagee section 6.04
Nantucket, Massachusetts; and Incline .04 Proration of the Federal per diem of this revenue procedure) as an expense
Village, Nevada.The following localities or M&IE rate. Pursuant to the Federalfor food and beverages.

have been removed from the list of highTravel Regulations, in determining the (3) When a per diem allowance is paid
cost localities: Phoenix/Scottsdaki- Federal per diem rate or the Federdbr lodging, meal, and incidental ex
zona; South Lak&ahoe, California; M&IE rate for the locality of travel, the penses, the payor must treat an amount
Yosemite National Park, California;full applicable Federal M&IE rate is avail equal to the Federal M&IE rate for the lo
Steamboat Springs, Colorado; Hyannisable for a full day of travel from 12:01 cality of travel for each calendar day (or
Massachusetts; Leland, Michigan; Macka.m. to 12:00 midnight. For purposes opartial day see section 6.04 of this rev
inac Island, Michigan; Stateline, Nevadagetermining the amount deemed substantnue procedure) the employee is away
Atlantic City, New Jersey; Sandusky ated under section 4 or 5 of this revenugom home as an expense for food and
Ohio; Chester/RadnoiPennsylvania; procedure with respect to partial days dbeverages. For purposes of the preceding
Bullfrog, Utah;Virginia Beach\Virginia; travel away from home, either of the-fol sentence, when a per diem allowance for
Wintergreen, Virginia; andWisconsin |owing methods may be used to prorat®dging, meal, and incidental expenses is
Dells, Wisconsin. the Federal M&IE rate to determine thepaid at a rate that is less than the Federal

.05 Specific limitation A payor that Federal per diem rate or the Federgler diem rate for the locality of travel for
uses the high-low substantiation methofig|E rate for the partial days of travel: such day (or partial dagee section 6.04
with respect to an employee must use that (1) Such rate may be prorated using thef this revenue procedure), the payor may
method for all amounts paid to that €mmethod prescribed by the FedeTahvel treat an amount equal to 40 percent of
ployee for travel away from home withinRegulations. Currently the FedeTahvel such allowance as the Federal M&IE rate
CONUS during the calendar yeaHow-  Regulations allow three-fourths of the-apfor the locality of travel for such day (or
ever with respect to that employee, thgjicable Federal M&IE rate for each par partial day see section 6.04 of this rev
payor may still reimburse actual expensegal day during which the employee orenue procedure).
or use the meals only per diem methode|f-employed individual is traveling .06 No double eimbursement or de
described in section 4.02 of this revenugyay from home in connection with theduction If a payor pays a per diem-al
procedure for any travel away from homeperformance of services as an employdewance in lieu of reimbursing actual-ex
and may use the per diem substantiatiqfy self-employed individual; or penses for lodging, meal, and incidental
method described in section 4.01 of this () sych rate may be prorated usingxpenses or for meal and incidentat ex
revenue procedure for any OCONUSny method that is consistently appliegenses in accordance with section 4 or 5
travel away from home. and in accordance with reasonable busbf this revenue procedure, any additional

ness practice. For example, if an-empayment with respect to such expenses is
SECTION 6. LIMITATIONS AND ployee travels away from home from Qreated as paid under a nonaccountable
SPECIAL RULES a.m. one day to 5 p.m. the next day plan, is included in the employsegross

.01 In general The Federal per diem method of proration that results in arincome, is reported as wages or other
rate and the Federal M&IE rate describedmount equal to 2 times the Federatompensation on the employsd~orm
in section 3.02 of this revenue procedurB&IE rate will be treated as being in-ac W-2, and is subject to withholding and
for the locality of travel will be applied in cordance with reasonable business prapayment of employment taxes. Similarly
the same manner as applied under thee (even though only 1 1/2 times thef an employee or self-employed individ
FederalTravel Regulations, 41 C.R. Federal M&IE rate would be allowedual computes the amount allowable as a
Part 301-7 (1996), except as provided innder the Federdlravel Regulations). deduction for meal and incidental -ex
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penses for travel away from home in acthe requirement of § 1.62—2(f)(2) with-re under the rules provided in section 4 or 5
cordance with section 4.03 or 4.04 of thispect to returning amounts in excess aff this revenue procedure if the employee
revenue procedure, no other deduction expenses if the employee is required to rsubstantiates the business travel expenses
allowed to the employee or self-employedurn within a reasonable period of time (asovered by the per diem allowance in ac
individual with respect to such expensedefined in § 1.62—-2(g)) any portion ofcordance with section 7.01 of this revenue
For example, assume an employee resuch an allowance that relates to days pfocedure. See 8§ 1.274-5T(f)(2)(ii). In
ceives a per diem allowance from a paydravel not substantiated, even though thaeddition, the excess portion of the al
for lodging, meal, and incidental expensearrangement does not require the-enlowance is treated as paid under a nenac
or for meal and incidental expenses inployee to return the portion of such an alcountable plan, is reported as wages or
curred while traveling away from home.lowance that relates to days of travel-sutbther compensation on the employee’
During that trip, the employee pays forstantiated and that exceeds the amount Bbrm W-2, and is subject to withholding
dinner for the employee and two businesthe employee expenses deemed substarand payment of employment taxes. See §
associates.The payor reimburses as diated. For example, assume a payor prd.62-2(c)(3)(ii), (c)(5), and (h)(2)(i)(B).
business entertainment meal expense thigles an employee an advance per diem 05 |f the amount of the expenses that is
meal expense for the employee and thellowance for meal and incidental €x deemed substantiated under the rules pro
two business associates. Because tipenses of $200, based on an anticipated/Rled in section 4.01, 4.02, or 5 of this
payor also pays a per diem allowance tdays of business travel at $40 per day toravenue procedure is less than the amount
cover the cost of the employeeheals, locality for which the Federal M&IE rate of the employee’ business expenses for
the amount paid by the payor for the-emis $34, and the employee substantiatestdavel away from home, the employee
ployees portion of the business entertainfull days of business travelThe require  may claim an itemized deduction for the
ment meal expense is treated as pardent to return excess amounts will b@mount by which the business travet ex
under a nonaccountable plan, is reportedeated as satisfied if the employee is reyenses exceed the amount that is deemed
as wages or other compensation on tteiired to return within a reasonable- pesybstantiated, provided the employee-sub
employees FormW-2, and is subject to riod of time (as defined in § 1.62-2(g))stantiates all the business travel expenses,
withholding and payment of employmenthe portion of the allowance that is attribincludes on Form 2106, Employee Busi
taxes. utable to the 2 unsubstantiated days @fess Expenses, the deemed substantiated
.07 Related paties. Sections 4.01, travel ($80), even though the employee igortion of the per diem allowance-re
4.02, 4.04 (to the extent it relates to-semot required to return the portion of the alcejved from the payorand includes in
tion 4.02), and 5 of this revenue precelowance ($18) that exceeds the amount gfross income the portion (if any) of the
dure will not apply in any case in whichthe employee expenses deemed substarper diem allowance received from the
a payor and an employee are relatetthted under section 4.02 of this revenupayor that exceeds the amount deemed
within the meaning of § 267(b), but forprocedure ($102) for the 3 substantiategubstantiated. See § 1.274-5T(f)(2)(iii).
this purpose the percentage of ownershiays of travel. Howevethe $18 excess However for purposes of claiming this
interest referred to in § 267(b)(2) shalportion of the allowance is treated as paiflemized deduction with respect to meal

be 10 percent. under a nonaccountable plan as discussgfd incidental expenses, substantiation of
in section 7.04 of this revenue procedurethe amount of the expenses is not required
SECTION 7. APPLICATION .03 An employee is not required to-in if the employee is claiming a deduction

.01 If the amount of travel expenses i§lude in gross income the portion of a pethat is equal to or less than the amount
deemed substantiated under the rules prdiem allowance received from a payocomputed under section 4.03 of this-rev
vided in section 4 or 5 of this revenue prothat is less than or equal to the amournue procedure minus the amount deemed
cedure, and the employee actually sulsleemed substantiated under the rules preubstantiated under sections 4.02 and 7.01
stantiates to the payor the elements &fided in section 4 or 5 of this revenueof this revenue procedureThe itemized
time, place, and business purpose of tH&ocedure if the employee substantiategeduction is subject to the appropriate
travel expenses in accordance with pardhe business travel expenses covered liynitation (see section 2.02 of this rev
graphs (b)(2) (travel away from home}he per diem allowance in accordancenue procedure) on meal and entertain
and (c) (other than subparagrapMith section 7.01 of this revenue precement expenses provided in § 274(n) and
(2)(iii)(A) thereof) of § 1.274-5Tthe em dure. See 8§ 1.274-5T(f)(2)()). In addithe 2-percent floor on miscellaneous
ployee is deemed to satisfy the adequat®n, such portion of the allowance isitemized deductions provided in § 67.
accounting requirements of § 1.274-5T(fjreated as paid under an accountable plan, 06 An employee who does not receive
as well as the requirement to substantiat® not reported as wages or other compeg per diem allowance for meal and inci
by adequate records or otherfgiént ey sation on the employeeFormW-2, and dental expenses may deduct an amount
idence for purposes of § 1.274-5T(c)is exempt from the withholding and pay computed pursuant to section 4.03 of this
See § 1.62-2(e)(1) for the rule that ament of employment taxes. Segevenue procedure only as an itemized de
arrangement must require business e 1.62-2(c)(2) and (c)(4). duction. This itemized deduction is sub
penses to be substantiated to the payor.04 An employee is required to includeject to the appropriate limitation (see sec
within a reasonable period of time. in gross income only the portion of the petion 2.02 of this revenue procedure) on

.02An arrangement providing per diemdiem allowance received from a payor thaneal and entertainment expenses-pro
allowances will be treated as satisfyingxceeds the amount deemed substantiateided in § 274(n) and the 2-percent floor
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on miscellaneous itemized deductionployee does not return the portion of theespect to lodging, meal, and incidental
provided in § 67. allowance that relates to those dayexpenses or with respect to meal and-inci
.07 A self-employed individual may within a reasonable period of time, thalental expenses paid or incurred for travel
deduct an amount computed pursuant foortion of the allowance that relates tavhile away from home on or after Janu
section 4.03 of this revenue procedure ithose days is subject to withholding anary 1, 1998, and, for purposes of comput
determining adjusted gross income undgrayment of employment taxes no lateing the amount allowable as a deduction,
§ 62(a)(1). This deduction is subject tothan the first payroll period following for meal and incidental expenses paid or
the appropriate limitation (see sectiorthe end of the reasonable period. Sedacurred by an employee or self-em

2.02 of this revenue procedure) on med 1.62-2(h)(2)(i)(A). ployed individual for travel while away
and entertainment expenses provided in .04 In the case of a per diem allowanc&om home on or after January 1, 1998.
8§ 274(n). only for meal and incidental expenses for

.08 If a payors reimbursement or othertravel away from home paid to an emPRAFTING INFORMATION
expense allowance arrangement-evployee in the transportation industry by a The principal author of this revenue
dences a pattern of abuse of the rules phyor that uses the rule in section 4.04(J}ocedure is Edwin B. Cleverdon of the
§ 62(c) and the regulations thereunadr of this revenue procedure, the excess @ftfice of Assistant Chief Counsel @n
payments under the arrangement will beéhe per diem allowance paid for the periodymeTax andAccounting). For further
treated as made under a nonaccountakdeer the amount deemed substantiated fQ{t) mation regarding this revenue prece
plan. Thus, such payments are includeche period under section 4.02 of thistevyre contact MrCleverdon on (202)
in the employee gross income, are-re enue procedure (after applying sectiogzz_d’fgzo (not a toll-free call).
ported as wages or other compensation @n04(3) of this revenue procedure), is-sub
the employee FormW-2, and are subject ject to withholding and payment of em _ o
to withholding and payment of employ ployment taxes no later than the first pay, EIS%FEa??lég?:tzibri( é%rgs gggl'f]i"ggf;fé
ment taxes. See § 1.62-2(c)(3), (c)(5)oll period following the payroll period in 1.6061-1) B '
and (h)(2). which the excess is computed. See

§ 1.62-2(h)(2)(i)(B)(4).

SECTION 8. WITHHOLDING AND .05 For example, assume that an-enRev. Proc. 97-60
PAYMENT OF EMPLOYMENT ployer pays an employee a per diem al
TAXES. lowance to cover business expenses for CONTENTS

meals and lodging for travel away from
.01 The portion of a per diem al home at a rate of 120 percent of the FePECTION 1 PURPOSE
lowance, if anythat relates to the days oferal per diem rate for the localities te>=CTION 2 BACKGROUND AND

business travel substantiated and that eyhich the employee travelsThe em CHANGES

ceeds the amount deemed substantiatgghyer does not require the employee t§ECTION 3 ELECTRONIC FILING

for those days under section 4.01, 4.02, @&turn the 20 percent by which the reim PARTICIPANTS—DEFF

5 of this revenue procedure is subject tgursement for those expenses exceeds the NITIONS

withholding and payment of employmentrederal per diem ratélhe employee sub SECTION 4 = ACCEPTANCE IN THE

taxes. See § 1.62-2(h)(2)(i)(B). stantiates 6 days of travel away from FORM 1040 ELECG
.02 In the case of a per diem allowancRome: 2 days in a locality in which the TRONIC FILING PRO

paid as a reimbursement, the excess deederal per diem rate is $100 and 4 days GRAM

scribed in section 8.01 of this revenugn a locality in which the Federal per diemPECTION S RESPONSIBILITIES OF

procedure is subject to withholding andate is $125. The employer reimburses AN ELECTRONIC

payment of employment taxes in the paythe employee $840 for the 6 days of travel FILER

roll period in which the payor reimbursesaway from home ( (120%x $100)+4 SECTION 6 PENALTIES
the expenses for the days of travel -sulx (1209% x $125)), and does not requireSECTION 7 FORM 8453, U.S. INDI

stantiated. See § 1.62-2(h)(2)()B)(  the employee to return the excess payment VIDUAL INCOME TAX
.03 In the case of a per diem allowancgf $140 ((2 days< $20 ($120-$100)- 4 DECLARATION FOR
paid as an advance, the excess describggls x $25 ($150-$125)For the payroll ELECTRONIC FILING
in section 8.01 of this revenue procedurgeriod in which the employer reimbursesECTION 8  INFORMATION AN
is subject to withholding and payment othe expenses, the employer must withhold ELECTRONIC FILER
employment taxes no later than the firsing pay employment taxes on $140. See MUST PROVIDE TO
payroll period following the payroll pe section 8.02 of this revenue procedure. THE TAXPAYER
riod in which the days of travel with+e SECTION 9 DIRECT DEPOSITOF
spect to which the advance was paid atl§ECTION 9. EFFECT ON OTHER REFUNDS
substantiated. See § 1.62-2(h)(2)(\poCUMENTS SECTION 10 REFUND ANTICIPA-
(B)(3). If some or all of the days of TION LOANS
travel with respect to which the advance Rev Proc. 96—64 is hereby supersedeSECTION I BALANCE DUE RE-
was paid are not substantiated within or per diem allowances paid to an-em TURNS

reasonable period of time and the-enployee on or after January 1, 1998, witlSECTION 12 ADVERTISING STAN-
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DARDS FOR ELEG form specified in 26 CFR Part 1 (IncomeC.B. 401. The updates include changes in
TRONIC FILERSAND Tax), subject to the conditions, limita the Form 1040 ELF Program, clarifica
FINANCIAL INSTITU- tions, and special rules governing théion of prior Form 1040 ELF Program

TIONS preparation, execution, filing, and correcstatements, and additional guidance de

SECTION 13 MONITORING AND tion thereof as the Commissioner mayived from other Service documents that
SUSPENSION OFAN deem appropriate. relate to the Form 1040 ELF Program.
ELECTRONIC FILER .02 For purposes of this revenue proSome of the updates are:

SECTION 14 ADMINISTRATIVE RE- cedure, an electronically filed Form (1) additional fingerprint cards are not
VIEW PROCESS FOR 1040, Form 1040A, or Form 1040EZ is aequired for an application to operate an
DENIAL OF composite return consisting of electronielectronic filing business at a new leca
PARTICIPATION IN cally transmitted data and certain papeion (section 4.02(4));
THE FORM 1040 ELEE documents.The paper portion of the+e  (2) the application period for the Form
TRONIC FILING PRO turn consists of Form 8453, U.S. Individ 1040 ELF Program runs from September
GRAM ual IncomeTax Declaration for Elec 2, 1997, through December 1, 1997 (sec

SECTION 15 ADMINISTRATIVE RE- tronic Filing, and other paper documentsion 4.05(1));
VIEW PROCESS FOR that cannot be electronically transmitted. (3) a proof of sale must be attached to
SUSPENSION FROM Form 8453 must be received by the-Sean application from the purchaser of an
THE FORM 1040 ELEE vice before the composite return is eonexisting Electronic Filer (section 4.05(2));
TRONIC FILING PRO sidered filed (see section 5.08 of this-rev (4) all applications for the Form 1040
GRAM enue procedure).The composite return ELF Program must be sent to thedover

SECTION 16 VITA AND TCE SPON must contain the same information that &ervice Center (sections 4.07 and 5.07);
SORED ELECTRONIC return filed completely on paper contains. (5) the definition of Responsible Df

FILING See section 7 of this revenue procedum@al is clarified to reflect that a Responsi
SECTION 17 EMPLOYER SPON for procedures for completing Formble Oficial may also be a Principal (sec

SORED ELECTRONIC 8453. tion 4.11));

FILING .03 The Service will periodically issue (6) an individual who is an attorney
SECTION 18 EFFECT ON OTHER Publication 1345, Handbook for Elec may submit evidence of professional-sta

DOCUMENTS tronic Filers of Individual Incom&ax tus in lieu of a fingerprint card provided
SECTION 19 EFFECTIVE DATE Returns, that lists the forms and schedhe individual is not currently under sus

SECTION 20 INTERNAL REVENUE ules associated with the Form 1040 seriggension or disbarment from practice- be
SERVICE OFFICE that can be electronically transmitted.  fore the Service or the bar of the highest

CONTACT .04 For the purposes of the Form 1040ourt of any State, Commonwealth, pos
SECTION 21 PAPERNORK REDUG ELF Program, a 1997 Form 1040, Fornsession, territoryor the District of Ce
TIONACT 1040A, or Form 1040EZ cannot be eleclumbia (section 4.13(1));

tronically filed after October 15, 1998, (7) an individual who is a certified pub
SECTION 1. PURPOSE notwithstanding the fact that the taxpayelic accountant may submit evidence of

This revenue procedure informs thosbas been granted an extension to file-a rprofessional status in lieu of a fingerprint
who participate in the Form 1040 Electurn beyond that date. card provided the individual is not eur
tronic Filing (ELF) Program of their .05 An amended tax return cannot be&ently under suspension or disbarment
obligations to the Internal Revenue Serelectronically filed under the Form 1040from practice before the Service, or
vice, taxpayers, and other participantsELF Program. A taxpayer must file an whose license to practice is not currently
The following returns can be filed underamended tax return on paper in accosuspended or revoked by any State, €om
the Form 1040 ELF Program: (1) 199®fance with the instructions for Formmonwealth, possession, territpryr the
Form 1040 and 1997 Form 1040A, U.S1040X,Amended U.S. Individual Income District of Columbia (section 4.13(2));
Individual IncomeTax Return; and (2) Tax Return. (8) timely notification that an Elec
1997 Form 1040EZ, Incom&ax Return .06 A tax return that has a foreign-adtronic Filer has discontinued participation
for Single and Joint Filergvith No De  dress for the taxpayer cannot be electronin the Form 1040 ELF Program must be
pendents. This revenue procedure up cally filed under the Form 1040 ELF Pro sent to theAndover Service Center (sec
dates and supersedes Revoc. 96-61, gram. Army/Air Force (APO) and Fleet tion 5.07);

1996-2 C.B. 401. (FPO) post dfces are not considered for  (9) the complete paper copy of the re

eign addresses. turn furnished to the taxpayer need net in
SECTION 2. BACKGROUNDAND .07 A tax return for a decedent cannotlude the social security number of the
CHANGES be electronically filed under the Formpaid preparer (section 8.01);

01 Section 1.6012—5 of the Income-040 ELF Program.The decedens (10) a printout of the electronic portion
Tax Regulations provides that the GomSPOUSe or personal representative musf the return does not have to be provided
missioner may authorize the use, at thile a paper tax return for the decedent. to the taxpayer if the taxpayer pr(_)vid_gd a
option of a person required to make a re .08 This revenue procedure updatesompletgd tax re_turn for electronlc_flllng
turn, of a composite return in lieu of any’ind supersedes Re®roc. 96—61, 1996—2 and the information on the electronic por
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tion of the return is identical to the infor a Transmittey Software Developeror inthe Form 1040 ELF Program and wants
mation on the completed tax return (secService Bureau depending on the fundo operate an electronic filing business at
tion 8.01); and tion(s) performed. an additional location (except that an in
(11) theAndover Service Center is the .04 An Electronic Filer may have adividual listed on the Electronic Filer
office responsible for accepting or reject“Drop-Off Collection Point(s).” The ae application who has previously submitted
ing an application to participate in thetivity at a Drop-Of Collection Point is a fingerprint card does not need to submit
Form 1040 ELF Program (sections 14.08mited solely to receiving a return or-re an additional fingerprint card).
through 14.07). turn information that a taxpayer wants to .03 To participate in the Form 1040
have electronically filed and collecting aELF Program, an Electronic Filer in the
fee for electronically filing that return. most recent Form 1040 ELF Program
Return preparation activity may not bemust submit a revised Form 8633, signed
.01 After acceptance into the Formconducted at a Drop-©C€ollection Point. by all “Principals” and the “Responsible
1040 ELF Program, as described in_segeturn preparation activity.includes, buOfficial” (as described in sections 4.09
tion 4 of this revenue procedure, a partidS not limited to, comparing amountsthrough 4.12 of this revenue procedure),
ipant is referred to as an “Electronidisted on Form 8453 with those on thevith completed fingerprint cards for the
Filer” paper return or return information pro appropriate individuals, if:
.02 The Electronic Filer categories are¥/ded by @ taxpayer and verifying routing (1) the Electronic Filer functioned
(1) ELECTRONIC RETURN ORIG|I nNumbers and account numbers used fgolely as a Software Developer during the
NATOR. An “Electronic Return Origina diréct deposit of refunds. Return preparanost recent Form 1040 ELF Program and
tor" (ERO) is: (a) an “Electronic Retyurntion activity does not include coII_ectlng aintends to functior_1 as an ERO, Service
Preparer” who prepares tax returns, infee for electronic fI.|Ing or ensuring thatBureau, orTransmitter during the Form
cluding Forms 8453, for taxpayers whdhe taxpayer has signed Form 8458n 1040 ELF Program;
intend to have their returns electronicall)ﬁl‘?Ctron'C Filer need not have an owner (2) there is an additional Principal,
filed; and/or (b) an “Electronic ReturnS1iP interest in the Drop-©follection - such as a partner or a corporatéicef,
Collector” who accepts completed tax reP 9Nt that must be listed on Form 8633, line 8,

turns, including Forms 8453, from tax sEcTION 4 ACCEPTANCE IN THE “Principals ofYour Firm or Oganiza

SECTION 3. ELECTRONIC FILING
PARTICIPANTS—DEFINITIONS

payers who intend to have their returgorRM 1040 ELECTRONIC FILING tion”;
electronically filed. PROGRAM (3) there is a Principal listed on Form
(2) SER/ICE BUREAU. A “Service 8633, line 8, that should be deleted; or

Bureau” receives tax return information .01 Except as provided in sections 4.02 (4) the Responsible ®¢ial on Form
on any media from an ERO, formats théhrough 4.04 of this revenue procedure633, line 9 changes.
return information, and either forwardsan Electronic Filer that actively partici .04 Except as provided in section 4.03
the return information to @ransmitter or pated in the most recent Form 1040 ELPf this revenue procedure, to participate
sends back the return information to th€rogram does not have to reapply to-pain the Form 1040 ELF Program, an Elec
ERO. A Service Bureau may send Formgicipate in the Form 1040 ELF Programtronic Filer in the most recent Form 1040
8453 to the appropriate service center However an Electronic Filer that intendsELF Program must submit either & re
(3) SOFTWARE DEVELOPER. A to participate as dransmitter or a Soft vised Form 8633, or a letter containing
“Software Developer” develops softwarevare Developer in the Form 1040 ELRhe same information contained in a re
for the purposes of (a) formatting return®rogram must first successfully completgised Form 8633, if any information on
according to the Service’electronic re the testing referred to in section 4.08 ofhe Electronic File's Form 8633 has
turn specifications; and/or (b) transmit this revenue procedure. In addition, sechanged. A revised Form 8633 or letter
ting electronic returns directly to the Sertion 4.15 of this revenue procedure prosubmitted under this section should in
vice. A Software Developer may also sellvides for the Servicg’issuance of creden clude only the information requested on
its software. tials necessary for participation in thdines 1a through 1i of Form 8633 and the
(4) TRANSMITTER. A “Transmitter” Form 1040 ELF Program. information being revisedA Principal or
transmits the electronic portion of a return .02 Applicants and Electronic Filersa Responsible @¢tial must sign the re
directly to the ServiceAn entity that pre  must file a new Form 8633pplication Vised Form 8633 or the letter
vides a “bump-up” service isEansmit to Participate in the Electronic Filing Pro .05 Applicants and Electronic Filers
ter. A bump-up service provider increasegram, with completed fingerprint cardsdescribed in section 4.02 of this revenue

the transmission rate or line speed of foifor the appropriate individuals, if: procedure must submit new applications
matted or reformatted information that is (1) the applicant has never participatewithin the following time periods:
being sent to the Service via a publiin the Form 1040 ELF Program; (1) except as provided in section

switched telephone networKhe Service  (2) the applicant has previously beed.05(2) of this revenue procedure, the ap
accepts both asynchronous and bisymenied participation in the Form 104(lication period runs from September 2,
chronous communications protocols. ELF Program; 1997, through December 1, 1997; and
.03 The Electronic Filer categories are (3) the applicant has been suspended (2) if an applicant purchases an existing
not mutually exclusive. For example, arfrom the Form 1040 ELF Program; or  Electronic Filets business on or after No
ERO can, at the same time, be considered(4) the Electronic Filer is participatingvember 1, 1997, a new application with
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proof of sale attached must be submittedn individual authorized to act for themonwealth, possession, territoryor the
within 30 days after the date of the purpartnership in legal and/or tax matters (dDistrict of Columbia;
chase. least one such individual must be listed on (2) a certified public accountant who is
.06 Revised applications described ifrorm 8633). duly qualified to practice as a certified
sections 4.03 and 4.04 of this revenue (3) Corporation. The Presidentyice- public accountant in any State, Common
procedure must be submitted within 3@President, SecretargndTreasurer of the wealth, possession, territgrgr the Dis
days of the change(s) reflected on the reorporation are each a Principal of therict of Columbia, and is not currently
vised Form 8633 or in the letter corporation. under suspension or disbarment from
.07 Applicants and Electronic Filers (4) Other The Principal for a feprofit practice before the Service or whose li
described in sections 4.02 through 4.04 antity that is not a sole proprietorshipcense to practice is not currently sus
this revenue procedure must file Fornpartnership, or corporation, is an individ pended or revoked by any State, Gom
8633 (or a letter as provided in sectiomal authorized to act for the entity in legamonwealth, possession, territpryr the
4.04 of this revenue procedure) with th@nd/or tax matters (at least one such-indDistrict of Columbia;
Andover Service Center vidual must be listed on Form 8633). (3) an enrolled agent pursuant to part
.08 Applicants and Electronic Filers .11 A Responsible Qicial is the indi 10 of 31 C.FR. SubtitleA;
described in sections 4.01 through 4.04 ofidual who oversees the daily operations (4) an oficer of a publicly held corpo
this revenue procedure that intend to-paof an Electronic Filés ofice. A Respon ration; or
ticipate as dransmitter or a Software Pe sible Oficial may also be a PrincipalAs (5) a banking dfcial who is bonded
veloper in the Form 1040 ELF Programset forth in section 4.12 of this revenuand has been fingerprinted within the last
must first successfully complete the necprocedure, a Responsiblefofal may be two years.

essary testing at the appropriate servigesponsible for more than ondicé. .14 If an Electronic Filer has a foreign

center(s). .12 The Responsible @tial cate |ocation, the stateside contact representa
.09 Each individual listed as a Princigories are: tive will receive all Service correspon

pal or a Responsible @fial must: (1) TIER | RESPONSIBLE OFFI dence for the foreign location relating to

(1) be a United States citizen or arCIAL. A *Tier | Responsible @itial” is the Form 1040 ELF Program.
alien lawfully admitted for permanent res a Responsible @€ial who does not meet .15 The Service will issue credentials
idence as described in 8 U.S.C.1®1(a) the definition of a “Ter Il Responsible to eligible applicants for the Form 1040

(20) (1994); Official.” A Tier | Responsible @itial ELF Program, as well as Electronic -Fil
(2) have attained the age of 21 as of thehould be able to visit on a daily basigrs that do not have to reapply pursuant
date of application; each ofice for which he or she is listed asto section 4.01, 4.03, or 4.04 of this rev

(3) submit with Form 8633 one stana Responsible @tial. A Tier | Respon enue procedure (provided they have first
dard fingerprint card with a full set of fin sible Oficial may be listed on a maxi satisfactorily completed the testing-de
gerprints taken by a law enforcemeninum of ten applications (Forms 8633). scribed in section 4.08 of this revenue
agencyexcept as provided in section 4.13 (2) TIER |l RESPONSIBLE OFFl procedure if they intend to participate as
of this revenue procedure; CIAL. A*“Tier Il Responsible Gitial” is a Transmitter or Software Developer).

(4) pass a suitability check that-in an individual who has participated in theNo one may participate in the Form 1040
cludes a credit check, a tax compliancBorm 1040 ELF Program as a RespenstLF Program without the following cre
check, and a fingerprint check; and ble Oficial during at least the two mostdentials:

(5) meet any applicable state and locakcent filing seasons and who has never (1) a letter of acceptance into the Form
licensing and/or bonding requirements ifeen suspended from participation in th@040 ELF Program;
connection with the preparation of tax reForm 1040 ELF ProgramA Tier Il Re (2) an Electronic Filing Identification
turns and the collection of prepared responsible Cfficial should be able to visit Number (EFIN) or a Service Bureau lden
turns that taxpayers intend to have eleon a daily basis any fa€e for which he or tification Number (SBIN);
tronically filed. Howeverif the state and she is listed as a Responsibldi@l. A (3) if appropriate, an Electronitrans
local licensing and/or bonding require Tier Il Responsible Gicial may be listed mitter Identification Number (ETIN); and
ments apply to a business entitye indi  on a maximum of twenty applications (4) if appropriate, a Collection Point

vidual(s) must demonstrate that the bus{Forms 8633). Identification Number (CPIN).

ness entity meets the requirements. .13 An individual may choose to sub .16 The Service will not issue a letter
.10 A Principal for a firm or aganiza mit evidence of the individua’profes of acceptance to participate in the Form

tion includes the following: sional status in lieu of a standard fingerl040 ELF Program to an ERO if the Ser
(1) Sole ProprietorshipThe sole pre print card if the individual is: vice did not receive and accept during the

prietor is the Principal for a sole propri (1) an attorney in good standing of thenost recent Form 1040 ELF Program any

etorship. bar of the highest court of any Stateelectronically filed returns containing the

(2) Partnership. Each partner who haSommonwealth, possession, territorgr ERO’s EFIN. In addition, an ERO may
a 5 percent or more interest in the partnethe District of Columbia, and is not eur be dropped from the Form 1040 ELF Pro
ship is a Principal of the partnership. Ifently under suspension or disbarmergram if the Service does not receive and
no partner has at least a 5 percent or mai®m practice before the Service or the baaccept prior tApril 15, 1998, any elec
interest in the partnership, the Principal isf the highest court of any State, Comtronically filed returns containing the
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ERO’s EFIN. In either case, the Servicgpate in the Form 1040 ELF Program (see .04 If the taxpayés address on a Form
will notify the ERO that it has beensection 13.10 of this revenue procedural-2, Wage andlax Statement, Foriw-
dropped from the Form 1040 ELF Proor that is suspended from participating i2G, Statement for Recipients of Certain
gram and explain what steps the ER@e Form 1040 ELF Program (see sectioBamblingWinnings, Form 1099-R, Dis
needs to take for future participation inL3.11 of this revenue procedure}his in-  tributions From Pensiongnnuities, Re
the program. cludes any individual whose actions retirement or Profit-Sharing Plans, IRAs,

.17 If an Electronic Filer is a Softwaresulted in the rejection or suspension of lnsurance Contracts, etc., Form 1040,
Developer that performs no other functiorzorporation or a partnership from theSchedule C, Profit or Loss From Business
in the Form 1040 ELF Program but softForm 1040 ELF Program; or (Sole Proprietorship), or Form 1040,
ware development, no Principal or-Re (12) knowingly and directly or indi Schedule C-EZ, Profit or Loss From
sponsible Cfcial needs to pass a suitabil rectly accepting employment as an assodBusiness - Shoiersion, or any other tax
ity check. ate, correspondent, or as a subagent frofioym is different than the taxpayerad

.18 If an Electronic Filer will have aor sharing fees with, any firm, gainiza dress in the entity section of the electronic
Drop-Off Collection Point(s) (as definedtion, or individual that is prohibited from portion of the taxpayés Form 1040, the
in section 3.04 of this revenue procedurehpplying to participate in the Form 104CERO or the Service Bureau must input for
an Electronic Filer must submit a FOrmELF Program (see section 13.10 of thisransmission to the Service those ad
8633 that lists each Drop-DC€ollection revenue procedure) or that is suspendetiesses that dir from the taxpayés ad
Point. By listing a Drop-QfCollection from participating in the Form 1040 ELFdress on the electronic portion of the-tax
Point on Form 8633, an Electronic FilelProgram (see section 13.bf this rev payets Form 1040.
becomes a “parent” in relation to a liste&nue procedure)This includes any indi .05 If an Electronic Filer chges a fee
Drop-Off Collection Point. vidual whose actions resulted in the rejedor the electronic transmission of a tax re

.19 The Service may reject an apphication or suspension of a corporation or @urn, the fee may not be based on a per
tion to participate in the Form 1040 ELFpartnership from the Form 1040 ELF Procentage of the refund amount or any other

Program for the following reasons (thiggram. amount from the tax returnAn Elec
list is not all-inclusive). These reasons tronic Filer may not chge a separate fee
apply to any firm, ayanization, Principal, SECTION 5. RESPONSIBILITIES OF = ¢, ;0 Deposit. See section 9 of this
or Responsible Qitial listed on Form AN ELECTRONIC FILER revenue procedure.

8633 .01 To ensure that complete returns are -06 An Electronic Filer must submit a

(1) conviction of any criminal énse 5.\ rately and &tiently filed, an Elee revised Form 8633 (or a letter as provided
under the revenue laws of the Unitedy,nic Filer must comply with all publiea in Section 4.04 of this revenue procedure)
States, or of any t#nse involving dis  {jong and notices of the Service relating t& theAndover Service Center within 30

honesty or breach of trust; electronic filing. Currentlythese publi days of when any of the conditions or
(2) failure to file timely and accurate 4tions and notices include: changes described in section 4.03 or 4.04
tax returns, including returns indicating (1) Publication 1345, Handbook forof this revenue procedure occuBee sec
that no tax is due; Electronic Filers of Individual Income tion 4.06 of this revenue procedure.
(3) failure to timely pay any tax liabili 15y Returns, and Publication 1345A, .07 An Electronic Filer must notify the
ties; Handbook for Electronic Filers of Indi Andover Service Center within 30 days of

(4) assessment of tax penaltiesyigyal IncomeTax Returns (Supplement); discontinuing its participation in the Form
(5) suspension/disbarment from practice (2) pyplication 1346, Electronic Returnl040 ELF Program.This does not pre
before the Service; File Specifications and Record Layoutslude reapplication in the future.

(6) disreputable conduct or other factgor |ndividual IncomeTax Returns: .08 An Electronic Filer must ensure
that would reflect adversely on the Form (3) Publication 1436Test Package for that it promptly processes returns submit
1040 ELF Program; Electronic Filing of Individual Income ted to it for electronic filing. See sections

(7) misrepresentation on an applicaTtax Returns: and 5.14, 5.15, 5.16, and 7.01 of this revenue
tion; (4) Postings to the Electronic Filingprocedure. Howevean Electronic Filer

(8) suspension or rejection from thesystem Bulletin Board (EFS Bulletinthat receives a return for electronic filing
program in a prior year; Board). on or before the due date of the return

(9) unethical practices in return prepa .02 An Electronic Filer must maintain must ensure that the electronic return is
ration; a high degree of integritycompliance, filed on or before that due date (including

(10) stockpiling returns prior tofifial ~ and accuracy extensions).An electronic return is not
acceptance into the Form 1040 ELFPro .03 An Electronic Filer may accept-re considered filed until the electronic por
gram (see section 5.14 of this revenuturns for electronic filing only from tax tion of the tax return has been acknowl
procedure); payers, from Drop-GfCollection Points edged by the Service as accepted for pro

(11) knowingly and directly or indi as listed on the Electronic FilsrForm cessing and a completed and signed Form
rectly employing or accepting assistanc8633 (see section 4.18 of this revenu&453 has been received by the Service.
from any firm, oganization, or individual procedure), or from another ElectronidHowever if the electronic portion of a re
that is prohibited from applying to partici Filer. turn is successfully transmitted on or
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shortly before the due date and the Elepaid preparer signed Form 8453. If Formvaiting more than three calendar days to
tronic Filer complies with section 7.01 0f8453 is not signed by the paid preparetransmit a return to the Service after re
this revenue procedure, the return will béhe ERO must attach to Form 8453 a copgeiving the information necessary for an
deemed timely filed. If the electronicof pages 1 and 2 of the Form 1040EZglectronic transmission of a tax return.
portion of a return is transmitted on of~orm 1040A, or Form 1040 signed by the .15 An Electronic Filer who partiei
shortly before the due date and is ultipaid preparer These copies must bepates as a Service Bureau must:

mately rejected, but the Electronic Filemarked “COPYDO NOT PROCESS” to (1) deliver all electronic returns to a
and the taxpayer comply with sectiorprevent duplicate filings. Transmitter or to the ERO who gave the
5.13 of this revenue procedure, the return .12 An ERO must ensure against thelectronic returns to the Service Bureau
will be deemed timely filed. For a bal unauthorized use of its EFIN and, if-apwithin three calendar days of receipt;
ance due return, see sectidndt this rev  plicable, the CPIN(s) issued to its Drop- (2) retrieve the acknowledgement file
enue procedure for instructions on how t@ff Collection Point(s). An ERO must from theTransmitter within one calendar
make a timely payment of tax. not transfer its EFIN or the CPIN(s) of itsday of receipt by th&ransmitter;

.09 An Electronic Filer that functions Drop-Off Collection Point(s) by sale, (3) send the acknowledgement file to
as an ERO must: meuger, loan, gift, or otherwise to anotherthe ERO (whether related or not) within
(1) comply with the procedures forentity. one work day of retrieving the acknoewl

completing and securing Forms 8453 de .13 If the Service rejects the electroniedgement file;
scribed in section 7 of this revenue proceportion of a taxpayes return (the Ser  (4) if the Service Bureau processes
dure; vice states whether it accepts or rejectSorms 8453, send back to the ERO any
(2) comply with the procedures de the electronic portion of a taxpayemre return and Form 8453 that needs cofrec
scribed in sectionllof this revenue pro turn in an “acknowledgment file”), andtion, unless the correction is described in
cedure for handling a balance due returnthe reason for the rejection cannot be resection 6.02(3) of this revenue procedure;
(3) while returns are being filed by thetified by the actions described in section (5) accept tax return information only
ERO, retain and make available to thé.02(3) of this revenue procedure, th&om Electronic Filers;
Service upon request the following materERO, within 24 hours of receiving there  (6) include its SBIN and the ER®’
ial at the business address from which jection, must take reasonable steps to ifEFIN with all return information the Ser
return was accepted for electronic filing: form the taxpayer that the taxpalsgere vice Bureau forwards to @ransmitter or
(a) a copy of the signed Form 8453 anturn has not been filedWhen the ERO sends back to an ERO;
paper copies of Form&/—2, W-2G, and advises the taxpayer that the taxpayer (7) retain each acknowledgement file
1099-R; return has not been filed, the ERO museceived from aransmitter until the end
(b) a complete copy of the electroniqrovide the taxpayer with the rejectof the calendar year in which the elec
portion of the return (may be retained orode(s), an explanation of the rejectronic return was filed;
magnetic media) that can be readily andode(s), and the sequence number of each(8) if requested, serve as a contact point
accurately converted into an electroniceject code(s). If the taxpayer chooselsetween its client EROs and the Service;
transmission that the Service can processot to have the electronic portion of the (9) if requested, provide the Service
and return corrected and transmitted to thwith a list of each client ERO; and
(c) the acknowledgement file receivedservice, or if the electronic portion of the (10) ensure against the unauthorized
from the Service or from a third partyreturn cannot be accepted for processingse of its SBIN.A Service Bureau must

Transmitter; and by the Service, the taxpayer must file aot transfer its SBIN by sale, ngar,
(4) retain until the end of the calendapaper return by the later of: loan, gift, or otherwise to another entity
year in which a return was filed, and (1) the due date of the return; or .16 An Electronic Filer who partiei

make available to the Service upon re (2) ten calendar days after the date thgates as &ransmitter must:
qguest the materials described in sectioBervice gives notification that the elec (1) transmit all electronic returns
5.09(3) of this revenue procedure at eitronic portion of the return is rejected owithin three calendar days of receipt;
ther the business address from which that the electronic portion of the return (2) retrieve the acknowledgement file
return was electronically filed or from thecannot be accepted for processing. within two work days of transmission;
contact representative named on Form The paper return should include art ex (3) match the acknowledgement file to
8633. planation of why the return is being filedthe original transmission file and send the
.10An ERO who is the paid preparer ofafter the due date. acknowledgement file to the ERO or the
an electronic tax return must also retain .14 An ERO is responsible for ensuringService Bureau (whether or not the ERO
for the prescribed amount of time the-mathat stockpiling does not occur at its ofor the Service Bureau are related to the
terials described in § 1.6107-1(b) that aréce(s) or Drop-Off Collection Point(s). Transmitter) within two work days of re
required to be kept by an income tax reStockpiling means collecting returns frontrieving the acknowledgement file;
turn preparer taxpayers or from another Electronic Filer (4) retain an acknowledgement file-re
.11 An ERO must identify the paid pre prior to oficial acceptance into the Formceived from the Service until the end of
parer (if any) in the appropriate field 0f1040 ELF Program, pafter oficial accep the calendar year in which the electronic
the electronic return and ensure that thance into the Form 1040 ELF Programreturn was filed;
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(5) immediately contact the appropriate (5) not incorporate into its software aunder 8 7701(a)(36) and 8§ 301.770%—
service centés Electronic Filing Unit for Service assigned production password. Preparer penalties that may be asserted
further instructions if an acknowledge .19 An Electronic Filer with a Drop- under appropriate circumstances include,
ment of acceptance for processing has n@ff Collection Point is the ERO for thatbut are not limited to, those set forth in 88
been received by th&ransmitter within Drop-Off Collection Point. The ERO 6694, 6695, and 6713
two work days of transmission or if amust clearly display its name at each (2) Under § 301.7701-15(d), Elec
Transmitter receives an acknowledgememrop-Off Collection Point. The Service tronic Return Collectors, Service Bu
for a return that was not transmitted omvill hold the ERO responsible for any-vi reaus,Transmitters, and Software Devel
the designated transmission; olation of the advertising standards- deopers are not income tax return preparers

(6) promptly correct any transmissionscribed in section 12 or any other violafor the purpose of assessing most preparer
error that causes an electronic transmigion of this revenue procedure that occungenalties as long as their services are lim
sion to be rejected; at a Drop-Of Collection Point listed on ited to “typing, reproduction, or other me

(7) contact the appropriate service certhe EROS Form 8633. The ERO must chanical assistance in the preparation of a
ters Electronic Filing Unit for assistancealso serve as the contact point betweeeturn or claim for refund.”
if a return has been rejected after threde Service and the Drop-O€ollection  (3) If an Electronic Return Collector

transmission attempts; Point for all correspondence includingService BureauJransmittey or the prod
(8) ensure the security of all transmitproblem resolution and report evaluationuct of a Software Developer alters the re
ted data; .20 In addition to the specific responsiturn information in a nonsubstantive way

(9) ensure against the unauthorized udlities described in this section, an Electhis alteration will be considered to come
of its EFIN or ETIN. A Transmitter must tronic Filer must meet all the require under the “mechanical assistance” excep
not transfer its EFIN or ETIN by sale,ments in this revenue procedure to retaifion described in § 301.7701-15(d)(3.
meger, loan, gift, or otherwise to anotherthe privilege of participating in the Formnonsubstantive change is a correction or

entity; and 1040 ELF Program. change limited to a transposition error
(10) not use software that has a Servic, misplaced entryspelling error or arith
assigned production password built int0§ECTION 6. PENATIES metic correction that falls within the fol
the software. .01 Penalties for Disclostr or Use of lowing tolerances:
.17 A Transmitter who provides trans |nformation. (a) the amount of “Gtal tax”, “Federal

mission services to other unrelated Elec (1) An Electronic Filer except a Soft income tax withheld”, “Refund”, or
tronic Filers must accept electronic- reware Developeris a tax return preparer‘Amount you owe” on Form 8453 dérs
turns for transmission to the Service onlypreparer) under the definition offfom the corresponding amount on the
from accepted Electronic Fileré\ Trans  § 301.7216-1(b) of the Regulations o¢lectronic portion of the tax return by no
mitter must include the ER®EFIN and Procedure anddministration. A Pre more than $7;

if applicable, the CPIN on each return thadarer is subject to a criminal penalty for (b) the amount of “@tal income” on
the Transmitter accepts from an ERO. Innauthorized disclosure or use of tax réd-orm 8453 difers from the corresponding
addition, aTransmitter must also includeturn information. See § 7216 of the Interamount on the electronic portion of the
a Service Bureas'SBIN if a Service Bu nal Revenue Code and § 301.7216—1(agx return by no more than $25; or

reau formats the return information. In addition, § 6713 establishes civil (c) dropping cents and rounding to
.18 An Electronic Filer who partiei penalties for unauthorized disclosure owhole dollars.
pates as a Software Developer must: use of tax return information. (4) If an Electronic Return Collector

(1) promptly correct any software error (2) Under § 301.7216-2(h), disclosuréservice Bureau, ofransmitter alters the
which causes the electronic portion of @f tax return information among acceptedieturn information in a substantive way

return to be rejected,; Electronic Filers for the purpose ofrather than having the taxpayer alter the
(2) promptly distribute any softwarepreparing a return is permissible. For exeturn, the Electronic Return Collector
correction; ample, an ERO may pass on tax return ifservice Bureau, ofransmitter will be

(3) ensure that any software packagfrmation to a Service Bureau and/or &onsidered to be an income tax returr: pre
that will be used to transmit electroniec reTransmitter for the purpose of having amarer for purposes of § 7701(a)(36).
turns from multiple Electronic Filers haselectronic return formatted and transmit (5) If an Electronic Return Collector
the capability of combining returns fromted to the Service. Howeveéfthe tax re Service Bureau, ofransmitter or the
these Electronic Filers into one Serviceurn information is disclosed or used irproduct of a Software Developgoes be
transmission file taking into account theany other waya Service Bureau and/or ayond mechanical assistance, any of these
sorting requirements of the DeclaratiorTransmitter may be subject to the penaparties may be held liable for income tax

Control Number (DCN); ties described in section 6.01(1) of thiseturn preparer penalties. See RRul.
(4) ensure that no other entity uses theevenue procedure. 85-189, 1985-2 C.B. 341 (which de
Software Developés EFIN or ETIN. A .02 Other Pepaker Penalties. scribes a situation where a Software- De

Software Developer must not transfer by (1) Preparer penalties may be assertegloper was determined to be an income
sale, meger, loan, gift, or otherwise its against an individual or firm meeting thetax return preparer and subject to certain
EFIN or ETIN to another entity; and definition of an income tax return preparepreparer penalties).
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.03 Other Penalties.In addition to the  (6) If an Electronic Filer functions asSECTION 8. INFORMAION AN
above specified provisions, the Servican ERO, the Electronic Filer must sigrELECTRONIC FILER MUST
reserves the right to assert all appropriatbe EROS Declaration on Form 8453.  PROVIDETO THE TAXPAYER
preparey nonpreparerand disclosure (7) If the ERO is also the paid preparer

penalties against an Electronic Filer athe ERO must check the “Paid Preparer” -01 The ERO must furnish the tax

warranted under the circumstances.  box and sign the ERO Declaration off@Yer with a complete paper copy of the
Form 8453. taxpayers return. Howeverthe copy
SECTION 7. FORM 8453, U.S. 02 Corrections to Form 8453. need not cont'ain the social security num
INDIVIDUAL INCOME TAX (1) A new Form 8453 is not requiredber of the paid preparerSee RevRul.
DECLARATION FOR ELECTRONIC  for a nonsubstantive changé nonsub /8-317, 1978-2 C.B. 335A complete
FILING stantive change is limited to a correctioffOPY Of a taxpayeés return includes:

that does not exceed the tolerances, de (1) Form 8453 and other paper decu
.01 Rocedues for Completing Form scribed in section 7.02(2) of this revenu@€nts that cannot be electronically trans

8453. procedure for arithmetic errors, a transpdnitted; and

(1) Form 8453 must be completed irsition error a misplaced entryor a (2) a printout of the electronic portion
accordance with the instructions for thagpelling error The incorrect nonsubstan Of the return. See section 2.02 of this-rev
form. tive information must be neatly linedenue procedureThe electronic portion of

(2) The taxpayer(sy name, address,through on the Form 8453 and the corredhe return can be contained on a replica of
social security number(s), tax returnr indata entered next to the lined-throug@n oficial form or on an undicial form.
formation, and direct deposit of refundentry. Also, the individual making the However on an undfcial form, data en
information in the electronic transmis correction must initial the correction. tries must be referenced to the line Arum
sion must be identical to the information (2) The tolerances for section 7.02(1pers on an dicial form. Also, a printout
on the Form 8453 that the taxpayer(sdf this revenue procedure are: of the electronic portion of the return does
signed and provided for submission to (a) the amount of ‘Gtal income” does not have to be provided to the taxpayer if
the Service. not differ from the amount on the elec the taxpayer provided a completed paper

(3) An Electronic Filer a financial in tronic tax return by more than $25; or  return for electronic filing and the infor
stitution, or any other entity associated (b) the amount of “Gtal tax”, “Federal mation on the electronic portion of the re
with the electronic filing of a taxpaysr income tax withheld”, “Refund”, or turn is identical to the information pro
return must not put its address in the-setAmount you owe” does not dir from vided by the taxpayer
tion reserved for the taxpaysraddress the amount on the electronic portion of .02 The ERO must advise the taxpayer
on Form 8453 or anywhere in the electhe tax return by more than $7. to retain a complete copy of the return and
tronic portion of a return. (3) If the ERO makes a substantiveiny supporting material.

(4) Before the electronic portion of thechange to the electronic portion of the re .03 The ERO must advise the taxpayer
return is transmitted, the taxpayer mudurn after Form 8453 has been signed kjat an amended return, if needed, must
verify the information on the electronicthe taxpayerbut before it is transmitted, be filed as a paper return and mailed to
portion of the return and on Form 8453the ERO must have all the necessary pahe service center that would handle the
and must sign Form 8453. Both spousesies described above sign a new Forraxpayets paper return.
signatures are required on the Form 8458453 that reflects the corrections before .04 The ERO must, upon request, pro
prior to the electronic transmission of ahe return is transmitted. vide the taxpayer with the Declaration
joint tax return. The taxpayer may verify  (4) Dropping cents or rounding toControl Number and the date the Service
the information on the electronic portionwhole dollars does not constitute a sulgave notification that the electronic por
of the return by viewing this information stantive change or alteration to the returtion of the taxpayes return was accepted
on a computer display terminalA tax- unless the amount difrs by more than the for processing.
payer need not verify the electronic porabove tolerancesAll rounding should be .05 The ERO must advise taxpayers
tion of the return prior to its transmissioraccomplished in accordance with the inthat they can call the local IRBeleTax
if the taxpayer provided a completedstructions in the Form 1040 tax package. number to inquire about the status of their
paper return for filing and the informa .03 Missing Form 8453.If the Service tax refund. The ERO should also advise
tion on the electronic portion is identicaldetermines that a Form 8453 is missingaxpayers to wait at least three weeks
to the information provided by the tax the ERO must provide the Service with &rom the date the Service accepted the
payer replacement.The ERO must also provideelectronic portion of the taxpaysireturn

(5) An Electronic Filer must submit thea copy of the Form(sW-2, W-2G, for processing before calling theleTax
taxpayefrs Form 8453 to the appropriatel099R, and all other attachments to Formumber
service center within one work day afteB8453. .06 If a taxpayer chooses to use an ad
the Electronic Filer receives acknowledg .04 Substitute Form 8453lf a substi  dress other than his or her home address
ment that the electronic portion of thetaxtute Form 8453 is used, it must be-apon the return, the Electronic Filer must in
payefs return has been accepted for-prgroved by the Service prior to use. Sefrm the taxpayer that the address on the
cessing. Rev Proc. 96-48, 1996--2 C.B. 339. electronic portion of the return, once
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processed by the Service, will be used RS TeleTax number See section 8.05 of count for the benefit of the taxpayesee

update the taxpayer address of record. this revenue procedure. tion 1.6695-1(f) clarifies § 6695(f) by ex

The Internal Revenue Service uses the plaining that the prohibition on a return
taxpayets address of record for various>ECTION 10. REFUND preparer negotiating a refund check is
notices that are required to be sent to ANTICIPATION LOANS limited to a refund check for a return that

taxpayets “last known address” under the
Internal Revenue Code, and for refunds k
overpayments of tax (unless otherwis
specifically directed by the taxpaysuch
as by Direct Deposit).

the return preparer prepared preparer
IIhat is also a financial institution, but has
not made a loan to the taxpayer on the
basis of the taxpayer anticipated refund,
may (1) cash a refund check and remit all

.01 A RefundAnticipation Loan
AL) is money borrowed by a taxpaye
at is based on a taxpajgem@nticipated
income tax refund.The Service has no

involvement in RALs. A RAL is a con

f the cash to the taxpayer or accept-a re
h he |
SECTION 9. DIRECDEPOSITOF  lract between the taxpayer and the lendeff 1% P20 T T PP O S0P
REFUNDS .02 Any entity that is involved in the

Form 1040 ELF Program, including a fi payefs account, provided the bank does
’ not initially endorse or negotiate the

.01 The Service will ordinarily process nancial institution that accepts direct-de .
: ) : . check; or (2) endorse a refund check for
a request for Direct Deposit but reservegosits of income tax refunds, has arn L
; . S . deposit in full to a taxpayks account pur
the right to issue a paper refund check. obligation to every taxpayer who applies . L
. . suant to a written authorization of the tax
.02 The Service does not guarantee ®8r a RALto clearly explain to the tax
o : : . L payer A preparer bank may also subse
specific date by which a refund will be-di payer that a RAls in fact a loan, and not ;
L o . . .-quently endorse or negotiate a refund
rectly deposited into the taxpayefinan  a substitute for or a quicker way of receiv

S . : .~ check as part of the check-clearing
cial institution account. ing an income tax refundAn Electronic rocess throuah the financial svstem after
.03 Neither the Service nor FinanciaFiler must advise the taxpayer that if a DiP 9 y

Management Service (FMS) is respensiect Deposit is not timejythe taxpayer initial endorseme?t'Ar}yt'nc?? € tax re
ble for the misapplication of a Direct De may be liable to the lender for additiona}urn preparer that violates tis provision

. . . . may be suspended from the Form 1040
posit that is caused by erraregligence, interest on the RAL. ELF Program

or malfeasance on the part of the-tax .03 An Electronic Filer may assist a

payer Electronic Filer financial institu taxpayer in applying for a RAL. SECTION 1.. BALANCE DUE
tion, or any of their agents. .04 An Electronic Filer may chge a RETURNS
.04 An ERO must: flat fee to assist a taxpayer in applying for

(1) advise taxpayers of the option te rea RAL. The fee must be identical for all 01 All service centers that accept
ceive their refund by paper check or direatf the Electronic Files customers and electronically filed

deposit; must not be related to the amount of the returns will accept electronically filed
(2) not chage a separate fee for a-Direfund or a RAL. The Electronic Filer balance due returns.

rect Deposit; must not accept a fee from a financial in -02 The Electronic Filer must furnish
(3) accept any Direct Deposit electiorstitution for any service connected with &0rm 1040-YPayment/oucher to a tax

to any eligible RAL that is contingent upon the amounpayer who electronically files a balance
financial institution designated by theof the refund or a RAL. due return.

taxpayer; .05 The Service has no responsibility 03 To expedite the crediting of a tax
(4) ensure that the taxpayer is eligibléor the payment of any fees associateBayment, a taxpayer who electronically

to choose Direct Deposit; with the preparation of a return, the elecfiles a balance due return should mail his

(5) verify that the taxpayer has enteretronic transmission of a return, or a RALOT her tax payment with either Form
the Direct Deposit information requested .06 An Electronic Filer may disclose 1040-V or the scannable payment
on Part Il of Form 8453 correctly and thatax information to the lending financialvoucher thatis included in some tax pack
the information entered is the informatiorinstitution in connection with an applica 29€S- Each of these options has specific
transmitted with the electronic portion oftion for a RALonly with the taxpayes Mailing instructions.

the return; written consent as specified in -04 Ataxpayer who electronically files
(6) caution the taxpayer that once ag 301.7216-3(b). a balance due return must make a full and
electronic .07 An Electronic Filer that is also thelimely payment of any tax that is due.
return has been accepted for processimgturn preparerand the financial institu Failure to make full payment of any tax
by the Service: tion or other lender that makes an RALthat is due on or befor&pril 15, 1998,
(a) the Direct Deposit election cannomay not be related taxpayers within th&ill result in the imposition of interest and
be rescinded: meaning of § 267 or § 707. may result in the imposition of penalties.

(b) the ROUtingTranSit Number (FRN) .08 Section 6695(f) imposes a $50%ECTION 12.ADVERTISING
of the financial institution cannot bepenalty on a return preparer who endorses$;aNDARDS FOR ELECTRONIC

changed; and or negotiates a refund check issued to ay| ERSAND FINANCIAL
(c) the taxpayes account number can taxpayer other than the return preparefNsTITUTIONS
not be changed; and However a bank, as defined in § 581,

(7) advise the taxpayer that refund inmay accept the full amount of a refund .01 An Electronic Filer shall comply
formation is available by calling the localcheck as a deposit in the taxpdgeac with the advertising and solicitation previ

December 29, 1997 46 1997-52 |.R.B.



sions of 31 C.IR. Part 10 (feasury De pre-recorded advertisement for a perio&oint problem, the parent will be required
partment Circular No. 230)This circular of at least 36 months from the date of theo eliminate that Drop-G@fCollection
prohibits the use or participation in the us&st transmission or use. Point. Failure to take corrective action or
of any form of public communication con .11 If an Electronic Filer uses directeliminate a Drop-Cf Collection Point
taining a false, fraudulent, misleading; demail or fax communications to advertisemay cause the Service to suspend the par
ceptive, unduly influencing, coercive, orthe Electronic Filer must retain a copy oent from participating in the Form 1040
unfair statement or clainAny claims con  the actual mailing or fax, along with a listELF Program.
cerning faster refunds by virtue of elecor other description of the firms, gani .06 The Service will monitor com
tronic filing must be consistent with thezations, or individuals to whom the cem plaints about an Electronic Filer and issue
language in dicial Service publications.  munication was mailed, faxed, or othera warning or suspension letter as appro
.02 An Electronic Filer must adhere towise distributed for a period of at least 3riate.
all relevant federal, state, and local cormonths from the date of the last mailing, .07 The Service reserves the right to
sumer protection laws that relate to advefax, or distribution. suspend an Electronic Filer from patici
tising and soliciting. .12 Acceptance to participate in thepation in the Form 1040 ELF Program for
.03 An Electronic Filer must not use Form 1040 ELF Program does not implyiolating any provision of this revenue
the Services name, “Internal Revenueendorsement by the Service, FMS, or therocedure. Generallyhe Service will ad
Service” or “IRS”, within a firms name.  Treasury Department of the software ovise a suspended Electronic Filer eon

.04 An Electronic Filer must not use quality of services provided. cerning the requirements for reacceptance
improper or misleading advertising in-re into the Form 1040 ELF Progranilhe
lation to the Form 1040 ELF Program-(in SECTION 13. MONIDRINGAND following reasons may lead to a warning
cluding the time frames for refunds anUSPENSION ORAN ELECTRONIC  |etter and/or suspension of an Electronic
RALS). FILER Filer from the Form 1040 ELF Program

.05 An Electronic Filer using elec .01 The Service will monitor an Elec (this listis not all-inclusive):
tronic filing promotional materials or tronic Filer for conformity with this rev (1) the reasons listed in section 4.19 of
logos provided by the Service must comenue procedure. Before suspending dhis revenue procedure;
ply with all Service instructions pertain Electronic Filey the Service may issue a (2) deterioration in the format of indi
ing to the promotional materials or logos.warning letter that describes specific-corvidual transmissions;

.06 Use of Direct Deposit name andective action for deviations from this rev  (3) unacceptable cumulative error or
logo. enue procedure. Howevehe Service rejection rate;

(1) The name “Direct Deposit” will be can immediately suspend, without notice, (4) untimely received, illegible, incom
used with initial capital letters or all capi an Electronic Filer from the Form 1040plete, missing, or unapproved substitute
tal letters. ELF Program. In most circumstances, &orms 8453;

(2) The logo/graphic for Direct Depositsuspension from participation in the Form (5) stockpiling returns at any time
will be used whenever feasible in adverl040 ELF Program is feictive as of the while participating in the Form 1040 ELF
tising copy date of the letter informing the ElectronicProgram;

(3) The color or size of the Direct Pe Filer of the suspension. (6) failure on the part of ransmitter to
posit logo/graphic may be changed when .02 If a Principal or Responsible fOf retrieve acknowledgement files within two
used in advertising pieces. cial is suspended from the Form 1040 ELkvork days of transmission by the Service;

.07 Advertising materials shall not carryProgram, every entity that listed the sus (7) failure on the part of @ransmitter
the FMS, IRS, or othéfreasury Seals. pended Principal or Responsiblefiil to provide an ERO or Service Bureau

.08 Advertising for a cooperative elec On its Form 8633 may also be suspendedwith acknowledgement files within two
tronic return filing project (public/private .03 The Service will monitor the work days after receipt from the Service;
sector) must clearly state the names of dimely receipt of Forms 8453, as well as (8) significant complaints about an
cooperating parties. their overall legibility Electronic Filets performance in the

.09 In advertising the availability of a .04 The Service will monitor the qual Form 1040 ELF Program;

RAL, an Electronic Filer and a financiality of an Electronic Filés transmissions  (9) failure on the part of an Electronic
institution must clearly (and, if applica throughout the filing seasolhe Service Filer to ensure against the unauthorized
ble, in easily readable print) refer to or dewill also monitor the electronic portion ofuse of its EFIN and/or ETIN;

scribe the funds being advanced as a loamturns and tabulate rejections, errors, and (10) having more than one EFIN for
not a refund; that is, it must be made clearther defects. If quality deteriorates, thehe same business entity at the same-loca
in the advertising that the taxpayer is-borElectronic Filer will receive a warning tion (the business entity is generally the
rowing against the anticipated refund anfrom the Service. entity that reports on its return the income
not obtaining the refund itself from the fi .05 The Service will monitor Drop-®f derived from electronic filing), unless the
nancial institution. Collection Points and advise a parent dbervice has issued more than one EFIN to

.10 If an Electronic Filer uses radio oany Form 1040 ELF Program violationsa business entity at the same location. For
television broadcasting to advertise, théhe Service has encountered with a-paexample, the Service may issue more than
broadcast must be pre-recorde@he ent's Drop-Of Collection Point. If a par one EFIN to accommodate high volumes
Electronic Filer must keep a copy of theent fails to correct a Drop-O©€Collection of returns;
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(12) failure on the part of @ransmitter ness relationship with a rejected or a-suginal denial letter An applicants written
to include a Service BureauSBIN in the pended Electronic FilerHoweverin ap  appeal must contain a detailed explana
transmission of a return submitted by @ropriate circumstances, the Service mayon, with supporting documentation, of
Service Bureau; immediately suspend the Electroniavhy the denial should be reversed.

(12) failure on the part of an ERO tac in Filer. .07 The Andover Service Center will,
clude a Drop-GfCollection Points CPIN .10 If an Electronic Filer is suspendedipon receipt of a written appeal to the Di
as part of a return collected from a Dropfrom participating in the Form 1040 ELFrector of Practice, forward to the Director
Off Collection Point; Program, the period of suspension inof Practice its file on the applicant and the

(13) failure on the part of an Electroniccludes the remainder of the calendar yeanaterial described in section 14.06 of this
Filer to cooperate with the Serviseéf in which the suspension occurs plus theevenue procedureThe service center
forts to monitor Electronic Filers and-in next two calendar yearsA suspended will forward these materials to the Direc
vestigate electronic filing abuse; participant may submit a new applicatiorior of Practice within 15 calendar days of

(14) failure on the part of an Electronicfor the application period immediatelyreceipt of the applicarg’written appeal.
Filer to properly use the standard/nonpreceding the end of the suspension. .08 Failure to respond within either of
standardNV-2 indicator; the 30-day periods described in sections

(15) failure on the part of an ElectronicoEC TION 14.ADMINISTRATIVE 14.03 and 14.06 of this revenue procedure
Filer to properly use the refund anti<:+'paREV|EWPROCESS FOR DENIADF irrevocably terminates an applicantight
tion loan (RAL) indicator; PARTICIPATION IN THE FORM 1040 4 g administrative review or appeal.

(16) failure on the part of a Service-Bu ELECTRONIC FILING PROGRAM .09 If an application for participation
reau or aransmitter to include the ER®’ 57 aAp applicant that has been deniedn the qum 1(_)4_0 ELF Program is_ denied,
EFIN as part of a return that the ERO'SUtbarticipation in the Form 1040 ELF PRro the applicant is ineligible to submit a new
m!ts to the Service Bureau or theans gram has the right to an administrative reapphcatlon for two years frorr_l th_e appli
mitter; cation date of the denied application.

o o view. During the administrative review
(17) violation of the advertising stan

rocess, the denial of participationre
dards described in section 12 of this-revfnainS in eflect P P SECTION 15.ADMINISTRATIVE
: REVIEW PROCESS FOR

enue procedure; .02 In response to the submission of
(18) failure to maintain and make avalil P ; SUSPENSION FROMHE FORM 1040
Form 8633, théAndover Service Center ELECTRONIC FILING PROGRAM

able recorqls as described in sectiofi either (1) accept an applicant into
5.09(4) of this revenue procedure; the Form 1040 ELF Program, or (2) .01 An Electronic Filer that has been
(19) accepting a tax return for eteCisg e 5 proposed letter of denial that exsuspended from participation in the Form
tronic filing either directly or indirectly pains to the applicant why the servicd040 ELF Program has the right to an ad
from a firm, oganization, or individual center proposes to reject the applicatioministrative review During the adminis
(other than the taxpayer who is submitting, yarticipate in the Form 1040 ELF Protrative review process, the suspension re
his or her return) that is not in the Fombram. mains in efect.
1040 ELF Program; _ _ .03 An applicant that receives a pro .02 If an Electronic Filer receives a
(20) submitting the electronic portion,geq letter of denial may mail or deliversuspension lettethe Electronic Filer may
of a return with information that is notyinin 30 calendar days of the date of thenail or deliver within 30 calendar days of
identical to the information on Formpy,oqq05ed letter of denial, a written- rethe date of the suspension leteedetailed
8453, or _ _ _ sponse to théAndover Service Center written explanation, with supporting doc
(21) failure to timely submit a revisedrpe gpplicant response must address thementation, of why the suspension letter
Form 8633 (or a letter containing theeryice centes reason(s) for proposingshould be withdrawn.This written re
same information contained in a reviseghq genial to participate. sponse should be sent to the distridicef
Form 8633) notifying the Service of g4 ypon receipt of an applicast’ or service center that issued the suspen
changes described in section 4.03 or 4.Qgyjtten response, thandover Service sion letter
of this revenue procedure. Center will reconsider its proposed letter .03 Upon receipt of the Electronic
.08 The Service may list in the Intemnalyt genjal. The service center may eitherFiler's written response, the districfioé
Revenue Bulletin, district 6€e listings, (1) withdraw its proposed letter of deniabr service center will reconsider its sus
district office newsletters, and the EFS;nq 4gmit the applicant into the Fornpension of the Electronic FilefThe dis
Bulletin Board the name and owner(s) ol 040 ELF Program, or (2) finalize thetrict office or service center may either (1)
any entity suspended from the Form 1040,,45eq denial letter withdraw its suspension letteor (2) af
ELF Program and thefettive date of the g5 |t an applicant receives a final-defirm the suspension.
suspension. nial letter from theAndover Service Cen .04 If an Electronic Filer receives a-let
:09 A district director may warn Elec o, the applicant is entitled to an appeater afirming the suspension, the Elec
tronic Filers who are using the serviceg, \yriting, to the Director of Practice.  tronic Filer is entitled to an appeal, in
of a rejected or a suspended Electronic g5 The appeal must be mailed or-dewriting, to the Director of Practice.
Filer that sections 4.191) and (12) of |jyered to theAndover Service Center .05 The appeal must be mailed or-de
this revenue procedure prohibit & busiyithin 30 calendar days of the date of théivered to the district dice or service
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center that issued the suspension lett&€fOEFC or other locally designated (2) theVITA or TCE service is déred
within 30 calendar days of the date of theffice; without regard to either the electronic
letter afirming the suspensionThe Elee (2) having theVITA or TCE sponsor filing of a return or the collection of a
tronic Filers written appeal must containdirectly transmit returns to the appropriatéee.
detailed reasons, with supporting decuservice center; or
mentation, for reversal of the suspension. (3) having theVITA or TCE sponsor SECTION 17. EMPLOYER

.06 The district ofice or service center use a third partyransmitter SPONSORED ELECTRONIC FILING
whose decision to suspend is being ap .05 A VITA or TCE sponsor is not e ] )
pealed will, upon receipt of a written-ap quired to sign Form 8453 as ERO. How .01 This revenue procedure applies to
peal to the Director of Practice, forward itgvet if the VITA or TCE sponsor chooses@n eémployer who chooses tofef elee
file on the Electronic Filer to the Directornot to sign Form 8453, théITA or TCE  tronic filing as an employee benefit to (1)
of Practice. The district ofice or service sponsor must otherwise furnish on ForrRusiness owners and spouses, (2) employ
center will also forward to the Director 0f8453 itsVITA or TCE acronym and, if ees and spouses, and/or (3) dependents of
Practice the material described in sectiopperating from multiple sites, a site desigbusiness owners and employees, subject
15.05 of this revenue procedur€he dis nation number to the exceptions and restrictions-de
trict office or the service center will for .06 A VITA or TCE sponsor can only scribed in this section.
ward these materials within 15 calenda@ccept a return for electronic filing that is .02 For purposes of this section, the
days of the receipt of the Electronic Fiker (1) prepared at théITA or TCE site by a District Director may be represented by
written request for appeal. VITA or TCE volunteer(2) prepared by a an individual designated by the District

.07 Failure to appeal within either oftaxpayer that meets the criteria #0fTA  Director
the 30-day periods described in sectior® TCE assistance, or (3) prepared by a .03 An employer may choose to elec
15.02 and 15.05 of this revenue proceduidid preparer that meets the criteria fofronically transmit returns or may arrange

irrevocably terminates an ElectronicVITA or TCE assistance. to have tax returns electronically trans

Filer's right to an appeal. .07 Only returns and accompanyingnitted through a third party If an em
forms and schedules included in a districhloyer chooses to transmit returns from

SECTION 16.VITAAND TCE VITA, or TCE training course may be-ac more than one location, the employer

SPONSORED ELECTRONIC FILING  cepted for electronic filing by ®ITA or  myst submit a properly completed Form
TCE sponsor 8633 for each location.

VITA (Volantoer Incomaax AScioance) ice oy ITA or TCE sponor and a Bis 04 An emploer may dér electronic
: trict Director may enter into an agreemenfjing as an employee benefit whether the

andTCE (Tax Counseling for the Elderly) that provides for the retention of copies 0fmniover chooses o transmit tax returns
sponsors subject to the exceptions and féx returns and Forms 8453 by a Districh cpon)t/racts with a third party to transmit
strictions described in this section. Director. This information must be e "o oo o party

.02 For purposes of this section, theained by either th¥ITA or TCE sponsor ' -
District Director may be represented byyr a District Directar This information 0> ' a1 employer contracts with a
an individual designated by the Districtmust not be given to a third partgclud ”}'rd party to tr"ansm|t tax returns, the-em
Director such as a District @ée Elec  ing a third partyTransmitter ployer may collect from participating em
tronic Filing Coordinator (DOEFC) or a 09 A District Director is responsible for ployees a fee that is directly related te de
Taxpayer Education Coordinator ensuring that Form 8453 is sent to the aéraylng_ the actual cost of electronically

.03 To be accepted in, or to continugropriate district dfce or service center ransmitting a tax return. . .
participation in, the Form 1040 ELF Pro However a District Director may delegate_ “00 A" employer is not required to sign
gram, aVvITA or TCE sponsor must: to theVITA or TCE sponsor the responsi I 0'™ 8453 as ERO. Howevéf the em

(1) have obtained the District Direc bility for mailing Form 8453 to the appro PIOYer chooses not to sign Form 8453, the
tor's permission (and, in the case of griate district diice or service center employer must otherwise furnish on Form
TCE sponsarthe permission of the Ser .10 A VITA or TCE sponsor may col 8453 its name, address, and the designa
vice office that is funding th&'CE pro lect a fee only if it is directly related to-de tion “Employee Benefit,” and if operating
gram) to provide electronic filing; and  fraying the actual cost of electronicallyfom multiple sites, a site designation

(2) have a manual or electronic qualitgransmitting a tax returnA VITA or TCE nhumber
review system for each return to be eleasponsor may also collect this fee on behalf -07 An employer and a District Direc
tronically filed. of a third partyTransmitter who electroni tOr may enter into an agreement that-pro

.04 The District Director will advise cally transmitted &ITA or TCE return.  Vvides for the retention of copies of tax re
theVITA andTCE sponsor how to submit .11 Before &/ITA or TCE sponsor may turns including Forms 8453. In the
or transmit returns. Some of the optionsollect a fee for electronically filing a taxabsence of such an agreement, this infor
available to the District Director are: return, theVITA or TCE sponsor must en mation must be retained by the employer

(1) having theVITA or TCE sponsor sure that the taxpayer understands that: This information is not to be given to a
submit returns on papemagnetic disk, (1) the fee is not for the preparation othird party including a third partyrrans
or in an electronic transmission to thehe return; and mitter.
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SECTION 18. EFFECDN OTHER
DOCUMENTS

dents and recordkeepers is 75,000.
The estimated annual frequency of re

_sponses is on occasion.

Rev Proc. 96-61, 1996-2 C.B. 401, is
superseded.

SECTION 19. EFFECTIVE DRE

THE FORM 1040 ON-
LINE FILING PRO-
GRAM

Books or records relating to a colecSECTION 15 EFFECT ON OTHER
tion of information must be retained as
long as their contents may become mateSECTION 16 EFFECTIVE DATE

DOCUMENTS

ial in the administration of any internalSECTION 17 INTERNAL REVENUE
This revenue procedure idattive De  revenue law Generally tax returns and

cember 29, 1997.

SECTION 20. INTERNALREVENUE
SERVICE OFFICE CONRCT

tax return information are confidential, as
required by 26 U.S.C. § 6103.

) ] ] 26 CFR 601.602: ax forms and instrctions.
All questions regarding this revenugAlso Pat |, sections 6012, 6061; 1.6012-5,

procedure should be directed to the ntef-6061-1)

nal Revenue ServiceThe telephone
number for this purpose is (202) 28
0531 (not a toll-free number).

SECTION 21. RPERNORK
REDUCTIONACT

The collections of information cen

tained in this revenue procedure hav8ECTION 3

been reviewed and approved by the Of
fice of Management and Budget in accor

dance with the Paperwork Reductidot SECTION 4

(44 U.S.C. 3507) under control number
1545-1512.

An agency may not conduct or SpoRSOSECTION 5

and a person is not required to respond to,

a collection of information unless the €ol SECTION 6
lection of information displays a valid secTiON 7

control number
The collections of information in this
revenue procedure are in sections 5, 8, 9,

and 12. This information is required to SECTION 8

implement the Form 1040 ELF Program
and to enable taxpayers to file their indi
vidual income tax returns electronically

The information will be used to ensureSECTION 9

that taxpayers receive accurate and essen
tial information regarding the filing of
their electronic returns and to identify the
persons involved in the filing of elec
tronic returns. The collections of infor
mation are required to retain the benefit of
participating in the Form 1040 ELF Pro

gram. The likely respondents are busi SECTION 12

ness or other feprofit institutions.
The estimated total annual reporting

and recordkeeping burden is 1,146,272ECTION 13

hours.

The estimated annual burden per re
spondent/recordkeeper varies from six (6)
minutes to 15.5 hours, depending on indi
vidual circumstances, with an estimated

average of 15.28 hours (or approximatel$SECTION 14

six (6) minutes per electronically filed-re
turn). The estimated number of respon

December 29, 1997

SECTION 1
SECTION 2

SECTION 10

SECTION 1L

gRev. Proc. 97-61

CONTENTS

PURPOSE
BACKGROUND AND
CHANGES

ON-LINE FILING PAR-
TICIPANTS—DEFINI-
TIONS

ACCEPTANCE IN THE
FORM 1040 ON-LINE
FILING PROGRAM
RESPONSIBILITIES OF
AN ON-LINE FILER
PENALTIES

FORM 8453-0OL, U.S.
INDIVIDUAL TAX DE-
CLARATION FOR ON-
LINE FILING
INFORMATION AN ON-
LINE FILER MUST
PROVIDETO THE TAX-
PAYER

DIRECT DEPOSITOF
REFUNDS

BALANCE DUE RE-
TURNS

ADVERTISING STAN-
DARDS FOR ON-LINE
FILERS
MONITORING AND
SUSPENSION OFAN
ON-LINE FILER
ADMINISTRATIVE RE-
VIEW PROCESS FOR
DENIAL OF RARTICI-
PATION IN THE FORM
1040 ON-LINE FILING
PROGRAM
ADMINISTRATIVE RE-
VIEW PROCESS FOR
SUSPENSION FROM

50

SERVICE OFFICE
CONTACT

SECTION 18 PAPERNORK REDUG
TIONACT

SECTION 1. PURPOSE

This revenue procedure informs those
who participate in the Form 1040 On-
Line Filing Program of their obligations
to the Internal Revenue Service, taxpay
ers, and other participantshe following
returns can be filed under the Form 1040
On-Line Filing Program: (1) 1997 Form
1040 and 1997 Form 1040A, U.S. Indi
vidual IncomeTax Return; and (2) 1997
Form 1040EZ, Incom&ax Return for
Single and Joint Filergvith No Depen
dents. This revenue procedure updates
and supersedes ReRroc. 96-62, 1996-2
C.B. 412.

SECTION 2. BACKGROUNDAND
CHANGES

.01 Section 1.6012-5 of the Income
Tax Regulations provides that the Gom
missioner may authorize the use, at the
option of a person required to make a re
turn, of a composite return in lieu of any
form specified in 26 C.R. Part 1 (In
comeTax), subject to the conditions, limi
tations, and special rules governing the
preparation, execution, filing, and correc
tion thereof as the Commissioner may
deem appropriate.

.02 For purposes of this revenue proce
dure, an on-line electronically filed Form
1040, Form 1040A, or Form 1040EZ is a
composite return consisting of electroni
cally transmitted data and certain paper
documents. The paper portion of the +e
turn consists of Form 8453-OL, U.S-In
dividual IncomeTax Declaration for On-
Line Filing, and other paper documents
that cannot be electronically transmitted.
Form 8453-OLmust be received by the
Service before the composite return is
considered filed (see section 5.07 of this
revenue procedure)The composite re
turn must contain the same information
that a return filed completely on paper

1997-52 |.R.B.



contains. See section 7 of this revenu@n-Line Filing Program must be sent tan On-Line Service Provider) dial-up-ac
procedure for procedures for completingheAndover Service Center (sections 4.0¢ess to a variety of data bases. For pur
Form 8453—-OL. and 5.05); poses of the Form 1040 On-Line Filing
.03 The Service will periodically issue (4) Applicants and certain On-Line Fil Program, an On-Line Service Provider
Publication 1345, Handbook for Elec ers must submit information to the IRSmust also have:
tronic Filers of Individual Incom@ax Headquarters Form 1040 On-Line Filing (a) an established subscriber or client
Returns, that lists the forms and scheduléyogramAnalyst by December 31, 1997base to whom the On-Line Service
associated with the Form 1040 series thégections 4.08 and 4.09); Provider ofers services on a continuing
can be electronically transmitted. (5) an individual who is an attorneybasis and about which the On-Line Ser
.04 For the purposes of the Form 10481y submit evidence of professional-stavice Provider maintains certain minimum
On-Line Filing Program, a 1997 Formtus in lieu of a fingerprint card providedinformation identifying the subscriber
1040, Form 1040A, or Form 1040EZ eanthe individual is not currently under sus Such information could include the sub
not be electronically filed after OctoberP€nsion or disbarment from practice- bescribets name, account number credit
15, 1998, notwithstanding the fact that th&°re the Service or the bar of the highesfard or demand deposit account number;
taxpayer has been granted an extension§8Urt of any State, Commonwealth, pos (p) a port capacity of at least 1,000
file a return beyond that date. session, territoryor the District of Ce |ines or the ability to simultaneously ser
.05 An amended tax return cannot bd!MPia (section 4.12(1)); . vice 1,000 customers;
electronically filed under the Form 1040 (6) an individual who is a certified ¢y 5 network of personal computers
On-Line Filing Program.A taxpayer public accountant may submit evidenc,at are linked by modems:

must file an amended tax return on papgljlprofessional status in lieu of a finger

in accordance with the instructions forprlnt card provided the individual is not

Form 1040X,Amended U.S. Individual currently “”def suspension or d!sbar
ment from practice before the Service, of
IncomeTax Return. 0

06 At turn that h forei dwhose license to practice is not currently
' ax return that has a foreign-a suspended or revoked by any StataS

dress for the taxpayer cannot be elecrrontommonwealth possession, territooy
cally filed under the Form 1040 On-Line;p o pistrict o,f Columbia’ (sectionfo

Filing Program. Army/Air Force (APO) 4.12(2):

and Fleet (FPO) postfidfes are not con : e N
(7) timely notification that an On-Line ting electronic returns directly to the Ser

sidered foreign addresses. Filer has discontinued participation in th%ice A Software Developer may also sell
.07 A tax return for a decedent cannokqrm 1040 On-Line Filing Program must’ °¢" p y

be electronically filed under the Formpe sent to thé\ndover Service Center its software.

1040 On-Line Filing ProgramThe dece (section 5.06); 3) T_RANSMITTER_. A “Transmitter“
dents spouse or personal representative (8) aTransmitter must ensure that jfransmits the electr_onlc portion of a return
must file a paper tax return for the deceyoes not use an EFIN or ETIN obtained"eCtly to the ServiceAn entity that pre

dent. through the Form 1040 Electronic FilingVIdes a *bump-up” service is ransmit

.08 This revenue procedure updategc| F) Program in a transmission of theS" A “bump-up” service provider in
and supersedes ReRroc. 96-62, 1996-2 glectronic portion of a taxpaysrreturn C'€3S€S the transmission rate or line speed
C.B. 412.The updates include changes iys part of the Form 1040 On-Line Filing?' formatted or reformatted information
the Form 1040 On-Line Filing Program,program (section 5.15); and that is being sent to the Service via apub
clarification of prior Form 1040 On-Line (g) theAndover Service Center is the/lC SWitched telephone networkihe Ser
Filing Program statements, and additionaffice responsible for accepting or reject?/C 2ccepts both asynchronous and bi
guidance derived from other Service €oGng an application to participate in thesynchronous commun!catlons DFOFOCO|S-
uments that relate to the Form 1040 OrEgrm 1040 On-Line Filing Program (sec .03 The On-Line Filer categories are

(d) access to a broad spectrum of infor
mation and/or entertainment services; and
(e) a client base that has the ability to
mmunicate using electronic mail.

(2) SOFTWARE DEVELOPER. A
oftware Developer” develops software
r the purposes of (a) formatting returns
according to the Service'electronic re
turn specifications; and/or (b) transmit

Line Filing Program. Some of the Up tions 13.02 through 13.07). not mutually exclusive. For example, a
dates are: Software Developer can, at the same time,
(1) Unless certain changes listed in-se©=C TION 3. ON-LINE FILING be considered dransmitter or an On-
tions 4.03 and 4.04 of this revenue procd "R TICIPANTS—DEFINITIONS Line Service Provider depending on the

dure have occurred, an On-Line Filer that .01 After acceptance into the Formfunction(s) performed.

actively participated in the most recengoz}o On-Line Filing Program, as de ggcT|ON 4ACCEPTANCE IN THE

Form 1040 On-Line Filing Program doesscribed in section 4 of this revenue proc&=orM 1040 ON-LINE EILING

not have to reapply to participate in thgjure, a participant is referred to as aprOGRAM

Form 1040 On-Line Filing Program (sec“On-Line Filer”

tion 4.01); .02 The On-Line Filer categories are: .01 Except as provided in sections 4.02
(2) the application period for the Form (1) ON-LINE SER/ICE PROVIDER. through 4.04 of this revenue procedure,

1040 On-Line Filing Program runs fromAn “On-Line Service Provider” is an on-an On-Line Filer that has actively partici

September 2, 1997, through December fine information service ganization that pated in the most recent Form 1040 On-

1997 (section 4.05); provides paying subscribers (individuald.ine Filing Program does not have to
(3) all applications for the Form 1040who use the various servicedesed by reapply to participate in the Form 1040
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On-Line Filing Program. Howevean (4) the Responsible @¢ial on Form (f) the Professional Package name of the
On-Line Filer that intends to participate8633, line 9 changes. software submitted for Participartscep
as aTransmitter or a Software Developer .04 Except as provided in section 4.08anceTesting (RTS) and whether the seft
in the Form 1040 On-Line Filing Programof this revenue procedure, to participate iware has successfully completeiils;
must first successfully complete the testthe Form 1040 On-Line Filing Program, (2) the applican$ point of contact for
ing referred to in section 4.10 of this revan On-Line Filer in the most recent Fornmatters relating to the Form 1040 On-
enue procedure. In addition, section 4.18040 On-Line Filing Program must sub Line Filing Program and the telephone
of this revenue procedure provides for thenit either a revised Form 8633, or a lettenumber for the point of contact; and
Services issuance of credentials necescontaining the same information con (3) the applicang customer service
sary for participation in the Form 1040tained in a revised Form 8633, if any intelephone number
On-Line Filing Program. formation on the On-Line Filé&s Form .09 On-Line Filers that participated in
.02 Applicants must file a new Form 8633 has changedA revised Form 8633 the most recent Form 1040 On-Line-Fil
8633, Application to Participate in the or letter submitted under this sectionng Program must submit any changes to
Electronic Filing Program, (hereinaftershould include only the information-re the information contained in sections
“Form 8633"), with completed fingerprint quested on lines 1a through 1i of Form 08(1) through (3) of this revenue prece
cards for the appropriate individuals, if: 8633 and the information being reviséd. dure to the IRS Headquarters Form 1040
(1) the applicant has never participate®rincipal or a Responsible f@fial must On-Line Filing ProgranAnalyst by De
in the Form 1040 On-Line Filing Pro sign the revised Form 8633 or the letter cember 31, 1997.
gram; .05 For applicants described in section .10 Applicants and On-Line Filers de
(2) the applicant has previously beed.02 of this revenue procedure, the applicribed in sections 4.01 through 4.04 of
denied participation in the Form 1040 Oncation period runs from September 2this revenue procedure that intend to-par
Line Filing Program; or 1997, through December 1, 1997. ticipate as &ransmitter or a Software Pe
(3) the applicant has been suspended.06 Revised applications described iweloper in the Form 1040 On-Line Filing
from the Form 1040 On-Line Filing Pro sections 4.03 and 4.04 of this revenuProgram must first successfully complete

gram. procedure must be submitted within 3@he necessary testing at the appropriate
Applicants must designate that the Forrflays of the change(s) reflected on the r@ervice center(s).
8633 is for the Form 1040 On-Line Filingvised Form 8633 or in the letter A1 Each individual listed as a Princi

Program by putting the words “ON-LINE .07 Applicants and On-Line Filers ee pal or a Responsible @fial must:

FILING PROGRAM” across the top of scribed in sections 4.02 through 4.04 of (1) be a United States citizen or an

the form and the letters “OLF” in the boxthis revenue procedure must file Formalien lawfully admitted for permanent res

in the upper left hand corner of the fornB633 (or a letter as provided in sectiofidence as described in 8 U.S.C.191(a}

that indicates whether the form is new of.04 of this revenue procedure) with th¢20) (1994);

revised. Andover Service Center (2) have attained the age of 21 as of the
.03 To participate in the Form 1040 .08 Applicants described in sectiondate of application;

On-Line Filing Program, an On-Line4.02 must submit the following informa  (3) submit with Form 8633 one stan

Filer in the most recent Form 1040 Ontion (or the name and phone number of adfard fingerprint card with a full set of fin

Line Filing Program must submit a-re individual who can provide the informa gerprints taken by a law enforcement

vised Form 8633 (designated for the Forrfion) to the IRS Headquarters Form 104@gencyexcept as provided in section 4.12

1040 On-Line Filing Program as de On-Line Filing Progrannalyst (see sec of this revenue procedure; and

scribed in section 4.02 of this revenudion 17 of this revenue procedure) by-De  (4) pass a suitability check that-in

procedure), signed by all “Principals” andcember 31, 1997: cludes a credit check, a tax compliance

the “Responsible @itial” (as described (1) the brand name of the software theheck, and a fingerprint check.

in section 4.1 of this revenue procedure)applicant will be using, has developed, or 12 An individual may choose to sub

with completed fingerprint cards for thewill be transmitting, and the followingin mjt evidence of the individual’ profes

appropriate individuals if: formation regarding the software: sional status in lieu of a standard finger
(1) the On-Line Filer functioned solely (&) the name of the Software Developegrint card if the individual is:

as a Software Developer during the moder the software; (1) an attorney in good standing of the

recent Form 1040 On-Line Filing Rro  (b) the name of th&ransmitter for the par of the highest court of any State,

gram and intends to function as an Orsoftware; Commonwealth, possession, territorgr

Line Service Provider ofransmitter dur (c) the retail cost of the software andhe District of Columbia, and is not eur

ing the Form 1040 On-Line Filing any additional costs for transmitting theently under suspension or disbarment

Program; electronic portion of the taxpayerre from practice before the Service or the bar
(2) there is an additional Principal, suctiurn; of the highest court of any State, Com

as a partner or a corporatefioér, that (d) whether the software can be used tmonwealth, possession, territpryor the

must be listed on Form 8633, line 8, “Prinfile Federal/State returns; District of Columbia;

cipals ofYour Firm or Oganization”; (e) whether the software is available on (2) a certified public accountant who is
(3) there is a Principal listed on Fornthe Internet and, if so, the Internet-adduly qualified to practice as a certified

8633, line 8, that should be deleted; or dress; public accountant in any State, Common
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wealth, possession, territergr the Dis (4) assessment of tax penalties; Tax Returns, and Publication 1345A,
trict of Columbia, and is not currently (5) suspension/disbarment from pracHandbook for Electronic Filers of Indi
under suspension or disbarment frontice before the Service; vidual IncomeTax Returns (Supplement);
practice before the Service or whose li  (6) disreputable conduct or other facts (2) Publication 1346, Electronic Return
cense to practice is not currently susthat would reflect adversely on the FornFile Specifications and Record Layouts
pended or revoked by any State, GomL040 On-Line Filing Program; for Individual IncomeTax Returns;
monwealth, possession, territprgyr the (7) misrepresentation on an application; (3) Publication 1436Test Package for
District of Columbia; (8) suspension or rejection from eitheElectronic Filing of Individual Income

(3) an enrolled agent pursuant to pathe Form 1040 On-Line Filing Program orTax Returns; and
10 of 31 C.FR. SubtitleA; the Form 1040 Electronic Filing (ELF) (4) Postings to the Electronic Filing

(4) an oficer of a publicly held corpo Program in a prior year; System Bulletin Board (EFS Bulletin
ration; or (9) unethical practices in return prepaBoard).

(5) a banking dicial who is bonded ration; .02 An On-Line Filer must maintain a
and has been fingerprinted within the last (10) stockpiling returns prior tofidial  high degree of integrificompliance, and
two years. acceptance into the Form 1040 On-Lin@ccuracy

.13 The Service will issue credentialsFiling Program (see section 5.21 of this 03 An On-Line Filer may accept +e
to eligible applicants for the Form 1040revenue procedure); turns for on-line electronic filing only from
On-Line Filing Program, as well as On- (11) knowingly and directly or indi taxpayers or from another On-Line Filer
Line Filers that do not have to reapplyectly employing or accepting assistance g4 |f an On-Line Filer chges a fee
pursuant to section 4.01, 4.03, or 4.04 dfom any firm, oganization, or individual for the electronic transmission of a tax re
this revenue procedure (provided theyhat is prohibited from applying to partci turn, the fee may not be based on a per
have first satisfactorily completed thepate in the Form 1040 On-Line Fi”ngcentage of the refund amount or any other
testing described in section 4.10 of thi®rogram or the Form 1040 ELF Programamount from the tax return.
revenue procedure if they intend to particor that is suspended from participating in - 95 aAn On-Line Filer must submit a+e
ipate as @ransmitter or Software Devel the Form 1040 On-Line Filing Program of,
oper). No one may participate in thehe Form 1040 ELF ProgramThis i+ i section 4.04 of this revenue procedure)
Form 1040 On-Line Filing Program with cludes any individual whose actions rey, the Andover Service Center within 30
out the following credentials: sulted in the rejection or suspension of Bays of when any of the conditions or

(1) a letter of acceptance into the Fornsorporation or a partnership from thechanges described in section 4.03 or 4.04
1040 On-Line Filing Program; Form 1040 On-Line Filing Program or theys this revenue procedure occuBee sec

(2) an Electronic Filing Identification Form 1040 ELF Program; or tion 4.06 of this revenue procedure.
Number (EFIN) for each applicable ser (12) knowingly and directly or indi  qe An On-Line Filer must notify the
vice center; and rectly accepting employment as an assq\nqover Service Center within 30 days of

(3) if appropriate, an Electronirans ~ Ciate, correspondent, or as a subagegiscontinuing its participation in the Form
mitter Identification Number (ETIN) for from, or sharing fees with, any firm,-or 1449 on-Line Filing ProgramThis does
each applicable service center ganization, or individual that is prokib 4 oo 01y de reapplication in the future.

.14 If an On-Line Filer is a Softwareited from applying to participate in the oo » '~ | 0o Filer must ensure that
Developer that performs no other functior0rm 1040 On-Line Filing Program or;, promptly processes returns submitted to
in the Form 1040 On-Line Filing Programthe Form 1040 ELF Program, or that ig; ¢, o|ectronic filing. See sections 5.09
but software development, no Principal opuspended from participating in the Form ;5 1" 1 ¢ this revenue procedure.’
Responsible Gicial needs to pass a suit 1040 On-Line Filing Program or theHow’ever an On-Line Filer that receives a
ability check. Form 1040 ELF ProgramThis includes ...\ tor electronic filing on or before

.15 The Service may reject an applica2ny individual whose actions resulted iy, 0 gate of the return must ensure that
tion to participate in the Form 1040 On{Ne rejection or suspension of a CorpOrgy . o\ ine electronic return is filed on or
Line Filing Program for the following tion or a partnership from the Form 1044, .t o that due date (including exten
reasons (this list is not all-inclusive) On-Line Filing Program or the Form g,y an on-line electronic return is not

ised Form 8633 (or a letter as provided

These reason apply to any firmganiza 1040 ELF Program. considered filed until the electronic por

tion, Principal, or Responsible fifial o ~1/0N 5 RESPONSIBILITIES OF  tion of the tax return has been acknow

listed on FQrm 8633: o AN ON-LINE FILER edged by the Service as accepted for pro
(1) conviction of any criminal éénse cessing and a completed and signed Form

under the revenue laws of the United .01 To ensure that complete returns ar8453—-OLhas been received by the Ser
States, or of any &#nse involving dis accurately and &tiently filed, an On- vice. Howeverif the electronic portion
honesty or breach of trust; Line Filer must comply with all the publi of a return is successfully transmitted on
(2) failure to file timely and accuratecations and notices of the Service relatingr shortly before the due date and the tax
tax returns, including returns indicatingto electronic filing. Currentlythese pub payer complies with section 7.01 of this

that no tax is due; lications and notices include: revenue procedure, the return will be
(3) failure to timely pay any tax liabili (1) Publication 1345, Handbook fordeemed timely filed. If the electronic
ties; Electronic Filers of Individual Income portion of a return is transmitted on or
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shortly before the due date and is -ultitransmission of the electronic portion of durn that theTransmitter accepts from an
mately rejected, but the taxpayer comreturn; On-Line Service Provider

plies with section 5.18 of this revenue (3) transmit all electronic returns within .13 A Transmitter must enter the letter
procedure, the return will be deemedhree calendar days of receipt to the apprtO” in Field #15 (TransmissionType
timely filed. For a balance due return, sepriate service center based on the sta@ode) when transmitting the electronic

section 10 of this revenue procedure fotode in the taxpayes return address; portion of an on-line electronically filed
instructions on how to make a timely pay (4) retrieve the acknowledgement filereturn to the Service. See Part Il, Section
ment of tax. (in which the Service states whether it acl, page 4, of Publication 1346.

.08 An On-Line Filer must ensure cepts or rejects the electronic portion of a .14 A Transmitter must ensure that it
against the unauthorized use of its EFIkaxpayers return) within two work days does not combine the electronic portion of
or ETIN. An On-Line Filer must not of transmission; an on-line electronically filed return with
transfer its EFIN or ETIN by sale, loan, (5) match the acknowledgement file tdhe electronic portion of any other return
gift, or otherwise to another entity the original transmission file and notifywithin the same transmission to the -Ser

.09 An On-Line Filer that participates the taxpayer of the status of a transmittedce.
as an On-Line Service Provider must:  return as prescribed in section 5.18 of this .15 A Transmitter must ensure that it

(1) provide assistance to a subscriber irevenue procedure; does not use an EFIN or ETIN obtained
transmitting the electronic portion of a tax (6) retain, until the end of the calendathrough the Form 1040 ELF Program in a
return; year in which a return was filed, the-actransmission of the electronic portion of a

(2) ensure that no more than three taknowledgement file received from thetaxpayers return as part of the Form 1040
returns are filed electronically by one subService; On-Line Filing Program.
scriber; (7) retain, until the end of the calendar .16 If the Service accepts the elec

(3) not provide to a subscriber softwargear in which a return was filed, the comtronic portion of a taxpayés return, the
that has a Service-assigned productioplete copy of the electronic portion of thelransmitter must notify the taxpayer (as
password built into the software; return (may be retained on magnetiprescribed in section 5.19 of this revenue

(4) immediately send to a subscribemedia) that can be readily and accuratelyrocedure) of the following:
the information provided by Bransmitter converted into an electronic transmission (1) the date the transmission was ac
under section 5.17 or 5.18 of this revenuthat the Service can process; cepted,;
procedure; and (8) immediately contact the Electronic (2) the DCN,;

(5) inform a subscriber upon requesFiling Unit at the appropriate service een (3) where to put the DCN on Form
that information regarding a refund can beer for further instructions if an acknowl 8453—-OL;
obtained by using the IRReleTax system. edgement of acceptance for processing (4) the requirement to properly cem

.10 An On-Line Filer that participates has not been received by theansmitter plete and timely submit a Form 8453—-OL
as a Software Developer must: within two work days of transmission orwith accompanying paper documents- (in

(1) promptly correct any software erroiif the Transmitter receives an acknewl cluding FormW-2, Wage andlax State
which causes the electronic portion of @dgement for a return that was not trangnent) within one work day;
return to be rejected,; mitted on the designated transmission; (5) the appropriate service cengead

(2) promptly distribute any software (9) promptly correct any transmissiondress to which Form 8453—Okith ac
correction; error that causes an electronic transmigompanying paper documents must be

(3) ensure that its software packagsion to be rejected,; sent;
cannot be used to transmit more than (10) contact the Electronic Filing Unit (6) that a Form 8453—Omust be re
three electronic returns; at the appropriate service center for assigeived by the Service before an on-line

(4) ensure that its software packagtance if a return has been rejected afteflectronically filed return is complete; and
contains a Form 8453-Cthrmat that can three transmission attempts; (7) that the taxpayés failure to timely
be printed and used by a taxpayer to file (11) ensure the security of all transmitsubmit a Form 8453-Owith accompany
with the Service; ted data; ing paper documents could result in the

(5) ensure that its software package (12) ensure that it does not transmit ogervice not allowing the taxpayer to file a
contains a consent to disclosure stateccept for transmission more than thregax return through the Form 1040 On-
ment; and electronic returns originating from oneLine Filing Program in the future.

(6) not incorporate into its software asoftware package; .17 If the Service informs th€rans
Service-assigned production password.  (13) ensure that the electronic portiomitter (in an acknowledgement file) that
.11 An On-Line Filer that participates of a return contains a completed consetite electronic portion of a taxpayenre

as alransmitter must: to disclosure statement; and turn has been rejected, tAeansmitter

(1) assign (as prescribed in Publication (14) ensure that it does not use softwamust notify the taxpayers prescribed in
1345) a Declaration Control Numberthat has a Service-assigned productiogection 5.19 of this revenue procedure, of
(DCN) to the electronic portion of eachpassword built into the software. the following:
return received from a taxpayer; .12 A Transmitter must include an On- (1) that the Service rejected the elec

(2) include the assigned DCN in theline Service Providés EFIN on each ke tronic portion of the taxpayes return;
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(2) the date of the rejection; more than three calendar days to transnptarer under § 7701(a)(36) and
(3) what the reject code(s) means; a return to the Service after receiving th€ 301.7701-15. Preparer penalties that
(4) what steps the taxpayer needs t#formation necessary for an electronienay be asserted under appropriate cir
take to correct the error that caused the rekansmission of a tax return. cumstances include, but are not limited to,
jection; and .22 An On-Line Filer may not déér, those set forth in 8§ 6694, 6695, and
(5) the information contained in sectionor in any way participate in or facilitate,6713.

5.18 of this revenue procedure. a RefundAnticipation Loan (RAL) in  (2) Under § 301.7701-15(d), an On-
.18 If the taxpayer chooses not to haveonnection with any return filed under theLine Filer is not an income tax return pre
the electronic portion of the return eor Form 1040 On-Line Filing ProgramA  parer for the purpose of assessing most
rected and transmitted to the Service, or RAL is money borrowed by a taxpayerpreparer penalties as long as the On-Line

the electronic portion of the return cannothat is based on a taxpajemnticipated Filer's services are limited to “typing,-re
be accepted for processing by the Servickicome tax refund. production, or other mechanical assis
the taxpayerin order to file a timely re .23 An On-Line Filer may not chge a tance in the preparation of a return or
turn, must file a paper return by the latepeparate fee for a Direct Deposit. Seelaim for refund.”
of: section 9 of this revenue procedure. (3) If an On-Line Filer alters the return
(1) the due date of the return; or .24 In addition to the specific responsiinformation in a nonsubstantive wapis
(2) ten calendar days after the date trdilities described in this section, an Onalteration will be considered to come
Service gives notification that the elecLine Filer must meet all the requirementsinder the “mechanical assistance” excep
tronic portion of the return is rejected ofn this revenue procedure to keep theprivtion described in § 301.7701-15(d)(H.
that the electronic portion of the returr!€ge of participating in the Form 1040nonsubstantive change is a correction or

cannot be accepted for processing. On-Line Filing Program. change limited to a transposition efror
The paper return should include an expl misplaced entryspelling erroror arith
nation of why the return is being ﬁ|edaSECTION 6. PENATIES metic correction that falls within the fol
after the due date. 01 Penalties for Discloser or Use of '0Wing tolerances:

.19 A Transmitter that transmits a-re Information. (a) the amount of “Otal tax”, “Federal

turn of a taxpayer who is a subscriber of (1) An On-Line Filer except a Soft [ncome tax withheld”, “Refund”, or
an On-Line Service Provider must notifyware Developer that performs no otherAMmount you owe” on Form 8453-OL
the taxpayer by sending an electronifunction in the Form 1040 On-Line ,:i”ngdlffers from _the co_rrespondmg amount on
transmission to the On-Line ServiceProgram but software development, is 1€ lectronic portion of the tax return by
Provider within two work days of retriev tax return preparer (Preparer) under thd® More than $7;
ing the acknowledgement fileA Trans  definition of § 301.7216-1(b) of the Reg  (b) the amount of “Gtal income” shown
mitter that transmits a return of a taxpayetilations on Procedure amtministra 0N Form 8453-Oldiffers from the corre
who is not a subscriber of an On-Lineion. A Preparer is subject to a criminasPonding amount on the electronic portion
Service Provider must notify the taxpayepenalty for unauthorized disclosure or us@f the tax return by no more than $25; or
by: of tax return information. See § 7216 of (c) dropping cents and rounding to
(1) sending an electronic transmissiothe Internal Revenue Code and whole dollars.
to the taxpayer within two work days of § 301.7216-1(a). In addition, § 6713 (4) If an On-Line Filer alters the return
retrieving the acknowledgement file; or establishes civil penalties for unauthoinformation in a substantive wayather
(2) mailing a written notification to the rized disclosure or use of tax return inforthan having the taxpayer alter the return,
taxpayer within one work day of retriev mation. the On-Line Filer will be considered to be
ing the acknowledgement file. (2) Under § 301.7216-2(h), disclosurén income tax return preparer for pur
.20 A Transmitter must make availableof tax return information among acceptedoses of § 7701(a)(36).
to the Service upon request all items reOn-Line Filers for the purpose of prepar (5) If an On-Line Filer goes beyond
quired by this section to be retained untiing a return is permissible. For examplenechanical assistance, the On-Line Filer
the end of the calendar year in which a rean On-Line Service Provider may pass omay be held liable for income tax return
turn was filed. The Transmitter must tax return information to @&ransmitter for preparer penalties. See RRwul. 85-189,
make this material available either at théhe purpose of having an on-line elec1985-2 C.B. 341 (which describes a situ
business address of tA@ansmitter or tronic return formatted and transmitted t@tion where a Software Developer was
from the contact representative named ahe Service. Howeveif the tax return in determined to be an income tax return
Form 8633. formation is disclosed or used in anyreparer and subject to certain preparer
.21 A Transmitter is responsible for-en other way an On-Line Filer may be sub penalties).
suring that stockpiling does not occurject to the penalties described in section .03 Other Penalties.In addition to the
Stockpiling means collecting returns fron6.01(1) of this revenue procedure. above specified provisions, the Service
taxpayers prior to fitial acceptance into .02 Other Pepaler Penalties. reserves the right to assert all appropriate
the Form 1040 On-Line Filing Program, (1) Preparer penalties may be assertgdeparey nonpreparerand disclosure
or, after oficial acceptance into the Formagainst an individual or firm meeting thepenalties against an On-Line Filer as war
1040 On-Line Filing Program, waiting definition of an income tax return pre ranted under the circumstances.
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SECTION 7. FORM 8453-0OL, U.S. and instructions to the taxpayer for entewho electronically files a balance due re

INDIVIDUAL INCOME TAX ing the DCN on Form 8453-OL. turn.
DECLARATION FOR ON-LINE .04 If a taxpayer inquires about the .03 To expedite the crediting of a tax
FILING status of a refund, thEransmitteror On- payment, a taxpayer who electronically

) Line Service Provider if the taxpayer is diles a balance due return should mail his

.01 Procedues for Completing Form gpscribermust advise the taxpayer thabr her tax payment with either Form
8453-OL. the taxpayer can call the local IRBlee 1040-V or the scannable payment

(1) Form 8453-Olmust be completed Tax number to inquire about the status ofoucher that is included in some tax pack
by the taxpayer in accordance with the inthe taxpayes refund. The Transmitter or ages. Each of these options has specific
structions for that form. On-Line Service Provider should also admailing instructions.

(2) The taxpayer(s§ name, address,vise the taxpayer to wait at least three .04 A taxpayer who electronically files
social security number(s), tax return inweeks from the date the Service gave na balance due return must make a full and
formation, and direct deposit of refund intification that the electronic portion of thetimely payment of any tax that is due.
formation in the electronic transmissionaxpayets return was accepted for pro Failure to make full payment of any tax
must be identical to the information orncessing before calling th&eleTax that is due on or befor&pril 15, 1998,

the Form 8453-Olthat the taxpayer(s) number will result in the imposition of interest and
signs and will mail to the appropriate ser .05 The Transmitter must inform the may result in the imposition of penalties.
vice center taxpayer that the address on the electronic

(3) If the electronic portion of a returnportion of the return, once processed, wiPECTION 1. ADVERTISING
was filed as a joint return, both spousedie used to update the taxpageaddress STANDARDS FOR ON-LINE FILERS
signatures are required on Form 8453ef record. The Internal Revenue Service . .
.01 An On-Line Filer shall comply
OL. uses the taxpayer address of record for_. - L
. . . with the advertising and solicitation pro
(4) The taxpayeés Form 8453-Olmust various notices that are required to be sent .
. . ,» visions of 31 C.R. Part 10 (feasury De
be sent to the address of the appropriate a taxpay€is “last known address . T
! L artment Circular No. 230)This circular
service center within one work day afteunder the Internal Revenue Code and for. ., . S
. . . rohibits the use or participation in the
the taxpayer is provided notification tharefunds of overpayments of tax (unlesuse of anv form of public communication
the electronic portion of the taxpajere otherwise specifically directed by the tax y P

turn has been accepted for processing. payer such as by Direct Deposit). ggrgtealgl\r;eg i;ﬂi?’ fiﬁ‘tjudeurlliinr:, m('i:g?gi/neg’
.02 Missing Form 8453—OL.If the PHve, y 9 ’

) . or unfair statement or claimAny claims
Service determines that a Form 8453-0pEC TION 9. DIRECTDEPOSITOF : :
is missing, the taxpayer must provide HREFUNDS concerning faster refunds by virtue of

; ' electronic filing must be consistent with
Service with a replacementA taxpayer 91 The Service will ordinarily process the language in @itial Service publica

must also provide a copy of any FoWh- 5 request for Direct Deposit but reservegons.
2,Wage andlax Statement, FOrM~2G, - he right to issue a paper refund check. .02 An On-Line Filer must adhere to
Certain GamblingMnnings, Form 1099- g2 The Service does not guarantee ail relevant federal, state, and local con
R, Distributions From Pensionsnnu-  specific date by which a refund will be-di sumer protection laws that relate to adver
ities, Retirement or Profit-Sharing Plansrecﬂy deposited into the taxpay®finan  tising and soliciting.
IRAs, Insurance Contracts, etc., and allj5 institution account. 03 An On-Line Filer must not use the
other attachments to Form 8453-OL. .03 Neither the Service nor Financiakervices name, “Internal Revenue Ser
-03 Substitute Form 8453-OLIf a pManagement Service (FMS) is respensijice” or “IRS”, within a firm's name.
substitute Form 8453-Ois used, it must pje for the misapplication of a Direct Pe 04 An On-Line Filer must not use im
be approved by the Service prior 10 Usgosit that is caused by errategligence, proper or misleading advertising in rela
See RevProc. 96-48, 1996-2 C.B. 339. or malfeasance on the part of the taxjon to the Form 1040 On-Line Filing Pro

SECTION 8. INFORMAION AN payer On—que Filer financial institution, gram (including the time frames for
ON-LINE FILER MUSTPROVIDETO ~ OF 8Ny of their agents. refunds).
THE TAXPAYER SECTION 10. BALANCE DUE ”.05 An Oq-Line Filer.using electronic
. . RETURNS filing promotional materials or logos pro
01 TheTransmitter must advise a tax vided by the Service must comply with all
payer to retain a complete copy of the re .01  An on-line electronically filed Service instructions pertaining to the pro
turn and any supporting material. balance due return is transmitted to thenotional materials or logos.

.02 The Transmitter must advise theappropriate service center in the same .06 Use of Direct Deposit name and
taxpayer that an amended return, ifnanner that a refund or zero balance réogo.
needed, must be filed as a paper retutarn is filed. A balance due return is not (1) The name “Direct Deposit” will be
and mailed to the service center thadcomplete unless and until the Service reused with initial capital letters or all capi
would handle the taxpayerpaper return. ceives Form 8453—-Okompleted and tal letters.

.03 TheTransmitter must give the tax signed by the taxpayer (2) The logo/graphic for Direct Deposit
payer the Declaration Control Number .02 TheTransmitter must furnish Form will be used whenever feasible in adver
(DCN) for the taxpayes Form 8453—0OL 1040-V PaymentVoucher to a taxpayer tising copy
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(3) The color or size of the Direct Be throughout the filing seasormhe Service  (12) violation of the advertising stan
posit logo/graphic may be changed whewill also monitor the electronic portion ofdards described in sectiod df this rev
used in advertising pieces. returns and tabulate rejections, errors, arghue procedure;

.07 Advertising materials shall notother defects. If quality deteriorates, the (13) failure to maintain and make avail
carry the FMS, IRS, or othéffreasury On-Line Filer will receive a warning from able records as described in section 5.20
Seals. the Service. of this revenue procedure;

.08 Advertising for a cooperative elec  -05 The Service will monitor complaints  (14) failure to supply a taxpayer with
tronic return filing project (public/private @bout an On-Line Filer and issue a warningn accurate DCN;
sector) must clearly state the names of &l Suspension letter as appropriate. (15) failure to give déctive instrue
cooperating parties. .06 The Service reserves the right tqjons to a taxpayer concerning the entry of

.09 If an On-Line Filer uses radio orsuspend an On-Line Filer from participathe DCN on Form 8453—OL; or
television broadcasting to advertise, thd0n in the Form 1040 On-Line Filing Pro (1) fajlure to timely submit a revised
broadcast must be pre-recordethe On- 9ram for violating any provision of this porm 8633 (or a letter containing the
Line Filer must keep a copy of the pre/€Venue procedure. Generalthe Ser  same information contained in a revised
recorded advertisement for a period of afiC€ Will advise a suspended On-Ling-4 1y 8633) notifying the Service of
least 36 months from the date of the lasi!|€" concerning the requirements fofpangeg described in section 4.03 or 4.04

transmission or use. Ir:g?ccegtance int%:hefFI(I)rm' 1040 On-Lingt this revenue procedure.
.10 If an On-Line Filer uses direct mail_'. "9 rogram. 1he Ioflowing reasons

lead t g lett d/ .07 The Service may list in the Internal
or fax communications to advertise, the oy °2d 10 @ warning ‘etter ancior SUsgeyenye Bulletin, district 6ige listings,

On-Line Filer must retain a copy of the aclgce)pril(ig 4%f Oarr:-lf?:e-LFIiTiigFlgfc:gfrg)nrqn (:Eiidistrict ofice newsletters, and on the EFS
ili i i L . . Bulletin Board the name and owner f
gﬁarm (?élslrclﬂpct)i;;a)c} zlr(r?r?sg gelltr:}zzu:frgsor list is not all-inclusive): :ljyeetntityosalljgpter?deg frirﬁ tgeoForem(Sl)OZO
or individuals to whom the,communicati(,)n (1) the reasons listed in section 4.15 n-Line Filing Program and thefettive
. . o H’lis revenue procedure; date of the suspension
¥vas mall'ed, faxed, or otherwise distribute (2) deterioration in the format of indi oo pe - fed
or a period of at Ig{;\st 36 months from th%idual transmissions; 08 Ifa pgrt|C|pant is suspended from
date of the last mailing, fax, _or_d|str|l:_)ut|on. (3) unacceptable cumulative error OEfa\.rtlupatlng in the For_m 1040 On-Lme
11 Acceptance to participate in thergiection rate: Filing Program, the period of suspension
Form 1040 On-Line Filing Program dges (4) stockpiling returns at any tirnemcIuc.ies the remainder of the calendar
not imply endorsement by the Serviceyiia participating in the Form 1040 on.year in which the suspension occurs plus
FMS, or theTreasury Department of the jyo Filing Program; the next two Calendar.yearA Susperjde_d
software or quality of services provided. participant may submit a new application

(5) failure on the part of @ransmitter for the application period immediatel
SECTION 12. MONIDRINGAND to retrieve acknowledgement files within PP P y

SUSPENSION ORN ON.LINE FILER WO yvork days of transmission by theprecedmg the end of the suspension.
Service; SECTION 13.ADMINISTRATIVE

.01 The Service will monitor an On-  (6) failure on the part of @ransmitter REv|EWPROCESS FOR DENIADF
Line Filer for conformity with this rev to notify the taxpayeras prescribed in pART|CIPATION IN THE EORM 1040
enue procedure. Before suspending aection 5.19 of this revenue procedure, @hn-LINE FILING PROGRAM
On-Line Filer the Service may issue athe status of a transmitted return within
warning letter that describes specific -cortwo work days of receipt of the acknewl .01 An applicant that has been denied
rective action for deviations from this rev edgement files from the Service; participation in the Form 1040 On-Line
enue procedure. Howeyéhne Service can  (7) failure on the part of an On-LineFiling Program has the right to an admin
immediately suspend, without notice, arBervice Provider to ensure that no moristrative review During the administra
On-Line Filer from the Form 1040 On-than three tax returns are filed electronitive review process, the denial of paici
Line Filing Program. In most circum cally by one subscriber; pation remains in é&ct.
stances, a suspension from participation in (8) failure on the part of @&ransmitter .02 In response to the submission of a
the Form 1040 On-Line Filing Program iso ensure that it does not transmit or ad=orm 8633, theAndover Service Center
effective as of the date of the letter infermcept for transmission more than threvill either (1) accept an applicant into the
ing the On-Line Filer of the suspension. electronic returns originating from oneForm 1040 On-Line Filing Program, or

.02 If a Principal or Responsible Of software package; (2) issue a proposed letter of denial that
ficial is suspended from the Form 1040 (9) significant complaints about an On-explains to the applicant why the service
On-Line Filing Program, every entity thatLine Filer; center proposes to reject the application to

listed the suspended Principal or Respon (10) failure on the part of an On-Lineparticipate in the Form 1040 On-Line il

sible Oficial on its Form 8633 may alsoFiler to ensure against the unauthorizeihg Program.

be suspended. use of its EFIN and/or ETIN; .03 An applicant who receives a pro
.03 The Service will monitor the (11) failure on the part of an On-Lineposed letter of denial may mail or deliver

timely receipt of Forms 8453-OL. Filer to cooperate with the Serviseef within 30 calendar days of the date of the
.04 The Service will monitor the qual forts to investigate electronic filing proposed letter of denial, a written-re

ity of an On-Line Filers transmissions abuse sponse to théndover Service Center
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The applicans response must address thementation, of why the suspension letteFiling Program should be directed to the
service centés reason(s) for proposingshould be withdrawn.This written re IRS Headquarters Electronic Filing -Of
the denial to participate. sponse should be sent to the distrificef fice. The telephone number for this pur
.04 Upon receipt of an applicaat’ or service center that issued the suspepose is (202) 283-0531 (not a toll-free
written response, thAndover Service sion letter number). All questions regarding the on-
Center will reconsider its proposed letter .03 Upon receipt of the On-Lineline aspects of this program should be di
of denial. The service center may eitherFiler's written response, the districfioé rected to the IRS Headquarters Form
(1) withdraw its proposed letter of deniabr service center will reconsider its sus1040 On-Line Filing Programnalyst.
and admit the applicant into the Fornpension of the On-Line FilefThe district The telephone number for this purpose is
1040 On-Line Filing Program, or (2)-fi office or service center may either (1X202) 283-0265 (not a toll-free number).
nalize the proposed denial letter withdraw its suspension letieor (2) af The address for the IRS Headquarters
.05 If an applicant receives a final-defirm the suspension. Form 1040 On-Line Filing PrograAna-
nial letter from theAndover Service Cen .04 If the On-Line Filer receives a4et lyst is T:ETA:O:P, 5000 Ellin Road, Lan
ter, the applicant is entitled to an appeater afirming the suspension, the On-Lineham, MD 20706.
in writing, to the Director of Practice. Filer is entitled to an appeal, in writing, to
.06 The appeal must be mailed or-dethe Director of Practice. SECTION 18. RPERNVORK
livered to theAndover Service Center .05 The appeal must be mailed or-de"CT
within 30 calendar days of the date of théivered to the district dfce or service  The collections of information cen
final denial letter An applicants written center that issued the suspension lettefined in this revenue procedure have
appeal must contain a detailed exptanavithin 30 calendar days of the date of thgeen reviewed and approved by the Of
tion, with supporting documentation, ofletter afirming the suspensionThe On-  fice of Management and Budget in accor
why the denial should be reversed. Line Filers written appeal must containgance with the Paperwork Reductiaat
.07 TheAndover Service Center will, detailed reasons, with supporting decu(44 U.S.C. 3507) under control number
upon receipt of a written appeal to the Dimentation, for reversal of the suspension;545.1513.
rector of Practice, forward to the Director .06 The district ofice or service center An agency may not conduct or Sponsor
of Practice its file on the applicant and thgvhose decision to suspend is being aRind a person is not required to respond to,
material described in section 13.06 of thigealed will, upon receipt of a written-ap g collection of information unless the €ol
revenue procedureThe service center peal to the Director of Practice, forwardection of information displays a valid
will forward these materials to the Direc its file on the On-Line Filer to the Direc control number
tor of Practice within 15 calendar days ofor of Practice. The district ofice or sef The collections of information in this
receipt of the applicarstwritten appeal.  vice center will also forward to the Direc revenue procedure are in sections 4, 5, 8,
.08 Failure to respond within either oftor of Practice the material described ijnd 1 of the revenue procedur@his i
the 30-day periods described in sectionsection 14.05 of this revenue procedur@ermation is required by the IRS to imple
13.03 and 13.06 of this revenue procedurne district ofice or the service centerment the Form 1040 On-Line Filing Pro
irrevocably terminates an applicantight - will forward these materials within 15 gram and to enable taxpayers to file their
to an administrative review or appeal.  calendar days of the receipt of an On-Lingdividual income tax returns electreni
.09 If an application for participation in Filer's written request for appeal. cally through the Form 1040 On-Line il
the Form 1040 On-Line Flllng Program is .07 Failure to appeal within either Ofing Program_ The information will be
denied, the applicant is ineligible to submithe 30-day periods described in sectiongsed to ensure that taxpayers receive-accu
a new application for two years from the14.02 and 14.05 of this revenue procedutigte and essential information regarding
application date of the denied application.irrevocably terminates an On-Line Filr the filing of their return through the Form

SECTION 14.ADMINISTRATIVE right to an appeal. 1040 On-Line Filing Program and to iden
REVIEW PROCESS FOR SECTION 15. EFFECDN OTHER tify the persons involved in the filing 01_‘ a
SUSPENSION FROMHE FORM DOCUMENTS rgt_urn through the Form .1040 O.n-Llne
1040 ON-LINE FILING PROGRAM Flllng Program. _The coIIect_|ons of |nf0r_
Rev Proc. 96-62, 1996—2 C.B. 412, ignation are required to retain the benefit of
.01 An On-Line Filer that has beensyperseded. participating in the Form 1040 On-Line
suspended from participation in the Form Filing Program. The likely respondents
1040 On-Line Filing Program has theSECTION 16. EFFECTIVE DRE are business or other fprofit institutions.
right to an administrative reviewDuring The estimated total annual reporting

the administrative review process, the This revenue procedure idettive De

k i i 2
2 ember 29, 1997 and recordkeeping burden is 5,926

suspension remains infet. hours.

.02 If an On-Line Filer receives a SUSSECTION 17. INTERNALREVENUE The estimated annual burden per re
pension letterthe On-Line Filer may mail ser/ICE OFFICE CONRCT spondent/recordkeeper varies from eight
or deliver within 30 calendar days of the (8) minutes to 455 hours, depending on in

date of the suspension letter detailed  All questions regarding the electroniaividual circumstances, with an estimated
written explanation, with supporting doc filing aspects of the Form 1040 On-Lineaverage of 423 hours (or approximately

December 29, 1997 58 1997-52 |.R.B.



two (2) minutes per on-line electronicallythe 1977 amendment$he base is com 1994” (Pub. L. 103-387) increased the
filed return). The estimated number of-re puted under section 230(b) of thet as it threshold for coverage of a domestic-em

spondents and recordkeepers is 14. read prior to the 1977 amendments. ployees wages paid per employer from
The estimated annual frequency of re The “old-law” contribution and benefit $50 per calendar quarter to $1,000 in-cal
sponses is on occasion. base is used by: endar year 1994The statute holds the

Books or records relating to a collec (a) the Railroad Retirement program t&overage threshold at the $1,000 level for
tion of information must be retained asletermine certain tax liabilities and tier 11995 and then increases the threshold in
long as their contents may become matebenefits payable under that program t§100 increments for years after 1996e
ial in the administration of any internalsupplement the tier | payments whicormula for increasing the threshold is
revenue law Generally tax returns and correspond to basic Social Security benérovided in section 3121(x) of the Inter
tax return information are confidential, adits, nal Revenue Code.
required by 26 U.S.C. § 6103. (b) the Pension Benefit Guaranty cor Computation.Under the formula, the
poration to determine the maximumdomestic employee coverage threshold
amount of pension guaranteed under tgmount for 1998 shall be equal to the
Social Security Contribution and Employee Retirement Income Security:995 amount of $1,000 multiplied by the
Benefit Base Act (as stated in section 230(d) of the Sdatio of the national average wage index

cial SecurityAct), for 199(_3 to that for 1993. I_f the amount SO

Under authority contained in the Social (c) Social Security to determine a yeafl®€rmined is not a multiple of $100, it
SecurityAct (“the Act”), the Commis  of coverage in computing the special miniShall be rounded to the next lower multi
sioner Social SecurityAdministration, mum benefit, as described earliand ple of $100.
has determined and announced (6R.F  (d) Social Security to determine a year POMestic Employee Coverage @it
58762, dated October 30, 1997) that thgf coverage (acquired whenever earning%'d Amount.The ratio of the national av
contribution and benefit base for remuequal or exceed 25 percent of the “oldS'29€ Wage index for 1996, $25,913.90,
neration paid in 1998, and self-employjaw” base for this purpose only) in cem COMPared to that for 1993, $23,132.67, is
ment income earned in taxable years bguting benefits for persons who are alsg-1202295. Multiplying the 1995 domes

ginning in 1998 is $68,400. eligible to receive pensions based on eni¢ €MPployee coverage threshold amount
o ployment not covered under section 218 $1,000 by the ratio of 1.1202295 pro
“Old-Law” Contribution and of theAct. duces the amount of $1,120.23, which
Benefit Base must then be rounded to $1,1@@cord
_ Domestic Employee Coverage ingly, the domestic employee coverage
General.The 1998 “old-law” contribu  Threshold threshold amount is determined to be
tion and benefit base is $50,70khis is $1,100 for 1998.

the base that would have beeffeefive General.Section 2 of the “Social Secu
under theAct without the enactment of rity Domestic Employment Refor#ct of
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Part IV. Iltems of General Interest

Extension of Federal Tax Almena Senior Citizens IndAlmena, KS American Quiz BowAssociation Inc.,
Deposits Due Dates for Extra AlphaWoodward Restoration Inc., New Orleans, LA
Federal Holiday [?etroﬂ, MI _ Amerlcgn Russian Medical Exchange,
Alpine Regional Education Center Lansing, Ml
Announcement 97-124 Gaylord, Ml American Society of Dermatology Inc.,
Also Morale Inc., Englewood, CO Midwest City OK
The Internal Revenue Service will-ex Alternative Radio Coalition Incorporated, American-Somali Councilashington,
tend the December 26 due date for federal Charlotte, NC DC
tax deposits in recognition of the presialternativeTheatre Companyhoenix, American Stories Inc., Philadelphia P
dential executive order giving federalem a7z AmericanVeterinary History Society
ployees an extra holiday AlternativeWorkhaven Inc., Eudora, KS ~ Ames, IA
Normal deposit due date for payrollajirysa Foundation, Fomvorth, TX AmericanVirtuosi Foundation Inc.,
tax liabilities of $100,000 or more for aAltrysaTeen Share Inc., Coldwaevl Birmingham AL
wages paid on December 24 would b@yarado HistoricaAssociation Inc., AmericanWaterfowlAssociation Inc.,
December 26.This deposit due date is  alyarado, TX Atlanta, GA
extended to Mondaypecember 29, 1997. Aman CommunityCleveland, OH AmericanWay Inc., Baltimore, MD
The semi-weekly depositors with pay omateur Hardwoodssociation of Red  Americans and Germans Embracin Both
roll dates Dec 20, 21, 22, 23 must deposit Stick, Baton Rouge, LA Nationalities in Dialogue and
by TuesdayDecember 30, 1997. Ambassadors for Christ, Nashville, NC Association, Detroit, Ml

Americans for Mentored @ter
Recruitment and Education, Houston,

AmberWaves Inc., JaspekL
Ambulance Fund Raising Committee,

Foundations Status of Certain TownsendWi! ™ _ o
Organizations Amdpa Foundation Inc., Pine BfydR ~ AmericasArt for Life Inc., Miami, FL
Amelia Island Chorale Inc.. Fernandina Americas Favorite PreeEn Foundation,

Announcement 97-125 Beach. FL Inc., LakeAriel, PA
L . . AngletonArea Crimestoppers Inc.,
The following oganizations have America the Beautiful Centennial Angleton, TX

failed to establish or have been unable to Célebration, Inc., Colorado Springs, CO, imal Aid for Vermilion Area Inc.,
maintain their status as public charities ofMericanAssistance to Eastern Europe, ==, p o e | A

as operating foundationéccordingly, Inc., Satellite Beach, FL Animal Protection League of Pulaski
grantors and contributors may not, aftefmericanAssociation for Chronic County Inc., Somerset, KY
this date, rely on previous rulings or des Fatigue Syndrome, IncTulsa,OK Animal Relief Fund Inc., éarland‘,X
ignations in the Cumulative List of @& American Bosnian Herzegovinian Amhe Incorporated, Chicago, IL
nizations (Publication 78), or on the pre Association, ClintoTownship, MI Amigos for Education IncAlice, TX
sumption arising from the filing of noticesAmerican ChildrensVelfare Foundation, A .00 pDealers and Jobbers for Kids
under section 508(b) of the Codehis  Flora, IL CorporationWhite Bear Lake, MN
listing doesnotindicate that the ganiza American Disabilities\ssociation, Anchor Ministries Inc., Conyers, GA
tions have lost their status agyaniza ~ Marshall,TX Andrew Jackson Institute Inc., Nashville,
tions described in section 501(c)(3), eligiAmerican Foundation for Removal of N
ble to receive deductible contributions. ~ Addictions, Inc., Scottsdal&Z Andrew Magee-Scotferplank

Former Public CharitiesThe following American Freedorssembly Inc., Endowment Fund, DallagX
organizations (which have been treated as Trussville AL Animal Relief Fund Inc., ParkehZ
organizations that are not private foundaAmerican Friends of Mesilatflesharim,  animal Welfare SocietyFarmington, NM
tions described in section 509(a) of the Inc., Baltimore, MD Animals Pals Inc., Farmington, Ml
Code) are now classified as private foeunAmerican Friends of thé/illiam Harvey  aniomaAssociation of Nigeria Inc.,
dations: Research Institute, Inc., Philadelphia, Hyattsville, MD
Aden Relief Services\lexandria,VA PA Anna Jonesboro Community Pride, Inc.,
African-American Family History American Indian Center of Central Anna, IL

Association, MemphisTN Florida, Inc., Orlando, FL Annual Emancipation Day Celebration,
African American MerAgainst American Mountain Guide&ssociation, Inc., Gallipolis, OH

Narcotics, Inc.AA-MAN, Inc., Dallas, Golden, CO Annunciation Greek Orthodox Church of

TX American Multi-Racial Film Series, New  |R-AR Scholarship Foundation Inc.,
Alliance for theWelfare ofAnimals, York, NY Little Rock,AR

Springfield, MO American Muslim Support Group Inc.,  Anoka CountyTree Board IncAnoka,
Allied Housing Group Ltd, St. Louis, Belridge, MO MN

MO American Podiatriérthroscopic Anti-Rheumatic Drug Guidelines Fund,
All Saints Scholarship Fund, NorfolWA Association, Inc., Lorain, OH Inc., PhoenixAZ
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Antrim-Kalkaska Literacy Council, vate operating foundation, the Internal For individual contributors, the maxi

Kewadin, Ml Revenue Service will issue a ruling or demum deduction protected is $1,000, with
Apostolic Development Corporation, termination letter with the revised classifi a husband and wife treated as one contrib
Detroit, Ml cation as to foundation status. Grantors andor. This benefit is not extended to any
Applecor Foundation Inc., Chicago, IL  contributors may thereafter rely upon suchdividual who was responsible, in whole
Agua-Tex SwimTeam Inc., Klein,TX ruling or determination letter as provideddr in part, for the acts or omissions of the
Agquatic Medical Research & in section 1.509(a)-7 of the Incorilax organization that were the basis for revo

Development, Ltd., Inc., Miami, FL  Regulations. It is not the practice of theation.
Agquia Harboolunteer Rescue Squad, Service to announce such revised classifExploring Cultural and Educational

Inc., Staford, VA cation of foundation status in the Internal Learning, SandyJT
ArabAmerican MedicaAssociation- Revenue Bulletin. Real Friends, Inc.,

Pittsbugh ChapterMurrysville, A Aurora, CO
Arc Thriftown Inc., Farmington, NM YouthToday Leader§omorrow Inc.
Ardbraccan Foundation Inc., ShorewoodPeletions From Cumulative List GoldenVvalley, CO

Wi of Organizations Contributions
Ardis Rhinehart Kremer Home of the to Which Are Deductible Under

United Church of Christ, Conneaut, Section 170 of the Code Section 7428(c) Validation of

OH Certain Contributions Made
ArdmoreArea Rapid Responders Inc.,  Announcement 97-126 During Pendency of Declaratory

Ardmore AL o Judgment Proceedings
Area Counties Council oAlcoholism The names of ganizations that no

DrugAbuse, Bellville,TX longer qualify as @anizations described  Thjs announcement serves notice te po
ArizonaAcademy of Family Physicians in section 170(c)(2) of the Internal ReV {ential donors that the ganization listed

Foundation, Inc., PhoeniRZ enue Code of 1986 are listed below  pejow has recently filed a timely declara
ArizonaAssociation of Conservation Generallythe Service will not disallow tory judgment suit under section 7428 of

Districts, PhoenixAZ deductions for contributions made t0 ghe Code, challenging revocation of its
Campaign for Enggy Efficiency in listed oganization on or before the datestatys as an eligible donee under section

Education and Health Care, of announcement in the Internal Revenugzo(c)(2).

Washington, DC Bulletin that an aganization no longer  protection under section 7428(c) of the
Childrens Dance Co., Chattanooga| qualifies. Howeverthe Service is not Code begins on the date that the notice of
Coalition for a National Memorial to precluded from disallowing a deductioryeyocation is published in the Internal

Mahatma Gandhi, Potomac, MD for any contributions made after argar Revenue Bulletin and ends on the date on
Committee to Restore Pop Floyd Field, hization ceases to qualify under sectiofyhich a court first determines that an or

Inc., Atlantic City, NJ 170(c)(2) if the oganization has not ganization is not described in section
Cystic Fibrosis Care Group Inc., timely filed a suit for declaratory judg 170(c)(2), as more particularly set forth in

Windermere, FL ment under section 7428 and if the €onsection 7428(c)(1). In the case of individ
GorgiasAssociation Inc., Bellevue, CO  tributor (1) had knowledge of the revecayal contributors, the maximum amount of
Hollister Citizens Qganization, Inc., tion of the ruling or determination letfer contributions protected during this period

Hollister, NC (2) was aware that such revocation wag limited to $1,000.00, with a husband
International Cultural and Friendship ~ imminent, or (3) was in part responsibleand wife being treated as one contributor

Association, Mililani, HI for or was aware of the activities or omisThis protection is not extended to any in
Library Foundation of Jé&rson County ~ sions of the aganization that brought dividual who was responsible, in whole or

Inc., Montrello, FL about this revocation. in part, for the acts or omissions of the or
Manasotalheatre Qgan Societylnc., If on the other hand a suit for declaraganization that were the basis for the re

Bradenton, FL tory judgment has been timely filed, eonvocation. This protection also applies
Mid-SouthTissue Bank, Inc., Memphis, tributions from individuals and ganiza (but without limitation as to amount) to

TN tions described in section 170(c)(2) thadrganizations described in section
Rock theVote Education Fund, Santa  are otherwise allowable will continue t0170(c)(2) which are exempt from tax

Monica, CA be deductible. Protection under sectionnder section 501(a). If thegamization
San Diego Flute Guild, Powa@A 7428(c) would begin on December 29ultimately prevails in its declaratory judg

Wendy’s Relief Fund, Inc., Dublin, OH 1997, and would end on the date the coumient suit, deductibility of contributions

World Class School, IncArlington, VA first determines that the ganization is would be subject to the normal limitations
If an oganization listed above submitsnot described in section 170(c)(2) as morset forth under section 170.

information that warrants the renewal of itparticularly set forth in section At Cost Services, Inc.

classification as a public charity or as a prir428(c)(1). NewYork, NY
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Definition of Terms

Revenue ulings and evenue pycedues plies to bothA and B, the prior ruling is new ruling does more than restate the
(herinafter eferred to as “wlings”) that modified because it corrects a publishedubstance of a prior ruling, a combination
have an effect on prious ulings use the position. (Compare wittamplifiedand of terms is used. For examplaodified
following defined terms to describe thelarified, above). and supersedediescribes a situation
effect: Obsoleteddescribes a previously pub where the substance of a previously pub
Amplified describes a situation wherelished ruling that is not considered deterished ruling is being changed in part and
no change is being made in a prior pubminative with respect to future transacis continued without change in part and it
lished position, but the prior position istions. This term is most commonly usedis desired to restate the valid portion of
being extended to apply to a variation oin a ruling that lists previously publishedthe previously published ruling in a new
the fact situation set forth thereifhus, rulings that are obsoleted because atiling that is self contained. In this case
if an earlier ruling held that a principlechanges in law or regulationA.ruling the previously published ruling is first
applied toA, and the new ruling holds may also be obsoleted because the sutmodified and then, as modified, is super
that the same principle also applies to Bstance has been included in regulatiorseded.
the earlier ruling is amplified. (Comparesubsequently adopted. Supplementeds used in situations in
with modified below). Revokedlescribes situations where thavhich a list, such as a list of the names of
Clarified is used in those instancegosition in the previously published ful countries, is published in a ruling and
where the language in a prior ruling isng is not correct and the correct positiothat list is expanded by adding further
being made clear because the languagebeing stated in the new ruling. names in subsequent rulingsfter the
has caused, or may cause, some confu Supersededescribes a situation whereoriginal ruling has been supplemented
sion. It is not used where a position in éhe new ruling does nothing more tharseveral times, a new ruling may be pub
prior ruling is being changed. restate the substance and situation oflished that includes the list in the original
Distinguisheddescribes a situation previously published ruling (or rulings).ruling and the additions, and supersedes
where a ruling mentions a previouslyThus, the term is used to republish undell prior rulings in the series.
published ruling and points out an esserthe 1986 Code and regulations the same Suspendeds used in rare situations to
tial difference between them. position published under the 1939 Codshow that the previous published rulings
Modified is used where the substancand regulationsThe term is also usedwill not be applied pending some future
of a previously published position iswhen it is desired to republish in a singlaction such as the issuance of new or
being changedThus, if a prior ruling ruling a series of situations, names, etcamended regulations, the outcome of
held that a principle applied #o but not that were previously published over a pecases in litigation, or the outcome of a
to B, and the new ruling holds that it-apriod of time in separate rulings. If theService study

1 1 E.O—Executive Order PHC—Personal Holding Company
Ab b reviations ER—Employer PO—Possession of the U.S.
;Zerlfoﬂg:’énv%iﬁ‘gm"iaﬂqns intcu_relnt ul:l'e ﬁmg 'ferth ERISA—Employee Retirement Income Secuist. PR—Partner
Bulleytin. ppear in material published in the_, . . PRS—Partnership.

F—Fiduciary PTE—ProhibitedTransaction Exemption.

A—Individual FC—Foreign Country Pub. L—Public Law
Acq.—Ac;qwescence. FICA—Federal Insurance Contributidéct. REIT—Real Estate Investmeftust.
B—Inleldu_a_I. FISC—Foreign International Sales Company Rev Proc—Revenue Procedure.
BE—Beneficiary FPH—Foreign Personal Holding Company Rev Proc.—Revenue Ruling.
EﬁZT;térd ofTax Appeals. FR—Federal Register S—Subsidiary
C —individual. FUTA—Federal Unemploymerfax Act. S.PR—Statements of Procedral Rules.
C.B—Cumulative Bulletin. Fx—Foreign Corporation. Stat—Statutes at Lae.
CFR—Code of Federal Regulations. G.C.M—Chief Counse8 Memorandum. T—Tamget Corporation.
Cl—City. GE—Grantee. T.C—Tax Court.
COOR—Cooperative. GP—General Partner T.D.—Treasury Decision.
Ct.D—Court Decision. GR—Grantor TFE—Transferee.
CY—County IC—Insurance Company TFR—Transferor
D—Decedent. |.R.B—Internal Revenue Bulletin. T.I.R—Technical Information Release.
DC—Dummy Corporation. LE—Lessee. TP—Taxpayer
DE—Donee. LP—Limited Partner TR—Trust.
Del. Oder—Delegation Order LR—Lessor TT—Trustee.
DISG—Domestic International Sales Corporation. M—Minor. U.S.C—United States Code.
DR—Donor Nonacg—Nonacquiescence. X—Corporation.
E—Estate. O—Organization. Y—Corporation.
EE—Employee. P—Parent Corporation. Z—Corporation.
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The Introduction on page 3 describes the purpose and content of this publiladiameekly Internal Revenue Bulletin is sold
on a yearly subscription basis by the Superintendent of Documents. Current subscribers are notified by the Superintendent of
Documents when their subscriptions must be renewed.

CUMULATIVE BULLETINS

The contents of this weekly Bulletin are consolidated semiannually into a permanent, indexed, Cumulative Bidtetiare
sold on a single copy basis am@ notincluded as part of the subscription to the Internal Revenue Bulletin. Subscribers to the week
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(www.irs.ustreas.gov) or write to the IRS Bulletin UAitF-P:F:CD, Room 5560,111 ConstitutionrAvenue NWWashington, DC
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