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The IRS Mission

Provide America’s taxpayers top quality service by helping them
understand and meet their tax responsibilities and by applying
the tax law with integrity and fairness to all.

Introduction
The Internal Revenue Bulletin is the authoritative instrument of the
Commissioner of Internal Revenue for announcing official rul-
ings and procedures of the Internal Revenue Service and for pub-
lishing Treasury Decisions, Executive Orders, Tax Conventions,
legislation, court decisions, and other items of general inter-
est. It is published weekly and may be obtained from the Super-
intendent of Documents on a subscription basis. Bulletin contents
are consolidated 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 pub-
lished rulings apply retroactively unless otherwise indicated. Pro-
cedures relating solely to matters of internal management are
not published; however, statements of internal practices and pro-
cedures that affect the rights and duties of taxpayers are pub-
lished.

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 taxpay-
ers or technical advice to Service field offices, identifying de-
tails 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 Unpublished rulings will not be re-
lied on, used, or cited as precedents by Service personnel in the
disposition of other cases. In applying published rulings and pro-
cedures, the effect of subsequent legislation, regulations, court

decisions, rulings, and procedures must be considered, and Ser-
vice personnel and others concerned are cautioned against reach-
ing the same conclusions in other cases unless the facts and
circumstances are substantially the same.

The Bulletin is divided into four parts as follows:

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

Part II.—Treaties and Tax Legislation.
This part is divided into two subparts as follows: Subpart A, Tax
Conventions and Other Related Items, and Subpart B, Legisla-
tion and Related Committee Reports.

Part III.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to these sub-
jects are contained in the other Parts and Subparts. Also in-
cluded in this part are Bank Secrecy Act Administrative Rulings.
Bank Secrecy Act Administrative Rulings are issued by the De-
partment of the Treasury’s Office of the Assistant Secretary (En-
forcement).

Part IV.—Items of General Interest.
This part includes notices of proposed rulemakings, disbar-
ment and suspension lists, and announcements.

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 semiannual basis, and are
published in the first Bulletin of the succeeding semiannual pe-
riod, 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.
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Part I. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 62.—Adjusted Gross
Income Defined

26 CFR 1.62–2: Reimbursements and other ex-

pense allowance arrangements.

Rules are provided under which a reimburse-

ment or other expense allowance arrangement for the

cost of operating an automobile for business pur-

poses will satisfy the requirements of section 62(c) of

the Code as to business connection, substantiation, and

returning of amounts in excess of expenses. See Rev.

Proc. 2002–61, page 616.

Section 162.—Trade or
Business Expenses

26 CFR 1.162–17: Reporting and substantiation of

certain business expenses of employees.

Rules are provided for substantiating the amount

of a deduction or an expense for business use of an

automobile that most nearly represents current costs.

See Rev. Proc. 2002–61, page 616.

Section 170.—Charitable,
etc., Contributions and Gifts

26 CFR 1.170A–1: Charitable, etc., contributions

and gifts; allowance of deduction.

Rules are provided for substantiating the amount

of a deduction or an expense for charitable use of an

automobile. See Rev. Proc. 2002–61, page 616.

Section 213.—Medical,
Dental, etc., Expenses

26 CFR 1.213–1: Medical, dental, etc., expenses.

Rules are provided for substantiating the amount

of a deduction or an expense for use of an automo-

bile to obtain medical services. See Rev. Proc. 2002–

61, page 616.

Section 217.—Moving
Expenses

26 CFR 1.217–2: Moving expenses.

Rules are provided for substantiating the amount

of a deduction or an expense for use of an automo-

bile as part of a move. See Rev. Proc. 2002–61, page

616.

Section 274.—Disallowance
of Certain Entertainment,
etc., Expenses

26 CFR 1.274–5: Substantiation requirements.

Rules are provided for substantiating the amount

of ordinary and necessary business expenses of an em-

ployee for automobile expenses when a payor pro-

vides a mileage allowance for such expenses. Rules

are also provided for employees and self-employed in-

dividuals to use in substantiating a trade or business

deduction for automobile expenses. See Rev. Proc.

2002–61, page 616.

Section 1016.—Adjustments
to Basis

26 CFR 1.1016–3: Exhaustion, wear and tear, ob-

solescence, amortization, and depletion for periods

since February 28, 1913.

Rules are provided for reduction of basis for busi-

ness use of an automobile under either the optional

standard mileage rate method or a mileage allow-

ance under a reimbursement or other expense allow-

ance arrangement. See Rev. Proc. 2002–61, page 616.
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Part III. Administrative, Procedural, and Miscellaneous

Designated Private Delivery
Services

Notice 2002–62

This notice updates the list of desig-
nated private delivery services (“desig-
nated PDSs”) set forth in Notice 2001–
62, 2001–2 C.B. 307, for purposes of the
timely mailing treated as timely filing/
paying rule of section 7502 of the Inter-
nal Revenue Code, effective September 5,
2002. The Internal Revenue Service (IRS)
is adding two new delivery services to the
list of designated PDSs.

Section 7502(f) authorizes the Secre-
tary to designate certain PDSs for the timely
mailing treated as timely filing/paying rule
of section 7502. Rev. Proc. 97–19, 1997–1
C.B. 644, provides the criteria currently ap-
plicable for designation of a PDS. Notice
97–26, 1997–1 C.B. 413, provides spe-
cial rules to determine the date that will be
treated as the postmark date for purposes
of section 7502. Notice 97–50, 1997–2 C.B.
305, modifying Rev. Proc. 97–19 and No-
tice 97–26, provides that each year there
will be only one application period to ap-
ply for designation, which will end on June
30th. Notice 99–41, 1999–2 C.B. 325, pro-
vides that the IRS will publish a subse-
quent notice providing a new list of
designated PDSs only if a designated PDS
(or service) is added to, or removed from,
the current list.

Effective September 5, 2002, the list of
designated PDSs is as follows:

1. Airborne Express (Airborne): Over-
night Air Express Service, Next Afternoon
Service, and Second Day Service;

2. DHL Worldwide Express (DHL):
DHL “Same Day” Service and DHL USA
Overnight;

3. Federal Express (FedEx): FedEx Pri-
ority Overnight, FedEx Standard Over-
night, FedEx 2 Day, FedEx International
Priority, and FedEx International First; and

4. United Parcel Service (UPS): UPS
Next Day Air, UPS Next Day Air Saver,
UPS 2nd Day Air, UPS 2nd Day Air A.M.,
UPS Worldwide Express Plus, and UPS
Worldwide Express.

FedEx International Priority, and
FedEx International First are added to the
list published in Notice 2001–62. Both of
these services provide delivery services to
the United States from foreign countries.
Airborne, DHL, FedEx, and UPS are not
designated with respect to any type of de-
livery service not identified above.

The list of designated PDSs and ser-
vices set forth above will remain in effect
until further notice. The IRS will publish
a subsequent notice setting forth a new list
only if a designated PDS (or service) is
added to, or removed from, the current list,
or if there is a change to the application
and/or appeal procedures. Delivery ser-
vices that wish to be designated in time for
an upcoming filing season must continue
to submit applications by June 30th of the
year preceding that filing season, as re-
quired by Rev. Proc. 97–19 (as modified by
Notice 97–50). Notice 97–26 continues to
provide special rules used to determine the
date that will be treated as the postmark date
for purposes of section 7502.

SPECIAL RULES FOR DETERMIN-
ING PORTMARK DATE

Notice 97–26 is modified to provide new
rules for determining the postmark date un-
der section 7502 of the Code, for items de-
livered by FedEx International Priority and
FedEx International First. Under Notice 97–
26, FedEx applied an electronically gen-
erated label indicating the date on which

each item was given to FedEx for deliv-
ery. For FedEx International Priority and
FedEx International First, however,
FedEx will either apply a label indicating
the item was received for delivery or will
electronically record the date in FedEx’s da-
tabase.

If FedEx applies a label to the cover of
an item received for delivery through
FedEx International Priority or FedEx In-
ternational First, then the same rules for de-
termining the postmark date as provided in
Notice 97–26 apply to determine the post-
mark date of the item. If FedEx records the
date in its electronic database, the date so
recorded is treated as the postmark date. The
same rules from Notice 97–26 regarding the
presumption of the postmark date and the
taxpayer’s burden in overcoming that pre-
sumption apply to items delivered by
FedEx International Priority and FedEx In-
ternational First for which there is no la-
bel indicating the date received.

EFFECT ON OTHER DOCUMENTS

Notice 97–26 and Notice 2001–62 are
modified and, as so modified, are super-
seded.

EFFECTIVE DATE

This notice is effective on September 5,
2002.

FOR FURTHER INFORMATION

The principal author of this notice is
Charles A. Hall of the Office of Associ-
ate Chief Counsel, Procedure and Admin-
istration (Administrative Provisions and
Judicial Practice Division). For further in-
formation regarding this notice, contact
Charles A. Hall at (202) 622–4940 (not a
toll-free call).
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NOTE: This revenue procedure will be reprinted as the next revision of IRS Publication 1179, General Rules and Specifica-
tions for Substitute Forms 1096, 1098, 1099, 5498, W–2G (and 1042–S)

26 CFR 601.602: Forms and instructions.
(Also Part 1, Sections 220, 408, 408A, 529, 530(h), 1441, 6041, 6041A, 6042, 6043, 6044, 6045, 6047, 6049, 6050A, 6050B, 6050D, 6050E, 6050H, 6050J,
6050N, 6050P, 6050Q, 6050R, 6050S, 1.408–5, 1.408–7, 1.408A–7, 1.1441–1 through 1.1441.5, 1.6041–1, 7.6041–1, 1.6042–2, 1.6042–4, 1.6044–2, 1.6044–5,
1.6045–1, 5f.6045–1, 1.6045–2, 1.6045–4, 1.6047–1, 1.6049–4, 1.6049–6, 1.6049–7, 1.6050A-1, 1.6050B–1, 1.6050D–1, 1.6050E–1, 1.6050H–1, 1.6050H–2,
1.6050J–1T, 1.6050N–1, 1.6050P–1).

Rev. Proc. 2002–57
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Part 1
General Information

Section 1.1 — Overview of Revenue Procedure 2002–57

1.1.1 Purpose The purpose of this revenue procedure is to set forth the 2002 requirements for:
• Using official Internal Revenue Service (IRS) forms to file information returns with the IRS,
• Preparing acceptable substitutes of the official IRS forms to file information returns with the IRS, and
• Using official or acceptable substitute forms to furnish information to recipients.
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1.1.2 Which Forms
Are Covered?

This revenue procedure contains specifications for these information returns:

Form Title
1096 Annual Summary and Transmittal of U.S. Information Returns
1098 Mortgage Interest Statement
1098–E Student Loan Interest Statement
1098–T Tuition Payments Statement
1099–A Acquisition or Abandonment of Secured Property
1099–B Proceeds From Broker and Barter Exchange Transactions
1099–C Cancellation of Debt
1099–DIV Dividends and Distributions
1099–G Certain Government Payments
1099–INT Interest Income
1099–LTC Long-Term Care and Accelerated Death Benefits
1099–MISC Miscellaneous Income
1099–MSA Distributions From an Archer MSA or Medicare+Choice MSA
1099–OID Original Issue Discount
1099–PATR Taxable Distributions Received From Cooperatives
1099–Q Qualified Tuition Program Payments (Under Section 529)
1099–R Distributions From Pensions, Annuities, Retirement or Profit-Sharing Plans, IRAs, In-

surance Contracts, etc.
1099–S Proceeds From Real Estate Transactions
5498 IRA and Coverdell ESA Contribution Information
5498–MSA Archer MSA or Medicare+Choice MSA Information
W–2G Certain Gambling Winnings
1042–S Foreign Person’s U.S. Source Income Subject to Withholding

1.1.3 Scope For purposes of this revenue procedure, a substitute form or statement is one that is not printed by the IRS.
For a substitute form or statement to be acceptable to the IRS, it must conform to the official form or the
specifications outlined in this revenue procedure. Do not submit any substitute forms or statements listed
above to the IRS for approval. Privately printed forms may not state “This is an IRS approved form.”

Filers making payments to certain recipients during a calendar year are required by the Internal Revenue
Code (the Code) to file information returns with the IRS for these payments. These filers must also pro-
vide this information to their recipients. In some cases, this also applies to payments received. See Part 4
for specifications that apply to recipient statements (generally Copy B).

In general, section 6011 of the Code contains requirements for filers of information returns. A filer must
file information returns on magnetic media, through electronic filing, or on paper. A filer who is required
to file 250 or more information returns of any one type during a calendar year must file those returns by
magnetic media or electronic filing.

Exception. Filers are not required to use magnetic media or electronic filing when filing 250 or more Forms
1098–E or 1098–T.

Although not required, small volume filers (fewer than 250 returns during a calendar year) and Form 1098–E
and 1098–T filers may file the forms on magnetic media or electronically. See the legal requirements for
filing information returns (and providing a copy to a payee) in the 2002 General Instructions for Forms
1099, 1098, 5498, and W–2G and the 2002 Instructions for Form 1042–S. In addition, see Pub. 1220,
Specifications for Filing Forms 1098, 1099, 5498, and W–2G Electronically or Magnetically.

1.1.4 For More
Information

The IRS prints and provides the forms on which various payments must be reported. Alternatively, filers
may prepare substitute copies of these IRS forms and use such forms to report payments to the IRS.
• For copies of the official forms and instructions, call our toll-free number at 1–800–TAX–FORM

(1–800–829–3676).
• The IRS operates a central call site to answer questions related to information returns, penalties, and

backup withholding. The hours of operation are Monday through Friday from 8:30 a.m. to 4:30 p.m.,
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Eastern time. For your convenience, a new toll free number, 1–866–455–7438, has been established. You
may also still use the original telephone number, 304–263–8700 (not toll free). The TTY/TDD num-
ber is 304–267–3367 (not toll free). The call site can also be reached by e-mail at mccirp@irs.gov.

1.1.5 Changes to the
Revenue Procedure

The following change(s) have been made to this year’s Revenue Procedure:
• Rules and specifications for Form 1099–Q, Qualified Tuition Program Payments (Under Section 529),

were added to the Revenue Procedure as part of Section 4.3.2. Exhibit P also shows an example of the
form.

1.1.6 Some Changes
for 2003

Some changes anticipated for the 2003 forms are:
• The title of Form 1098–T is being changed to “Tuition Statement.”
• On Form 5498, box 11 will be left untitled. This box will have a two-fold use:

(a) To indicate a required minimum distribution (RMD), and
(b) To designate a prior year contribution made by armed services personnel who were in designated

combat zones.
• New Form 5498–ESA, Coverdall ESA Contribution Information, is being developed.
• New Form 1099–H, Health Insurance Advance Payments, is being developed.

Section 1.2 — General Requirements for Acceptable Substitute Forms 1096, 1098, 1099,
5498, W–2G, and 1042–S

1.2.1 Introduction Paper substitutes for Form 1096 and Copy A of Forms 1098, 1099, 5498, W–2G, and 1042–S that totally
conform to the specifications listed in this revenue procedure may be privately printed and filed as re-
turns with the IRS. The reference to the Department of the Treasury - Internal Revenue Service should be
included on all such forms.

If you are uncertain of any specification and want it clarified, you may submit a letter citing the specifi-
cation, stating your understanding and interpretation of the specification, and enclosing an example of the
form (if appropriate) to:

Internal Revenue Service
Attn: Substitute Forms Program
W:CAR:MP:FP:S:SP
1111 Constitution Ave. NW
Room 6411 IR
Washington, DC 20224

Note: Allow at least 45 days for the IRS to respond.

You may also contact the Substitute Forms Program Unit via e-mail at *taxforms@irs.gov. Please enter “Sub-
stitute Forms” on the Subject Line.

Forms 1096, 1098, 1099, 5498, and W–2G are subject to annual review and possible change. Therefore,
filers are cautioned against overstocking supplies of privately printed substitutes. The specifications con-
tained in this revenue procedure apply to 2002 forms only.

1.2.2 Copy A
Specifications

Proposed substitutes for Copy A that do not conform to the specifications in this revenue procedure are not
acceptable. Further, if you file such forms with the IRS, you may be subject to a penalty for failure to file
an information return under section 6721 of the Code. Generally, the penalty is $50 for each failure to file
a form (up to $250,000) that the IRS cannot accept as a return because it does not meet the provisions in
this revenue procedure. No IRS office is authorized to allow deviations from this revenue procedure.

Caution: Overuse of proportional fonts may cause you to be subject to penalties and delays in process-
ing.
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1.2.3 Copy B and
Copy C
Specifications

Copies B and Copies C of the following forms must contain the information in Part 4 to be considered a
“statement” or “official form” under the applicable provisions of the Code. The format of this informa-
tion is at the discretion of the filer with the exception of the location of the tax year, form number, form
name, and the information for composite Form 1099 statements as outlined under Section 4.2.

Copy B of the forms below are for the following recipients.

Form Recipient
1098 For Payer
1098–E;1099–A For Borrower
1098–T For Student
1099–C For Debtor
1099–LTC For Policyholder
1099–R; W–2G (These forms may require Copy B to be attached to the federal in-

come tax return.)
1099–S For Transferor
All Other Forms 1099 For Recipient
5498; 5498–MSA For Participant

Copy C of the following forms are:

Form Recipient
1099–LTC For Insured
1099–R For Recipient’s Records
W–2G For Winner’s Records

Note: On Copy C, Form 1099–LTC, you may reverse the locations of the policyholder’s and the insured’s
name, street address, city, state, and ZIP code for easier mailing.

Section 1.3 — Definitions

1.3.1 Form
Recipient

Form recipient means the person to whom you are required by law to furnish a copy of the official form
or information statement. The form recipient may be referred to by different names on various Forms 1099
and related forms (“payer,” “borrower,” “student,” “debtor,” “policyholder,” “insured,” “transferor,” “re-
cipient,” “participant,” or, in the case of Form W–2G, the “winner”). See Section 1.2.3 earlier.

1.3.2 Filer Filer means the person or organization required by law to file a form listed in Section 1.1.2 with the IRS.
As outlined earlier, a filer may be a payer, creditor, recipient of mortgage or student loan interest pay-
ments, educational institution, broker, barter exchange, person reporting real estate transactions, trustee or
issuer of any individual retirement arrangement or medical savings account, or lender who acquires an in-
terest in secured property or who has reason to know that the property has been abandoned.

1.3.3 Substitute
Form

Substitute form means a paper substitute of Copy A of an official form listed in Section 1.1.2 that to-
tally conforms to the provisions in this revenue procedure.

1.3.4 Substitute
Form Recipient
Statement

Substitute form recipient statement means a paper statement of the information reported on a form listed
in Section 1.1.2. This statement must be furnished to a person (form recipient), as defined under the ap-
plicable provisions of the Code and the applicable regulations.
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1.3.5 Composite
Substitute Statement

Composite substitute statement means one in which two or more required statements (e.g., Forms 1099–
INT and 1099–DIV) are furnished to the recipient on one document. However, each statement must be des-
ignated separately and must contain all the requisite Form 1099 information except as provided under Section
4.2. A composite statement may not be filed with the IRS.

Part 2
Specifications for Substitute Forms 1096

and Copies A of Forms 1098, 1099,
and 5498 (All Filed With the IRS)

Section 2.1 — Specifications

2.1.1 General
Requirements

Form identifying numbers (e.g., 9191 for Form 1099–DIV) must be printed in nonreflective black carbon-
based ink in print positions 15 through 19 using an OCR A font. The checkboxes to the right of the form
identifying numbers must be 10-point boxes. The “VOID” checkbox is in print position 25. The “COR-
RECTED” checkbox is in position 33. Measurements are from the left edge of the paper, not including the
perforated strip. See Exhibits D and K.

The substitute form must be an exact replica of the official IRS form with respect to layout and content.
To determine the correct form measurements, see Exhibits A through V at the end of this publication.

Hot wax and cold carbon spots are not permitted on any of the internal form plies. These spots are per-
mitted on the back of a mailer top envelope ply.

Use of chemical transfer paper for Copy A is acceptable.

The Government Printing Office (GPO) symbol must be deleted.

2.1.2 Color and
Paper Quality

Color and paper quality for Copy A (cut sheets and continuous pinfeed forms) as specified by JCP Code
0–25, dated November 29, 1978, must be white 100% bleached chemical wood, optical character recog-
nition (OCR) bond produced in accordance with the following specifications.

Note: Reclaimed fiber in any percentage is permitted provided the requirements of this standard are met.

• Acidity: Ph value, average, not less than .......................................................................... 4.5

• Basis Weight: 17 x 22–500 cut sheets...............................................................................
Metric equivalent—g/m2 ....................................................................................................
A tolerance of ±5 pct. is allowed.

18–20
75

• Stiffness: Average, each direction, not less than—milligrams ......................................... 50

• Tearing strength: Average, each direction, not less than—grams..................................... 40

• Opacity: Average, not less than—percent ......................................................................... 82

• Thickness: Average—inch..................................................................................................
Metric equivalent—mm......................................................................................................
A tolerance of +0.0005 inch (0.0127 mm) is allowed. Paper cannot vary more than 0.0004
inch (0.0102mm) from one edge to the other.

0.0038
0.097

• Porosity: Average, not less than—seconds ........................................................................ 10

• Finish (smoothness): Average, each side—seconds ..........................................................
For information only, the Sheffield equivalent—units......................................................

20–55
170–100

• Dirt: Average, each side, not to exceed—parts per million.............................................. 8
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2.1.3 Chemical
Transfer Paper

Chemical transfer paper is permitted for Copy A only if the following standards are met:
• Only chemically backed paper is acceptable for Copy A. Front and back chemically treated paper can-

not be processed properly by machine.
• Carbon-coated forms are not permitted.
• Chemically transferred images must be black.

All copies must be clearly legible. Hot wax and cold carbon spots are not permitted for Copy A. Inter-
leaved carbon should be black and must be of good quality to assure legibility on all copies and to avoid
smudging. Fading must be minimized to assure legibility.

2.1.4 Printing All print on Copy A of Forms 1098, 1099, 5498, and the print on Form 1096 above the statement “Please
return this entire page to the Internal Revenue Service. Photocopies are not acceptable.” must be in Flint
J-6983 red OCR dropout ink or an exact match. However, the four-digit form identifying number must be
in nonreflective carbon-based black ink in OCR A font.

The shaded areas of any substitute form should generally correspond to the format of the official form.

The printing for the Form 1096 statement and the following text may be in any shade or tone of black ink.
Black ink should only appear on the lower part of the reverse side of Form 1096 where it will not bleed
through and interfere with scanning.

Note: The instructions on the front and back of Form 1096, which include filing addresses, must be printed.

Separation between fields must be 0.1 inch.

Except for Form 1099–R and 1099–MISC, the numbered captions are printed as solid with no shaded
background.

Other printing requirements are discussed below.

2.1.5 OCR
Specifications

The contractor must initiate or have a quality control program to assure OCR ink density. Readings will
be made when printed on approved 20 lb. white OCR bond with a reflectance of not less than 80%. Black
ink must not have a reflectance greater than 15%. These readings are based on requirements of the “Scan-
Optics Series 9000” Optical Scanner using Flint J–6983 red OCR dropout ink or an exact match.

The following testers and ranges are acceptable:
• MacBeth PCM-II. The tested Print Contrast Signal (PCS) values when using the MacBeth PCM-II tester

on the “C” scale must range from .01 minimum to .06 maximum.
• Kidder 082A. The tested PCS values when using the Kidder 082A tester on the Infra Red (IR) scale

must range from .12 minimum to .21 maximum. White calibration disc must be 100%. Sensitivity must
be set at one (1).

• Alternative testers. Alternative testers must be approved by the Government so that tested PCS val-
ues can be established. You may obtain approval by writing to the following address:

Commissioner of Internal Revenue
Attn: W:CAR:MP:M:T:M, Room 6230
Tax Products
1111 Constitution Ave. NW
Washington, DC 20224

2.1.6 Typography Type must be substantially identical in size and shape to the official form. All rules are either ½-point or
¾-point. Rules must be identical to those on the official IRS form.

Note: The form identifying number must be nonreflective carbon-based black ink in OCR A font.

2.1.7 Dimensions Generally, three Forms 1098, 1099, or 5498 (Copy A) are contained on a single page, 8 inches wide (with-
out any snap-stubs and/or pinfeed holes) by 11 inches deep.

Exceptions. Forms 1099–MISC, 1099–R, and 1042–S contain two documents per page.
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There is a .33 inch top margin from the top of the corrected box, and a .25 inch right margin. There is a
1/32 (0.0313) inch tolerance for the right margin. If the right and top margins are properly aligned, the left
margin for all forms will be correct. All margins must be free of print. See Exhibits A through U in this
publication for the correct form measurements.

These measurements are constant for all Forms 1098, 1099, and 5498. These measurements are shown only
once in this publication, on Form 1098 (Exhibit B). Exceptions to these measurements are shown on the
rest of the exhibits.

The depth of the individual trim size of each form on a page must be 32⁄3 inches, the same depth as the
official form.

Exceptions. The depth of Forms 1099–MISC and 1099–R is 51⁄2 inches.

2.1.8 Perforation Copy A (three per page; two per page for Forms 1099–MISC and 1099–R) of privately printed continu-
ous substitute forms must be perforated at each 11″ page depth. No perforations are allowed between the
32⁄3″ forms (51⁄2″ for Forms 1099–MISC or 1099–R) on a single copy page of Copy A.

The words “Do Not Cut or Separate Forms on This Page” must be printed in red dropout ink (as required
by form specifications) between the three forms (two for Forms 1099–MISC or 1099–R).

Note: Perforations are required between all the other individual copies (Copies B and C, and Copies 1
and 2 for Forms 1099–R and 1099–MISC, and Copy D for Forms 1099–LTC and 1099–R) in the set.

2.1.9 What To
Include

You must include the OMB Number on Copies A and Form 1096 in the same location as on the official
form.

The words “For Privacy Act and Paperwork Reduction Act Notice, see the 2002 General Instructions for
Forms 1099, 1098, 5498, and W–2G” must be printed on Copy A; “For more information and the Pri-
vacy Act and Paperwork Reduction Act Notice, see the 2002 General Instructions for Forms 1099,
1098, 5498, and W–2G” must be printed on Form 1096.

A postal indicia may be used if it meets the following criteria:
• It is printed in the OCR ink color prescribed for the form, and
• No part of the indicia is within one print position of the scannable area.

The printer’s symbol (GPO) must not be printed on substitute Copy A. Instead, the employer identifica-
tion number (EIN) of the forms printer must be entered in the bottom margin on the face of each indi-
vidual form of Copy A, or on the bottom margin on the back of each Form 1096.

The Catalog Number (Cat. No.) shown on the 2002 forms is used for IRS distribution purposes and need
not be printed on any substitute forms.

The form must not contain the statement “IRS approved” or any similar statement.

Section 2.2 — Instructions for Preparing Paper Forms That Will Be Filed With the IRS

2.2.1 Recipient
Information

The form recipient’s name, street address, city, state, and ZIP code information should be typed or ma-
chine printed in black ink in the same format as shown on the official IRS form. The city, state, and ZIP
code must be on the same line.

The following rules apply to the form recipient’s name(s):
• The name of the appropriate form recipient must be shown on the first or second name line in the area

provided for the form recipient’s name.
• No descriptive information or other name may precede the form recipient’s name.
• Only one form recipient’s name may appear on the first name line of the form.
• If the multiple recipients’ names are required on the form, enter on the first name line the recipient name

that corresponds to the recipient taxpayer identification number (TIN) shown on the form. Place the other
form recipients’ names on the second name line (only 2 name lines are allowable).
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Because certain states require that trust accounts be provided in a different format, generally filers should
provide information returns reflecting payments to trust accounts with the:
• Trust’s employer identification number (EIN) in the recipient’s TIN area,
• Trust’s name on the recipient’s first name line, and
• Name of the trustee on the recipient’s second name line.

Although handwritten forms will be accepted, the IRS prefers that filers type or machine print data en-
tries. Also, filers should insert data in the middle of blocks well separated from other printing and guide-
lines, and take measures to guarantee clear, dark black, sharp images. Carbon copies and photocopies are
not acceptable.

2.2.2 Account
Number Box

You should use the account number box for an account number designation. This number must not ap-
pear anywhere else on the form, and this box may not be used for any other item.

Showing the account number is optional. However, it may be to your benefit to include the recipient’s ac-
count number or designation on paper documents if your record keeping system uses, for identification pur-
poses, the account number or designation in conjunction with, or instead of, the name, social security number,
or employer identification number.

If you furnish the account number, the IRS will include it in future notices to you about backup withhold-
ing. If you use window envelopes and a reduced rate to mail statements to recipients, be sure the account
number does not appear in the window. Otherwise, the Postal Service may not accept them for mailing.

2.2.3 Specifications
and Restrictions

Machine-printed forms should be printed using a 6 lines/inch option, and should be printed in 10 pitch pica
(10 print positions per inch) or 12 pitch elite (12 print positions per inch). Proportional spaced fonts are
unacceptable.

Substitute forms prepared in continuous or strip form must be burst and stripped to conform to the size speci-
fied for a single sheet before they are filed with the IRS. The size specified does not include pin feed holes.
Pin feed holes must not be present on forms filed with the IRS.

Do not:
• Use a felt tip marker. The machine used to “read” paper forms generally cannot read this ink type.
• Use dollar signs ($), ampersands (&), asterisks (*), commas (,), or other special characters in the num-

bered money boxes.
Exception. Use decimal points to indicate dollars and cents (e.g., 2000.00 is acceptable).

• Fold Forms 1096, 1098, 1099, or 5498 mailed to the IRS. Mail these forms flat in an appropriately sized
envelope or box. Folded documents cannot be readily moved through the machine used in IRS pro-
cessing.

• Staple Forms 1096 to the transmitted returns. Any staple holes near the return code number may im-
pair the IRS’s ability to machine scan the type of documents.

• Type other information on Copy A.
• Cut or separate the individual forms on the sheet of forms of Copy A (except Forms W–2G).

2.2.4 Where To File Mail completed paper forms to the IRS service center shown in the Instructions for Form 1096 and in
the 2002 General Instructions for Forms 1099, 1098, 5498, and W–2G. Specific information needed to
complete the forms mentioned in this revenue procedure are given in the specific form instructions. A chart
is included in the 2002 General Instructions for Forms 1099, 1098, 5498, and W–2G giving a quick guide
to which form must be filed to report a particular payment.
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Part 3
Specifications for Substitute Form

W–2G (Filed With the IRS)

Section 3.1 — General

3.1.1 Purpose The following specifications give the format requirements for substitute Form W–2G (Copy A only), which
is filed with the IRS.

A filer may use a substitute Form W–2G to file with the IRS (referred to as “substitute Copy A”). The
substitute form must be an exact replica of the official form with respect to layout and content.

Section 3.2 — Specifications for Copy A of Form W–2G

3.2.1 Substitute
Form W–2G
(Copy A)

You must follow these specifications when printing substitute Copy A of the Form W–2G.

Item Substitute Form W–2G (Copy A)
Paper Color and Quality Paper for Copy A must be white chemical wood bond, or equivalent, 20 pound

(basis 17 x 22-500), plus or minus 5 percent. The paper must consist sub-
stantially of bleached chemical wood pulp. It must be free from unbleached
or ground wood pulp or post-consumer recycled paper. It also must be suit-
ably sized to accept ink without feathering.

Ink Color and Quality All printing must be in a high quality nongloss black ink.
Typography The type must be substantially identical in size and shape to the official form.

All rules on the document are either 1⁄2 point (.007 inch), 1 point (0.015 inch),
or 3 point (0.045). Vertical rules must be parallel to the left edge of the docu-
ment, horizontal rules to the top edge.

Dimensions The official form is 8 inches wide x 32⁄3 inches deep, exclusive of a 2⁄3 inch
snap stub on the left side of the form. Any substitute Copy A must be the
same dimensions. The snap feature is not required on substitutes. All mar-
gins must be free of print. The top and right margins must be ¼ inch plus
or minus .0313. If the top and right margins are properly aligned, the left mar-
gin for all forms will be correct. If the substitute forms are in continuous or
strip form, they must be burst and stripped to conform to the size specified
for a single form.

Hot Wax and Cold Car-
bon Spots

Hot wax and cold carbon spots are not permitted on any of the internal form
plies. These spots are permitted on the back of a mailer top envelope ply. In-
terleaved carbons, if used, should be black and of good quality to avoid smudg-
ing.

Printer’s Symbol The Government Printing Office (GPO) symbol must not be printed on sub-
stitute Forms W–2G. Instead, the employer identification number (EIN) of
the forms printer must be printed in the bottom margin on the face of each
individual Copy A on a sheet. The form must not contain the statement “IRS
approved” or any similar statement.

Catalog Number The Catalog Number (Cat. No.) shown on Form W–2G is used for IRS dis-
tribution purposes and need not be printed on any substitute forms.
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Part 4
Substitute Statements to Form Recipients and

Form Recipient Copies

Section 4.1 — Specifications

4.1.1 Introduction If you do not use the official IRS form to furnish statements to recipients, you must furnish an acceptable
substitute statement. To be acceptable, your substitute statement must comply with the rules in this sec-
tion. In general, see Regulations sections 1.6042–4, 1.6044–5, 1.6049–6, and 1.6050N–1 to determine how
certain statements must be provided to recipients (statement mailing requirements for most Forms 1099–
DIV and 1099–INT, all Forms 1099–OID and 1099–PATR, and Form 1099–MISC or 1099–S for roy-
alties).

Note: A trustee of a grantor-type trust may choose to file Forms 1099 and furnish a statement to the grantor
under Regulations sections 1.671–4(b)(2)(iii) and (b)(3)(ii). The statement required by those regulations is
not subject to the requirements outlined in this section.

4.1.2 Substitute
Statements to
Recipients for
Certain Forms
1099–INT and
1099–DIV, and for
Forms 1099–OID
and 1099–PATR

The rules in this section apply to Form 1099–INT (except for interest reportable under section 6041), 1099–
DIV (except for section 404(k) dividends), 1099–OID, and 1099–PATR only. You may furnish form re-
cipients with Copy B of the official Form 1099 or a substitute Form 1099 (form recipient statement) if it
contains the same language as the official IRS form (such as aggregate amounts paid to the form recipi-
ent, any backup withholding, the name, address, and TIN of the person making the return, and any other
information required by the official form). Except for state income tax withholding information, informa-
tion not required by the official form should not be included on the substitute form.

You may enter a total of the individual accounts listed on the form only if they have been paid by the same
payer. For example, if you are listing interest paid on several accounts by one financial institution on Form
1099–INT, you may also enter the total interest amount. You may also enter a date next to the corrected
box if that box is checked.

A substitute form recipient statement for Forms 1099–INT, 1099–DIV, 1099–OID, or 1099–PATR must
comply with the following requirements:

1. Box captions and numbers that are applicable must be clearly identified, using the same wording and
numbering as on the official form.
Note: For Form 1099–INT, if box 3 is not on your substitute form, you may drop “not included in
box 3” from the box 1 caption.

2. The form recipient statement must contain all applicable form recipient instructions provided on the
front and back of the official IRS form. Those instructions may be provided on a separate sheet of pa-
per.

3. The form recipient statement must contain the following in bold and conspicuous type:
This is important tax information and is being furnished to the Internal Revenue Service. If
you are required to file a return, a negligence penalty or other sanction may be imposed on
you if this income is taxable and the IRS determines that it has not been reported.

4. The box caption “Federal income tax withheld” must be in boldface type on the form recipient state-
ment.

5. The form recipient statement must contain the Office of Management and Budget (OMB) number as
shown on the official IRS form. See Part 5.

6. The form recipient statement must contain the tax year (e.g., 2002), form number (e.g., Form 1099–
INT), and form name (e.g., Interest Income) of the official IRS Form 1099. This information must be
displayed prominently together in one area of the statement. For example, the tax year, form number,
and form name could be shown in the upper right part of the statement. Each copy must be appropri-
ately labeled (such as Copy B, For Recipient). See Section 4.4 for applicable labels and arrangement
of assembly of forms.
Note: Do not include the words “Substitute for” or “In lieu of” on the form recipient statement.

7. Layout and format of the form is at the discretion of the filer. However, the IRS encourages the use
of boxes so that the statement has the appearance of a form and can be easily distinguished from other
nontax statements.

8. Each recipient statement of Forms 1099–DIV, 1099–INT, 1099–OID, and 1099–PATR must include
the direct access telephone number of an individual who can answer questions about the statement. In-
clude that telephone number conspicuously anywhere on the recipient statement.
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9. Until new regulations are issued, the IRS will not assess penalties for use of a logo (e.g., the name of
the payer in any typeface, font, or style, and/or a symbolic icon) or slogan on a recipient statement if
the logo or slogan is used by the payer in the ordinary course of its trade or business. In addition, use
of the logo or slogan must not make it less likely for a reasonable payee to recognize the importance
of the statement for tax reporting purposes.

10. A mutual fund family may state separately on one document (e.g., one piece of paper) the dividend
income earned by a recipient from each fund within the family of funds as required by Form 1099–
DIV. However, each fund and its earnings must be stated separately. The form must contain an in-
struction to the recipient that each fund’s dividends and name, not the name of the mutual fund family,
must be reported on the recipient’s tax return. The form cannot contain an aggregate total of all funds.
In addition, a mutual fund family may furnish a single statement (as a single filer) for Forms 1099–
INT, 1099–DIV, and 1099–OID information. Each fund and its earnings must be stated separately. The
form must contain an instruction to the recipient that each fund’s earnings and name, not the name of
the mutual fund family, must be reported on the recipient’s tax return. The form cannot contain an
aggregate total of all funds.

4.1.3 Substitute
Statements to
Recipients for
Certain Forms 1098,
1099, 5498, and
W–2G

Statements to form recipients for Forms 1098, 1098–E, 1098–T, 1099–A, 1099–B, 1099–C, 1099–G, 1099–
LTC, 1099–MISC, 1099–MSA, 1099-Q, 1099–R, 1099–S, 5498, 5498–MSA, W–2G, 1099–DIV (only for
section 404(k) dividends reportable under section 6047), and 1099–INT (only for interest of $600 or more
made in the course of a trade or business reportable under section 6041) can be copies of the official forms
or an acceptable substitute. To be acceptable, a substitute form recipient statement must meet the follow-
ing requirements.

1. The tax year, form number, and form name must be the same as the official form and must be dis-
played prominently together in one area on the statement. For example, they may be shown in the up-
per right part of the statement.

2. The filer’s and the form recipient’s identifying information required on the official IRS form must be
included.

3. Each substitute recipient statement for Forms W–2G, 1098, 1098–E, 1098–T, 1099–A, 1099–B, 1099–
DIV, 1099–G (excluding state and local income tax refunds), 1099–INT, 1099–LTC, 1099–MISC (ex-
cluding fishing boat proceeds), 1099–OID, 1099–PATR, 1099–Q, and 1099–S must include the direct
access telephone number of an individual who can answer questions about the statement. You may in-
clude the telephone number conspicuously anywhere on the recipient statement. Although not re-
quired, payers reporting on Forms 1099–C, 1099–MSA, 1099–R, 5498, and 5498–MSA are encouraged
to furnish telephone numbers.

4. All applicable money amounts and information, including box numbers, required to be reported to the
form recipient must be titled on the form recipient statement in substantially the same manner as those
on the official IRS form. The box caption “Federal income tax withheld” must be in boldface type
on the form recipient statement.
Exception. If you are reporting a payment as “Other income” in box 3 of Form 1099–MISC, you may
substitute appropriate language for the box title. For example, for payments of accrued wages and leave
to a beneficiary of a deceased employee, you might change the title of box 3 to “Beneficiary pay-
ments” or something similar.
Note: You cannot make this change on Copy A.

5. You must provide appropriate instructions to the form recipient similar to those on the official IRS form,
to aid in the proper reporting on the form recipient’s income tax return. For payments reported on Form
1099–B, the requirement to include instructions substantially similar to those on the official IRS form
may be satisfied by providing form recipients with a single set of instructions for all Forms 1099–B
statements required to be furnished in a calendar year.
Note: If Federal income tax is withheld and shown on Form 1099–R or W–2G, Copy B and Copy C
must be furnished to the recipient. If Federal income tax is not withheld, only Copy C of Form 1099–R
and W–2G must be furnished. However, for Form 1099–R, instructions similar to those on the back
of the official Copy B and Copy C of Form 1099–R must be furnished to the recipient. For conve-
nience, you may choose to provide both Copies B and C of Form 1099–R to the recipient.

6. If you use carbon to produce recipient statements, the quality of the carbon must meet the following
standards:
• All copies must be clearly legible,
• All copies must be able to be photocopied, and
• Fading must not diminish legibility and the ability to photocopy.
In general, black chemical transfer inks are preferred, but other colors are permitted if the above stan-
dards are met. Hot wax and cold carbon spots are not permitted on any of the internal form plies. The
back of a mailer top envelope ply may contain these spots.

2002-39 I.R.B. 585 September 30, 2002



7. A mutual fund family may state separately on one document (e.g., one piece of paper) the Form 1099–B
information for a recipient from each fund as required by Form 1099–B. However, the gross pro-
ceeds, etc., from each transaction within a fund must be stated separately. The form must contain an
instruction to the recipient that each fund’s (not the mutual fund family’s) name and amount must be
reported on the recipient’s tax return. The form cannot contain an aggregate total of all funds.

8. You may use a Uniform Settlement Statement (under the Real Estate Settlement Procedures Act of 1974
(RESPA)) for Form 1099–S. The Uniform Settlement Statement is acceptable as the written state-
ment to the transferor if you include the legend for Form 1099–S in Section 4.3.2 and indicate which
information on the Uniform Settlement Statement is being reported to the IRS on Form 1099–S.

9. For reporting state income tax withholding and state payments, you may add an additional box(es) to
recipient copies as appropriate.
Note: You cannot make this change on Copy A.

10. On Copy C of Form 1099–LTC, you may reverse the location of the policyholder’s and the in-
sured’s name, street address, city, state, and ZIP code for easier mailing.

11. Logos are permitted on substitute recipient statements for the forms listed in this section (Section 4.1.3).

Section 4.2 — Composite Statements

4.2.1 Composite
Substitute
Statements for
Certain Forms
1099–INT,
1099–DIV,
1099–MISC, and
1099–S, and for
Forms 1099–OID
and 1099–PATR

A composite form recipient statement is permitted for reportable payments of interest, dividends, original
issue discount, patronage dividends, and royalties (Forms 1099–INT (except for interest reportable under
section 6041), 1099–DIV (except for section 404(k) dividends), 1099–MISC or 1099–S (for royalties only),
1099–OID, or 1099–PATR) when one payer is reporting more than one of these payments during a cal-
endar year to the same form recipient. Generally, do not include any other Form 1099 information (e.g.,
1098 or 1099–A) on a composite statement with the information required on the forms listed in the pre-
ceding sentence.
Exception. A filer may include Form 1099–B information on a composite form with the forms listed above.

Although the composite form recipient statement may be on one sheet, the format of the composite form
recipient statement must satisfy the following requirements in addition to the requirements listed earlier in
Section 4.1.2.
• All information pertaining to a particular type of payment must be located and blocked together on the

form and separate from any information covering other types of payments included on the form. For
example, if you are reporting interest and dividends, the Form 1099–INT information must be pre-
sented separately from the Form 1099–DIV information.

• The composite form recipient statement must prominently display the tax year, form number, and form
name of the official IRS form together in one area at the beginning of each appropriate block of in-
formation.

• Any information required by the official IRS forms that would otherwise be repeated in each informa-
tion block is required to be listed only once in the first information block on the composite form. For
example, there is no requirement to report the name of the filer in each information block. This rule
does not apply to any money amounts (e.g., Federal income tax withheld) or to any other information
that applies to money amounts.

• A composite statement is an acceptable substitute only if the type of payment and the recipient’s tax
obligation with respect to the payment are as clear as if each required statement were furnished sepa-
rately on an official form.

4.2.2 Composite
Substitute
Statements to
Recipients for
Forms Specified in
Section 4.1.3

A composite form recipient statement for the forms specified in Section 4.1.3 is permitted when one filer
is reporting more than one type of payment during a calendar year to the same form recipient. A compos-
ite statement is not allowed for a combination of forms listed in Section 4.1.3 and forms listed in Section
4.1.2.

Exceptions. Form 1099–B information may be reported on a composite form with the forms specified in
Section 4.1.2 as described in Section 4.2.1. In addition, royalties reported on Form 1099–MISC or 1099–S
may be reported on a composite form only with the forms specified in Section 4.1.2.

Although the composite form recipient statement may be on one sheet, the format of the composite form
recipient statement must satisfy the requirements listed in Section 4.2.1 as well as the requirements in Sec-
tion 4.1.3. A composite statement of Forms 1098 and 1099–INT (for interest reportable under section 6049)
is not allowed.
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Section 4.3 — Required Legends

4.3.1 Required
Legends for Forms
1098

Form 1098 recipient statements (Copy B) must contain the following legends:
• Form 1098

1. “The information in boxes 1, 2, and 3 is important tax information and is being furnished to the
Internal Revenue Service. If you are required to file a return, a negligence penalty or other sanc-
tion may be imposed on you if the IRS determines that an underpayment of tax results because you
overstated a deduction for this mortgage interest or for these points or because you did not report
this refund of interest on your return.”

2. “Caution: The amount shown may not be fully deductible by you. Limits based on the loan amount
and the cost and value of the secured property may apply. Also, you may only deduct interest to
the extent it was incurred by you, actually paid by you, and not reimbursed by another person.”

• Form 1098–E — “This is important tax information and is being furnished to the Internal Revenue Ser-
vice. If you are required to file a return, a negligence penalty or other sanction may be imposed on you
if the IRS determines that an underpayment of tax results because you overstated a deduction for stu-
dent loan interest.”

• Form 1098—T – “This is important tax information and is being furnished to the Internal Revenue Ser-
vice.”

4.3.2 Required
Legends for Forms
1099 and W-2G

Forms 1099 and W–2G recipient statements must contain the following legends:
• Forms 1099–A and 1099–C — Copy B

“This is important tax information and is being furnished to the Internal Revenue Service. If you are
required to file a return, a negligence penalty or other sanction may be imposed on you if taxable in-
come results from this transaction and the IRS determines that it has not been reported.”

• Forms 1099–B, 1099–DIV, 1099–G, 1099–INT, 1099–MISC, 1099–OID, 1099–PATR, and 1099-Q
— Copy B
“This is important tax information and is being furnished to the Internal Revenue Service. If you are
required to file a return, a negligence penalty or other sanction may be imposed on you if this income
is taxable and the IRS determines that it has not been reported.”

• Form 1099–LTC —
Copy B — “This is important tax information and is being furnished to the Internal Revenue Service.
If you are required to file a return, a negligence penalty or other sanction may be imposed on you if
this item is required to be reported and the IRS determines that it has not been reported.”
Copy C — “Copy C is provided to you for information only. Only the policyholder is required to re-
port this information on a tax return.”

• Form 1099–MSA — Copy B
“This information is being furnished to the Internal Revenue Service.”

• Form 1099–Q — Copy B
“This is important tax information and is being furnished to the Internal Revenue Service. If you are
required to file a return, a negligence penalty or other sanction may be imposed on you if this item is
required to be reported and the IRS determines that it has not been reported.”

• Form 1099–R —
Copy B — “Report this income on your Federal tax return. If this form shows Federal income tax with-
held in box 4, attach this copy to your return. This information is being furnished to the Internal Rev-
enue Service.”
Copy C — “This information is being furnished to the Internal Revenue Service.”

• Form 1099–S — Copy B
“This is important tax information and is being furnished to the Internal Revenue Service. If you are
required to file a return, a negligence penalty or other sanction may be imposed on you if this item is
required to be reported and the IRS determines that it has not been reported.”

• Form W–2G —
Copy B — “This information is being furnished to the Internal Revenue Service. Report this income
on your Federal tax return. If this form shows Federal income tax withheld in box 2, attach this copy
to your return.”
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Copy C — “This is important tax information and is being furnished to the Internal Revenue Service.
If you are required to file a return, a negligence penalty or other sanction may be imposed on you if
this income is taxable and the IRS determines that it has not been reported.”

4.3.3 Required
Legends for Forms
5498

Form 5498 recipient statements (Copy B) must contain the following legends:
• Form 5498 — “This information is being furnished to the Internal Revenue Service.”

Note: If you do not furnish another statement to the participant because no contributions were made
for the year, the statement of the fair market value of the account must contain this legend and a des-
ignation of which information is being furnished to the IRS.

• Form 5498–MSA — “The information in boxes 1 through 6 is being furnished to the Internal Rev-
enue Service.”

Section 4.4 — Miscellaneous Instructions for Copies B, C, D, 1, and 2

4.4.1 Copies Copies B, C, and in some cases, D, 1, and 2 are included in the official assembly for the convenience of
the filer. You are not legally required to include all these copies with the privately printed substitute forms.
Furnishing Copies B and, in some cases, C will satisfy the legal requirement to provide statements of in-
formation to form recipients.

Note: If an amount of Federal income tax withheld is shown on Form 1099–R or W–2G, Copy B, (to be
attached to the tax return) and Copy C must be furnished to the recipient. Copy D (Forms 1099–R and
W–2G) may be used for filer records. Only Copy A should be filed with the IRS.

4.4.2 Arrangement
of Assembly

Copy A (“For Internal Revenue Service Center”) of all forms must be on top. The rest of the assem-
bly must be arranged, from top to bottom, as follows. For:
• Form 1098—Copy B “For Payer”; Copy C “For Recipient.”
• Form 1098–E—Copy B “For Borrower”; Copy C “For Recipient.”
• Form 1098–T—Copy B “For Student”; Copy C “For Filer.”
• Form 1099–A—Copy B “For Borrower”; Copy C “For Lender.”
• Forms 1099–B, 1099–DIV, 1099–G, 1099–INT, 1099–MSA, 1099–OID, 1099–PATR, and 1099–Q—

Copy B “For Recipient”; Copy C “For Payer.”
• Form 1099–C—Copy B “For Debtor”; Copy C “For Creditor.”
• Form 1099–LTC—Copy B “For Policyholder”; Copy C “For Insured”; and Copy D “For Payer.”
• Form 1099–MISC—Copy 1 “For State Tax Department”; Copy B “For Recipient”; Copy 2 “To be filed

with recipient’s state income tax return, when required”; and Copy C “For Payer.”
• Form 1099–R—Copy 1 “For State, City, or Local Tax Department”; Copy B “Report this income on

your Federal tax return. If this form shows Federal income tax withheld in box 4, attach this copy to
your return”; Copy C “For Recipient’s Records”; Copy 2 “File this copy with your state, city, or local
income tax return, when required”; Copy D “For Payer.”

• Form 1099–S—Copy B “For Transferor”; Copy C “For Filer.”
• Form 5498—Copy B “For Participant”; Copy C “For Trustee or Issuer.”
• Form 5498–MSA—Copy B “For Participant”; Copy C “For Trustee.”
• Form W–2G—Copy 1 “For State Tax Department”; Copy B “Report this income on your Federal tax

return. If this form shows Federal income tax withheld in box 2, attach this copy to your return”; Copy
C “For Winner’s Records”; Copy 2 “Attach this copy to your state income tax return, if required.”; Copy
D “For Payer.”

4.4.3 Perforations Perforations are required between forms on all copies except Copy A to make separating the forms easier.
(Copy A of Form W–2G may be perforated.)
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Part 5
Additional Instructions for Substitute

Forms 1098, 1099, 5498, W–2G, and 1042–S

Section 5.1 — Paper Substitutes for Form 1042–S

5.1.1 Paper
Substitutes

Paper substitutes of Copy A for Form 1042-S, Foreign Person’s U.S. Source Income Subject to Withhold-
ing, that totally conform to the specifications contained in this procedure may be privately printed with-
out prior approval from the Internal Revenue Service. Proposed substitutes not conforming to these specifications
must be submitted for consideration.

Note: Copies B, C, D, and E of Form 1042–S may contain multiple income entries for the same recipi-
ent, i.e. multiple rows of the top boxes 1-8 of the Form.

5.1.2 Time Frame
For Submission of
Form 1042-S

The request should be submitted by November 15 of the year prior to the year the form is to be used. This
is to allow the Service adequate time to respond and the submitter adequate time to make any correc-
tions. These requests should contain a copy of the proposed form, the need for the specific deviation(s),
and the number of information returns to be printed.

5.1.3 Revisions Form 1042–S is subject to annual review and possible change. Withholding agents and form suppliers are
cautioned against overstocking supplies of the privately printed substitutes.

5.1.4 Obtaining
Copies

Copies of the official form for the reporting year may be obtained from most Service offices. The Service
provides only cut sheets (no carbon interleaves) of these forms. Continuous fan-fold/pinned forms are not
provided.

5.1.5 Instructions
For Withholding
Agents

Instructions for withholding agents:

• Only original copies may be filed with the Service. Carbon copies and reproductions are not accept-
able.

• The term “Recipient’s U.S. TIN” for an individual means the social security number (SSN) or IRS in-
dividual taxpayer identification number (ITIN), consisting of nine digits separated by hyphens as follows:
000-00-0000. For all other recipients, the term means employer identification number (EIN) or quali-
fied intermediary employer identification number (QI-EIN). The EIN and QI-EIN consist of nine dig-
its separated by a hyphen as follows: 00-0000000. The taxpayer identification number (TIN) must be
in one of these formats.

• Withholding agents are requested to type or machine print whenever possible, provide quality data en-
tries on the forms (that is, use black ribbon and insert data in the middle of blocks well separated from
other printing and guidelines), and take other measures to guarantee a clear, sharp image. Withholding
agents are not required, however, to acquire special equipment solely for the purpose of preparing these
forms.

• The “VOID,” “CORRECTED,” and “PRO-RATA BASIS REPORTING” boxes must be printed at the
top center of the form under the title and checked, if applicable.

• Substitute forms prepared in continuous or strip form must be burst and stripped to conform to the size
specified for a single form before they are filed with the Service. The dimensions are found below. Com-
puter cards are acceptable provided they meet all requirements regarding layout, content, and size.
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5.1.6 Substitute
Form 1042-S
Format
Requirements

Property Substitute Form 1042–S Format Requirements
Printing Privately printed substitute Forms 1042-S must be exact replicas of the of-

ficial forms with respect to layout and content. Only the dimensions of the
substitute form may differ. The Government Printing Office (GPO) symbol
must be deleted. The exact dimensions are found below.

Box Entries Only one item of income may be represented on the copy submitted to the
Service (Copy A). Multiple income items may be used on copies provided
to recipients only. All boxes appearing on the official form must be present
on the substitute form, with appropriate captions.

Color and Quality of Ink All printing must be in high quality non-gloss black ink. Bar codes should
be free from picks and voids.

Typography Type must be substantially identical in size and shape to corresponding type
on the official form. All rules on the document are either 1 point (0.015″) or
3 point (0.045″). Vertical rules must be parallel to the left edge of the docu-
ment; horizontal rules must be parallel to the top edge.

Carbons Carbonized forms or “spot carbons” are not permissible. Interleaved car-
bons, if used, must be of good quality to preclude smudging and should be
black.

Assembly If all five parts are present, the parts of the assembly shall be arranged from
top to bottom as follows: Copy A (Original) “For Internal Revenue Ser-
vice,” Copies B, C, and D “For Recipient,” and Copy E “For Withholding
Agent.”

Color Quality of Paper • Paper for Copy A must be white chemical wood bond, or equivalent, 20
pound (basis 17 x 22-500), plus or minus 5 percent; or offset book paper,
50 pound (basis 25 x 38-500). No optical brighteners may be added to the
pulp or paper during manufacture. The paper must consist of principally
bleach chemical wood pulp or recycled printed paper. It also must be suit-
ably sized to accept ink without feathering.

• Copies B, C, D (for Recipient), and E (For Withholding Agent) are pro-
vided in the official assembly solely for the convenience of the withhold-
ing agent. Withholding agents may choose the format, design, color, and
quality of the paper used for these copies.

Dimensions • The official form is 8 inches wide x 51⁄2 inches deep, exclusive of a 1⁄2 snap
stub on the left side of the form. The snap feature is not required on sub-
stitutes.

• The width of a substitute Copy A must be a minimum of 7 inches and a
maximum of 8 inches, although adherence to the size of the official form
is preferred. If the width of substitute Copy A is reduced from that of the
official form, the width of each field on the substitute form must be re-
duced proportionately. The left margin must be 1⁄2 inch and free of all print-
ing other than that shown on the official form.

• The depth of a substitute Copy A must be a minimum of 5 1/6 inches and
a maximum of 51⁄2 inches.

Other Copies Copies B, C, and D must be furnished for the convenience of payees who must
send a copy of the form with other Federal and State returns they file. Copy
E may be used as a withholding agent’s record/copy.

Section 5.2 — OMB Requirements for All Forms in This Revenue Procedure

5.2.1 OMB
Requirements

The Paperwork Reduction Act (the Act) of 1995 (Public Law 104–13) requires that:
• The OMB approves all IRS tax forms that are subject to the Act.
• Each IRS form contains (in or near the upper right corner) the OMB approval number, if any. (The of-

ficial OMB numbers may be found on the official IRS printed forms and are also shown on the forms
in the exhibits in Part 6.)
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• Each IRS form (or its instructions) states:
1. Why the IRS needs the information,
2. How it will be used, and
3. Whether or not the information is required to be furnished to the IRS.

This information must be provided to any users of official or substitute IRS forms or instructions.

5.2.2 Substitute
Form Requirements

The OMB requirements for substitute IRS forms are:
• Any substitute form or substitute statement to a recipient must show the OMB number as it appears on

the official IRS form.
• For Copy A, the OMB number must appear exactly as shown on the official IRS form.
• For any copy other than Copy A, the OMB number must use one of the following formats.

1. OMB No. XXXX-XXXX (preferred) or
2. OMB # XXXX-XXXX (acceptable).

5.2.3 Required
Explanation to
Users

All substitute forms (Copy A only) must state “For Privacy Act and Paperwork Reduction Act Notice, see
the 2002 General Instructions for Forms 1099, 1098, 5498, and W–2G.” (or “For Privacy Act and Pa-
perwork Reduction Act Notice, see separate instructions.” for Copy A of Form 1042–S).

If no instructions are provided to users of your forms, you must furnish them with the exact text of the Pri-
vacy Act and Paperwork Reduction Act Notice.

Section 5.3 — Reproducible Copies of Forms

5.3.1 Introduction You can order official IRS forms and information copies of federal tax materials by calling the IRS Dis-
tribution Center at 1–800–829–3676. Other ways to get federal tax material include:

• The Internet.
• CD-ROM.
• GPO Superintendent of Documents Bookstores.

Note: Several IRS forms are provided electronically on the IRS home page and on the Federal Tax Forms
CD-ROM, but Copy A of Forms 1096, the 1098 series, 1099 series, and 5498 series cannot be used for
filing with the IRS when printed from a conventional printer. These forms contain drop-out ink require-
ments as described in Part 2 of this publication.

5.3.2 Internet You can download tax materials from the Internet.

You Can Access the Internet by... Using...
File Transfer Protocol (FTP) ftp.irs.gov
World Wide Web www.irs.gov

5.3.3 IRS Federal
Tax Forms
CD-ROM

The IRS also offers an alternative to downloading electronic files and provides current and prior-year ac-
cess to tax forms and instructions through its Federal Tax Forms CD-ROM. The CD, Pub. 1796, Federal
Tax Products on CD-ROM, will be available for the upcoming filing season. You may buy the CD-ROM
on the Internet at www.irs.gov/cdorders or by calling 1–877–CDFORMS (1–877–233–6767).

5.3.4 GPO Supt. of
Documents
Bookstores

The Government Printing Office (GPO) Superintendent of Documents Bookstores also sell individual cop-
ies of tax forms, instructions, and publications.
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Section 5.4 — Effect on Other Revenue Procedures

5.4.1 Other Revenue
Procedures

Revenue Procedure 2001–50, 2001–45 I.R.B 437, which provides rules and specifications for private print-
ing of 2001 substitute forms and statements to recipients, is superseded.

Part 6
Exhibits

Section 6.1 — Exhibits of Forms in the Revenue Procedure

6.1.1 Purpose Exhibits A through V illustrate some of the specifications that were discussed earlier in this revenue pro-
cedure. The dimensions apply to the actual size forms, but the exhibits have been reduced in size.

Generally, the illustrated dimensions apply to all like forms. For example, Exhibit B shows 11.00″ from
the top edge to the bottom edge of Form 1098 and .85″ between the bottom rule of the top form and the
top rule of the second form on the page. These dimensions apply to all forms that are printed three to a
page.

6.1.2 Guidelines Keep in mind the following guidelines when printing substitute forms.
• Closely follow the specifications to avoid delays in processing the forms.
• Always use the specifications as outlined in this revenue procedure and illustrated in the exhibits.
• Do not add the text line “Do Not Cut or Separate Forms on This Page” to the bottom form. This will

cause inconsistency with the specifications.
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26 CFR 601.201: Rulings and determinations
letters.
(Also Part I, §§ 7701; 301.7701–1, 301.7701–2,
301.7701–3, 301.9100–1, 301.9100–3.)

Rev. Proc. 2002–59

SECTION 1. PURPOSE

This revenue procedure provides guid-
ance under § 7701 of the Internal Rev-
enue Code for an entity newly formed under
local law that requests relief for a late ini-
tial classification election filed by the due
date of the entity’s first federal tax return
(excluding extensions).

SECTION 2. BACKGROUND

.01 Section 7701 provides definitions for
business entities and their owners for fed-
eral tax purposes.

.02 Section 301.7701–1(a) of the Pro-
cedure and Administration Regulations pro-
vides general rules for the classification of
various organizations for federal tax pur-
poses. Whether an organization is an en-
tity separate from its owners for federal tax
purposes is a matter of federal tax law and
does not depend on whether the organiza-
tion is recognized as an entity under lo-
cal law. Section 301.7701–1(b) provides that
the classification of organizations that are
recognized as separate entities is deter-
mined under § 301.7701–2, § 301.7701–3,
and § 301.7701–4 unless a provision of the
Code provides for special treatment of that
organization.

.03 Section 301.7701–2(a) provides that
a business entity is any entity recognized
for federal tax purposes (including an en-
tity with a single owner that may be dis-
regarded as an entity separate from its
owner) that is not properly classified as a
trust or otherwise subject to special treat-
ment under the Code. A business entity with
two or more members is classified for fed-
eral tax purposes as either a corporation or
a partnership. A business entity with only
one owner is classified as a corporation or
is disregarded as an entity separate from its
owner. Section 301.7701–2(b) sets forth
those business entities that are considered
corporations for federal tax purposes.

.04 Section 301.7701–3 provides that a
business entity not classified as a corpo-
ration under § 301.7701–2(b)(1), (3), (4),

(5), (6), (7), or (8) (an eligible entity) is able
to choose its classification for federal tax
purposes. Under § 301.7701–3(b)(1) a do-
mestic eligible entity is, in the absence of
an election otherwise, a partnership if it has
two or more members, and disregarded as
an entity separate from its owner if it has
a single owner. Section 301.7701–3(b)(2)
provides generally that, in the absence of
an election otherwise, a foreign eligible en-
tity is (a) a partnership if it has two or more
members and at least one member does not
have limited liability, (b) an association if
all its members have limited liability, or (c)
disregarded as an entity separate from its
owner if it has a single owner that does not
have limited liability.

.05 Section 301.7701–3(c)(1)(i) pro-
vides generally that an eligible entity may
elect to be classified other than as pro-
vided under § 301.7701–3(b), or to change
its classification, by filing Form 8832, En-
tity Classification Election, with the ser-
vice center designated on Form 8832.
Section 301.7701–3(c)(1)(iii) provides that
an election made under § 301.7701–
3(c)(1)(i) will be effective on the date speci-
fied by the entity on Form 8832 or on the
date filed if no date is specified on the elec-
tion form. The effective date specified on
Form 8832 cannot be more than 75 days
prior to the date on which the election is
filed. If an election specifies an effective
date more than 75 days prior to the date on
which the election is filed, it will be ef-
fective 75 days prior to the date it was filed.

.06 Under § 301.9100–1(c), the Com-
missioner may grant a reasonable exten-
sion of time to make a regulatory election
or certain statutory elections under all sub-
titles of the Code, except subtitles E, G, H,
and I, if the taxpayer demonstrates to the
satisfaction of the Commissioner that the
taxpayer acted reasonably and in good faith,
and that granting the relief will not preju-
dice the interests of the government. Sec-
tion 301.9100–1(b) defines the term
“regulatory election” as an election whose
due date is prescribed by a regulation pub-
lished in the Federal Register, or a rev-
enue ruling, revenue procedure, notice, or
announcement published in the Internal
Revenue Bulletin. An entity classification
election made pursuant to § 301.7701–
3(c) is a regulatory election.

.07 The Commissioner has authority un-
der § 301.9100–1 and § 301.9100–3 to grant

an extension of time if a taxpayer fails to
file a timely election under § 301.7701–
3(c). Section 301.9100–3 provides that the
Commissioner will grant an extension of
time when the taxpayer provides the evi-
dence to establish to the satisfaction of the
Commissioner that the taxpayer has acted
reasonably and in good faith, and the grant
of relief will not prejudice the interests of
the government.

.08 On February 11, 2002, the Service
and Treasury issued Rev. Proc. 2002–15,
2002–6 I.R.B. 490, which provides guid-
ance under § 7701 for certain newly formed
entities to request relief for a late initial clas-
sification election filed within 6 months of
the due date of the initial election and prior
to the due date (excluding extensions) of
the tax return for the entity’s default clas-
sification.

SECTION 3. SCOPE

This revenue procedure modifies and su-
persedes Rev. Proc. 2002–15 by, in par-
ticular, extending the time for filing a late
initial entity classification election from six
months to the due date for the federal tax
return (excluding extensions) of the enti-
ty’s desired classification for the year of the
entity’s formation. The tax return due date
for an entity desiring to be disregarded as
an entity separate from its owner is the due
date for its sole owner’s tax return for the
taxable year in which the entity was formed.
An initial classification election is an elec-
tion by an eligible entity newly formed un-
der local law to be classified effective on
the date of its formation as other than its
default classification under § 301.7701–
3(b)(1) and (2). This procedure is in lieu of
the letter ruling procedure that is used to
obtain relief for a late entity classifica-
tion election under § 301.9100–1 through
§ 301.9100–3. Accordingly, user fees do not
apply to corrective action under this rev-
enue procedure. An entity that is not eli-
gible for relief under this revenue procedure,
or is denied relief by the service center, may
request relief by applying for a letter rul-
ing. The procedural requirements for re-
questing a letter ruling are described in Rev.
Proc. 2002–1, 2002–1 I.R.B. 1 (or its suc-
cessor). This revenue procedure does not ap-
ply to a subsequent election to change the
classification of an entity.
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SECTION 4. RELIEF FOR LATE
INITIAL CLASSIFICATION
ELECTIONS

.01 Eligibility for Relief. An entity is eli-
gible for relief under section 4.03 of this
revenue procedure for a late initial classi-
fication election if the following require-
ments are met: (1) the entity, newly formed
under local law (whether or not the entity
is relevant within the meaning of
§ 301.7701–3(d)), failed to obtain its de-
sired classification as of the date of its for-
mation solely because Form 8832 was not
filed timely under § 301.7701–3(c)(1); (2)
the due date of the federal tax return for the
entity’s desired classification (excluding ex-
tensions) for the taxable year beginning with
the date of the entity’s formation has not
passed (regardless of whether a federal tax
return is actually required to be filed); and
(3) the entity has reasonable cause for its
failure to timely make the initial entity clas-
sification election.

.02 Procedural Requirements for Re-
questing Relief. On or before the due date
of the first federal tax return (excluding ex-
tensions) of the entity’s desired classifica-
tion, the newly formed entity must file with
the applicable service center (determined in
accordance with the instructions to Form
8832) a completed Form 8832, signed in ac-
cordance with § 301.7701–3(c)(2). The
Form 8832 must state at the top of the
document “FILED PURSUANT TO REV.
PROC. 2002–59.” Attached to the Form
8832 must be a statement explaining the
reason for the failure to file a timely ini-
tial classification election.

.03 Relief for Late Entity Classifica-
tion Elections. Upon receipt of a com-
pleted application requesting relief under
this revenue procedure, the Service will de-
termine whether the requirements for grant-
ing additional time have been satisfied and
will notify the entity of the result of its de-
termination.

SECTION 5. EFFECTIVE DATE

This revenue procedure generally ap-
plies to all ruling requests pending in the
national office on September 30, 2002, the
date of publication of this revenue proce-
dure in the Internal Revenue Bulletin, and
to requests for relief received thereafter.

SECTION 6. EFFECT ON OTHER
DOCUMENTS

Rev. Proc. 2002–15 is modified and su-
perseded.

SECTION 7. PAPERWORK
REDUCTION ACT

The collection of information contained
in this revenue procedure has been reviewed
and approved by the Office of Manage-
ment and Budget in accordance with the Pa-
perwork Reduction Act (44 U.S.C. 3507)
under control number 1545–1771.

An agency may not conduct or spon-
sor, and a person is not required to re-
spond to, a collection of information unless
the collection of information displays a valid
OMB control number.

The collection of information in this rev-
enue procedure is in Section 4.02. This in-
formation is required to be submitted to the
applicable service center in order to ob-
tain relief for late initial classification elec-
tions. This information will be used to
determine whether the eligibility require-
ments for obtaining relief have been met.
The collection of information is required to
obtain a benefit. The likely respondents are
business or other for-profit institutions.

The estimated total annual reporting bur-
den is 100 hours.

The estimated annual burden per re-
spondent varies from .5 hours to 1.5 hours,
depending on individual circumstances, with
an estimated average of 1 hour. The esti-
mated number of respondents is 100.

The estimated annual frequency of re-
sponses is one.

Books or records relating to a collec-
tion of information must be retained as long
as their contents may become material in
the administration of any internal revenue
law. Generally, tax returns and tax return
information are confidential, as required by
26 U.S.C. 6103.

SECTION 8. DRAFTING
INFORMATION

The principal author of this revenue pro-
cedure is Beverly M. Katz of the Office of
Associate Chief Counsel (Passthroughs and
Special Industries). For further informa-
tion regarding this revenue procedure, con-
tact Ms. Katz at (202) 622–3050 (not a toll-
free call).

26 CFR 601.105: Examination of returns and
claims for refund, credit, or abatement; determina-
tion of correct tax liability.
(Also Part I, Sections 62, 162, 170, 213, 217, 274,
1016; 1.62–2, 1.162–17, 1.170A–1, 1.213–1,
1.217–2, 1.274–5, 1.1016–3.)

Rev. Proc. 2002–61

SECTION 1. PURPOSE

This revenue procedure updates Rev.
Proc. 2001–54, 2001–48 I.R.B. 530, by pro-
viding optional standard mileage rates for
employees, self-employed individuals, or
other taxpayers to use in computing the de-
ductible costs of operating an automobile
for business, charitable, medical, or mov-
ing expense purposes. This revenue pro-
cedure also provides rules under which the
amount of ordinary and necessary expenses
of local travel or transportation away from
home that are paid or incurred by an em-
ployee will be deemed substantiated un-
der § 1.274–5 of the Income Tax
Regulations when a payor (the employer,
its agent, or a third party) provides a mile-
age allowance under a reimbursement or
other expense allowance arrangement to pay
for such expenses. Use of a method of sub-
stantiation described in this revenue pro-
cedure is not mandatory and a taxpayer may
use actual allowable expenses if the tax-
payer maintains adequate records or other
sufficient evidence for proper substantia-
tion.

SECTION 2. SUMMARY OF
STANDARD MILEAGE RATES

.01 Standard mileage rates.

(1) Business (section 5 below) 36.0 cents
per mile

(2) Charitable (section 7 below) 14 cents
per mile

(3) Medical and Moving (sec-
tion 7 below)

12 cents
per mile

.02 Determination of standard mileage
rates. The business, medical, and moving
standard mileage rates reflected in this rev-
enue procedure are based on an annual
study of the fixed and variable costs of op-
erating an automobile conducted on be-
half of the Internal Revenue Service by an
independent contractor, and the charitable
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standard mileage rate is provided in § 170(i)
of the Internal Revenue Code.

SECTION 3. BACKGROUND

.01 Section 162(a) allows a deduction for
all the ordinary and necessary expenses paid
or incurred during the taxable year in car-
rying on any trade or business. Under that
provision, an employee or self-employed in-
dividual may deduct the cost of operating
an automobile to the extent that it is used
in a trade or business. However, under
§ 262, no portion of the cost of operating
an automobile that is attributable to per-
sonal use is deductible.

.02 Section 274(d) provides, in part, that
no deduction shall be allowed under § 162
with respect to any listed property (as de-
fined in § 280F(d)(4) to include passen-
ger automobiles and any other property used
as a means of transportation) unless the tax-
payer complies with certain substantia-
tion requirements. The section further
provides that regulations may prescribe that
some or all of the substantiation require-
ments do not apply to an expense that does
not exceed an amount prescribed by such
regulations.

.03 Section 1.274–5(j), in part, grants the
Commissioner of Internal Revenue the au-
thority to establish a method under which
a taxpayer may use mileage rates to sub-
stantiate, for purposes of § 274(d), the
amount of the ordinary and necessary ex-
penses of using a vehicle for local trans-
portation and transportation to, from, and
at the destination while traveling away from
home.

.04 Section 1.274–5(g), in part, grants
the Commissioner the authority to pre-
scribe rules relating to mileage allowances
for ordinary and necessary expenses of us-
ing a vehicle for local transportation and
transportation to, from, and at the destina-
tion while traveling away from home. Pur-
suant to this grant of authority, the
Commissioner may prescribe rules under
which such allowances, if in accordance
with reasonable business practice, will be
regarded as (1) equivalent to substantia-
tion, by adequate records or other suffi-
cient evidence, of the amount of such travel
and transportation expenses for purposes of
§ 1.274–5(c), and (2) satisfying the require-
ments of an adequate accounting to the em-
ployer of the amount of such expenses for
purposes of § 1.274–5(f).

.05 Section 62(a)(2)(A) allows an em-
ployee, in determining adjusted gross in-
come, a deduction for the expenses allowed
by Part VI (§ 161 and following), subchap-
ter B, chapter 1 of the Code, paid or in-
curred by the employee in connection with
the performance of services as an employee
under a reimbursement or other expense al-
lowance arrangement with a payor.

.06 Section 62(c) provides that an ar-
rangement will not be treated as a reim-
bursement or other expense allowance
arrangement for purposes of § 62(a)(2)(A)
if it—

(1) does not require the employee to
substantiate the expenses covered by the ar-
rangement to the payor, or

(2) provides the employee with the
right to retain any amount in excess of the
substantiated expenses covered under the ar-
rangement. Section 62(c) further provides
that the substantiation requirements de-
scribed therein shall not apply to any ex-
pense to the extent that, under the grant of
regulatory authority prescribed in § 274(d),
the Commissioner has provided that sub-
stantiation is not required for such ex-
pense.

.07 Under § 1.62–2(c)(1), a reimburse-
ment or other expense allowance arrange-
ment satisfies the requirements of § 62(c)
if it meets the requirements of business con-
nection, substantiation, and returning
amounts in excess of expenses as speci-
fied in the regulations. Section 1.62–2(e)(2)
specifically provides that substantiation of
certain business expenses in accordance
with rules prescribed under the authority of
§ 1.274–5(g) will be treated as substantia-
tion of the amount of such expenses for pur-
poses of § 1.62–2. Under § 1.62–2(f)(2), the
Commissioner may prescribe rules under
which an arrangement providing mileage al-
lowances will be treated as satisfying the
requirement of returning amounts in ex-
cess of expenses, even though the arrange-
ment does not require the employee to
return the portion of such an allowance that
relates to miles of travel substantiated and
that exceeds the amount of the employ-
ee’s expenses deemed substantiated pursu-
ant to rules prescribed under § 274(d),
provided the allowance is reasonably cal-
culated not to exceed the amount of the em-
ployee’s expenses or anticipated expenses
and the employee is required to return any
portion of such an allowance that relates to
miles of travel not substantiated.

.08 Section 1.62–2(h)(2)(i)(B) provides
that if a payor pays a mileage allowance un-
der an arrangement that meets the require-
ments of § 1.62–2(c)(1), the portion, if any,
of the allowance that relates to miles of
travel substantiated in accordance with
§ 1.62–2(e), that exceeds the amount of the
employee’s expenses deemed substanti-
ated for such travel pursuant to rules pre-
scribed under § 274(d) and § 1.274–5(g),
and that the employee is not required to re-
turn, is subject to withholding and pay-
ment of employment taxes. See
§§ 31.3121(a)–3, 31.3231(e)–1(a)(5),
31.3306(b)–2, and 31.3401(a)–4 of the Em-
ployment Tax Regulations. Because the em-
ployee is not required to return this excess
portion, the reasonable period of time pro-
visions of § 1.62–2(g) (relating to the re-
turn of excess amounts) do not apply to this
excess portion.

.09 Under § 1.62–2(h)(2)(i)(B)(4), the
Commissioner may, in his or her discre-
tion, prescribe special rules regarding the
timing of withholding and payment of em-
ployment taxes on mileage allowances.

SECTION 4. DEFINITIONS

.01 Standard mileage rate. The term
“standard mileage rate” means the appli-
cable amount provided by the Service for
optional use by employees or self-employed
individuals in computing the deductible
costs of operating automobiles (including
vans, pickups, or panel trucks) they own or
lease for business purposes, or by taxpay-
ers in computing the deductible costs of op-
erating automobiles for charitable, medical,
or moving expense purposes.

.02 Transportation expenses. The term
“transportation expenses” means the ex-
penses of operating an automobile for lo-
cal travel or transportation away from home.

.03 Mileage allowance. The term “mile-
age allowance” means a payment under a
reimbursement or other expense allow-
ance arrangement that meets the require-
ments specified in § 1.62–2(c)(1) and that
is

(1) paid with respect to the ordinary
and necessary business expenses incurred,
or which the payor reasonably anticipates
will be incurred, by an employee for trans-
portation expenses in connection with the
performance of services as an employee of
the employer,
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(2) reasonably calculated not to ex-
ceed the amount of the expenses or the an-
ticipated expenses, and

(3) paid at the applicable standard
mileage rate, a flat rate or stated sched-
ule, or in accordance with any other
Service-specified rate or schedule.

.04 Flat rate or stated schedule. A mile-
age allowance is paid at a flat rate or stated
schedule if it is provided on a uniform and
objective basis with respect to the expenses
described in section 4.03 of this revenue
procedure. Such allowance may be paid pe-
riodically at a fixed rate, at a cents-per-
mile rate, at a variable rate based on a stated
schedule, at a rate that combines any of
these rates, or on any other basis that is con-
sistently applied and in accordance with rea-
sonable business practice. Thus, for
example, a periodic payment at a fixed rate
to cover the fixed costs (including depre-
ciation (or lease payments), insurance, reg-
istration and license fees, and personal
property taxes) of driving an automobile in
connection with the performance of ser-
vices as an employee of the employer,
coupled with a periodic payment at a cents-
per-mile rate to cover the operating costs
(including gasoline and all taxes thereon,
oil, tires, and routine maintenance and re-
pairs) of using an automobile for such pur-
poses, is an allowance paid at a flat rate or
stated schedule. Likewise, a periodic pay-
ment at a variable rate based on a stated
schedule for different locales to cover the
costs of driving an automobile in connec-
tion with the performance of services as an
employee is an allowance paid at a flat rate
or stated schedule.

SECTION 5. BUSINESS STANDARD
MILEAGE RATE

.01 In general. The standard mileage rate
for transportation expenses is 36.0 cents per
mile for all miles of use for business pur-
poses. This business standard mileage rate
will be adjusted annually (to the extent war-
ranted) by the Service, and any such ad-
justment will be applied prospectively.

.02 Use of the business standard mile-
age rate. A taxpayer may use the busi-
ness standard mileage rate with respect to
an automobile that is either owned or leased
by the taxpayer. A taxpayer generally may
deduct an amount equal to either the busi-

ness standard mileage rate times the num-
ber of business miles traveled or the actual
costs (both operating and fixed) paid or in-
curred by the taxpayer that are allocable to
traveling those business miles.

.03 Business standard mileage rate in
lieu of operating and fixed costs. A deduc-
tion using the standard mileage rate for
business miles is computed on a yearly ba-
sis and is in lieu of all operating and fixed
costs of the automobile allocable to busi-
ness purposes (except as provided in sec-
tion 9.06 of this revenue procedure). Such
items as depreciation (or lease payments),
maintenance and repairs, tires, gasoline (in-
cluding all taxes thereon), oil, insurance, and
license and registration fees are included in
operating and fixed costs for this purpose.

.04 Parking fees, tolls, interest, and taxes.
Parking fees and tolls attributable to use of
the automobile for business purposes may
be deducted as separate items. Likewise, in-
terest relating to the purchase of the auto-
mobile as well as state and local personal
property taxes may be deducted as sepa-
rate items, but only to the extent allow-
able under §§ 163 or 164, respectively. If
the automobile is operated less than 100
percent for business purposes, an alloca-
tion is required to determine the business
and nonbusiness portion of the taxes and
interest deduction allowable. However,
§ 163(h)(2)(A) expressly provides that in-
terest is nondeductible personal interest
when it is paid or accrued on indebted-
ness properly allocable to the trade or busi-
ness of performing services as an employee.
Section 164 also expressly provides that
state and local taxes that are paid or ac-
crued by a taxpayer in connection with an
acquisition or disposition of property will
be treated as part of the cost of the ac-
quired property or as a reduction in the
amount realized on the disposition of such
property.

.05 Depreciation. For owned automo-
biles placed in service for business pur-
poses, and for which the business standard
mileage rate has been used for any year, de-
preciation will be considered to have been
allowed at the rate of 12 cents per mile for
1998 and 1999; 14 cents per mile for 2000;
15 cents per mile for 2001 and 2002; and
16 cents per mile for 2003, for those years
in which the business standard mileage rate

was used. If actual costs were used for one
or more of those years, the rates above will
not apply to any year in which such costs
were used. The depreciation described above
will reduce the basis of the automobile (but
not below zero) in determining adjusted ba-
sis as required by § 1016.

.06 Limitations.
(1) The business standard mileage rate

may not be used to compute the deduct-
ible expenses of (a) automobiles used for
hire, such as taxicabs, or (b) two or more
automobiles used simultaneously (such as
in fleet operations).

(2) The business standard mileage rate
may not be used to compute the deduct-
ible business expenses of an automobile
leased by a taxpayer unless the taxpayer
uses either the business standard mileage
rate or a “FAVR” allowance (as provided
in section 8 of this revenue procedure) to
compute the deductible business expenses
of the automobile for the entire lease pe-
riod (including renewals). For a lease com-
mencing on or before December 31, 1997,
the “entire lease period” means the por-
tion of the lease period (including renew-
als) remaining after that date.

(3) The business standard mileage rate
may not be used to compute the deduct-
ible expenses of an automobile for which
the taxpayer has (a) claimed depreciation
using a method other than straight-line for
its estimated useful life, (b) claimed a § 179
deduction, or (c) used the Accelerated Cost
Recovery System (ACRS) under former
§ 168 or the Modified Accelerated Cost Re-
covery System (MACRS) under current
§ 168. By using the business standard mile-
age rate, the taxpayer has elected to ex-
clude the automobile (if owned) from
MACRS pursuant to § 168(f)(1). If, after us-
ing the business standard mileage rate, the
taxpayer uses actual costs, the taxpayer must
use straight-line depreciation for the auto-
mobile’s remaining estimated useful life
(subject to the applicable depreciation de-
duction limitations under § 280F).

(4) The business standard mileage rate
and this revenue procedure may not be used
to compute the amount of the deductible au-
tomobile expenses of an employee of the
United States Postal Service incurred in per-
forming services involving the collection
and delivery of mail on a rural route if the
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employee receives qualified reimburse-
ments (as defined in § 162(o)) for such ex-
penses. See § 162(o) for the rules that apply
to these qualified reimbursements.

SECTION 6. RESERVED

SECTION 7. CHARITABLE,
MEDICAL, AND MOVING
STANDARD MILEAGE RATE

.01 Charitable. Section 170(i) provides
a standard mileage rate of 14 cents per mile
for purposes of computing the charitable de-
duction for use of an automobile in con-
nection with rendering gratuitous services
to a charitable organization under § 170.

.02 Medical and moving. The standard
mileage rate is 12 cents per mile for use of
an automobile (a) to obtain medical care de-
scribed in § 213, or (b) as part of a move
for which the expenses are deductible un-
der § 217. The standard mileage rates for
medical and moving transportation ex-
penses will be adjusted annually (to the ex-
tent warranted) by the Service, and any such
adjustment will be applied prospectively.

.03 Charitable, medical, or moving ex-
pense standard mileage rate in lieu of op-
erating expenses. A deduction computed
using the applicable standard mileage rate
for charitable, medical, or moving expense
miles is in lieu of all operating expenses (in-
cluding gasoline and oil) of the automo-
bile allocable to such purposes. Costs for
such items as depreciation (or lease pay-
ments), insurance, and license and regis-
tration fees are not deductible, and are not
included in such standard mileage rates.

.04 Parking fees, tolls, interest, and taxes.
Parking fees and tolls attributable to the use
of the automobile for charitable, medical,
or moving expense purposes may be de-
ducted as separate items. Interest relating
to the purchase of the automobile and state
and local personal property taxes are not de-
ductible as charitable, medical, or mov-
ing expenses, but they may be deducted as
separate items to the extent allowable un-
der §§ 163 or 164, respectively.

SECTION 8. FIXED AND VARIABLE
RATE ALLOWANCE

.01 In general.
(1) The ordinary and necessary ex-

penses paid or incurred by an employee in
driving an automobile owned or leased by
the employee in connection with the per-
formance of services as an employee of the

employer will be deemed substantiated (in
an amount determined under section 9 of
this revenue procedure) when a payor re-
imburses such expenses with a mileage al-
lowance using a flat rate or stated schedule
that combines periodic fixed and variable
rate payments that meet all the require-
ments of section 8 of this revenue proce-
dure (a FAVR allowance).

(2) The amount of a FAVR allow-
ance must be based on data that (a) is de-
rived from the base locality, (b) reflects
retail prices paid by consumers, and (c) is
reasonable and statistically defensible in ap-
proximating the actual expenses employ-
ees receiving the allowance would incur as
owners of the standard automobile.

.02 Definitions.
(1) FAVR allowance. A FAVR allow-

ance includes periodic fixed payments and
periodic variable payments. A payor may
maintain more than one FAVR allowance.
A FAVR allowance that uses the same
payor, standard automobile (or an automo-
bile of the same make and model that is
comparably equipped), retention period, and
business use percentage is considered one
FAVR allowance, even though other fea-
tures of the allowance may vary. A FAVR
allowance also includes any optional high
mileage payments; however, such optional
high mileage payments are included in the
employee’s gross income, are reported as
wages or other compensation on the em-
ployee’s Form W–2, and are subject to
withholding and payment of employment
taxes when paid. See section 9.05 of this
revenue procedure. An optional high mile-
age payment covers the additional depre-
ciation for a standard automobile attributable
to business miles driven and substanti-
ated by the employee for a calendar year
in excess of the annual business mileage for
that year. If an employee is covered by the
FAVR allowance for less than the entire cal-
endar year, the annual business mileage may
be prorated on a monthly basis for pur-
poses of the preceding sentence.

(2) Periodic fixed payment. A peri-
odic fixed payment covers the projected
fixed costs (including depreciation (or lease
payments), insurance, registration and li-
cense fees, and personal property taxes) of
driving the standard automobile in connec-
tion with the performance of services as an
employee of the employer in a base local-
ity, and must be paid at least quarterly. A
periodic fixed payment may be computed

by (a) dividing the total projected fixed
costs of the standard automobile for all
years of the retention period, determined at
the beginning of the retention period, by the
number of periodic fixed payments in the
retention period, and (b) multiplying the re-
sulting amount by the business use per-
centage.

(3) Periodic variable payment. A pe-
riodic variable payment covers the pro-
jected operating costs (including gasoline
and all taxes thereon, oil, tires, and rou-
tine maintenance and repairs) of driving a
standard automobile in connection with the
performance of services as an employee of
the employer in a base locality, and must
be paid at least quarterly. The rate of a pe-
riodic variable payment for a computa-
tion period may be computed by dividing
the total projected operating costs for the
standard automobile for the computation pe-
riod, determined at the beginning of the
computation period, by the computation pe-
riod mileage. A computation period can be
any period of a year or less. Computation
period mileage is the total mileage (busi-
ness and personal) a payor reasonably
projects a standard automobile will be
driven during a computation period and
equals the retention mileage divided by the
number of computation periods in the re-
tention period. For each business mile sub-
stantiated by the employee for the
computation period, the periodic variable
payment must be paid at a rate that does
not exceed the rate for that computation pe-
riod.

(4) Base locality. A base locality is the
particular geographic locality or region of
the United States in which the costs of driv-
ing an automobile in connection with the
performance of services as an employee of
the employer are generally paid or incurred
by the employee. Thus, for purposes of de-
termining the amount of fixed costs, the
base locality is generally the geographic lo-
cality or region in which the employee re-
sides. For purposes of determining the
amount of operating costs, the base local-
ity is generally the geographic locality or
region in which the employee drives the au-
tomobile in connection with the perfor-
mance of services as an employee of the
employer.

(5) Standard automobile. A standard
automobile is the automobile selected by the
payor on which a specific FAVR allow-
ance is based.
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(6) Standard automobile cost. The
standard automobile cost for a calendar year
may not exceed 95 percent of the sum of
(a) the retail dealer invoice cost of the stan-
dard automobile in the base locality, and (b)
state and local sales or use taxes appli-
cable on the purchase of such an automo-
bile. Further, the standard automobile cost
may not exceed $26,900.

(7) Annual mileage. Annual mileage
is the total mileage (business and personal)
a payor reasonably projects a standard au-
tomobile will be driven during a calendar

year. Annual mileage equals the annual
business mileage divided by the business
use percentage.

(8) Annual business mileage. An-
nual business mileage is the mileage a payor
reasonably projects a standard automo-
bile will be driven by an employee in con-
nection with the performance of services as
an employee of the employer during the cal-
endar year, but may not be less than 6,250
miles for a calendar year. Annual busi-
ness mileage equals the annual mileage
multiplied by the business use percent-
age.

(9) Business use percentage. A busi-
ness use percentage is determined by di-
viding the annual business mileage by the
annual mileage. The business use percent-
age may not exceed 75 percent. In lieu of
demonstrating the reasonableness of the
business use percentage based on records
of total mileage and business mileage driven
by the employees annually, a payor may use
a business use percentage that is less than
or equal to the following percentages for
a FAVR allowance that is paid for the fol-
lowing annual business mileage:

Annual business mileage Business use percentage
6,250 or more but less than 10,000 45 percent
10,000 or more but less than 15,000 55 percent
15,000 or more but less than 20,000 65 percent
20,000 or more 75 percent

(10) Retention period. A retention pe-
riod is the period in calendar years se-
lected by the payor during which the payor
expects an employee to drive a standard au-
tomobile in connection with the perfor-
mance of services as an employee of the
employer before the automobile is replaced.
Such period may not be less than two cal-
endar years.

(11) Retention mileage. Retention
mileage is the annual mileage multiplied by
the number of calendar years in the reten-
tion period.

(12) Residual value. The residual
value of a standard automobile is the pro-
jected amount for which it could be sold at
the end of the retention period after be-
ing driven the retention mileage. The Ser-
vice will accept the following safe harbor
residual values for a standard automobile
computed as a percentage of the standard
automobile cost:

Retention period Residual value
2–year 70 percent
3–year 60 percent
4–year 50 percent

.03 FAVR allowance in lieu of operat-
ing and fixed costs.

(1) A reimbursement computed us-
ing a FAVR allowance is in lieu of the em-
ployee’s deduction of all the operating and
fixed costs paid or incurred by an em-
ployee in driving the automobile in con-

nection with the performance of services as
an employee of the employer, except as pro-
vided in section 9.06 of this revenue pro-
cedure. Such items as depreciation (or lease
payments), maintenance and repairs, tires,
gasoline (including all taxes thereon), oil,
insurance, license and registration fees, and
personal property taxes are included in op-
erating and fixed costs for this purpose.

(2) Parking fees and tolls attribut-
able to an employee driving the standard
automobile in connection with the perfor-
mance of services as an employee of the
employer are not included in fixed and op-
erating costs and may be deducted as sepa-
rate items. Similarly, interest relating to the
purchase of the standard automobile may
be deducted as a separate item, but only to
the extent that the interest is an allowable
deduction under § 163.

.04 Depreciation.
(1) A FAVR allowance may not be

paid with respect to an automobile for
which the employee has (a) claimed de-
preciation using a method other than
straight-line for its estimated useful life, (b)
claimed a § 179 deduction, or (c) used the
Accelerated Cost Recovery System (ACRS)
under former § 168 or the Modified Ac-
celerated Cost Recovery System (MACRS)
under current § 168. If an employee uses
actual costs for an owned automobile that
has been covered by a FAVR allowance, the

employee must use straight-line deprecia-
tion for the automobile’s remaining esti-
mated useful life (subject to the applicable
depreciation deduction limitations under
§ 280F).

(2) Except as provided in section
8.04(3) of this revenue procedure, the to-
tal amount of the depreciation component
for the retention period taken into account
in computing the periodic fixed payments
for that retention period may not exceed the
excess of the standard automobile cost over
the residual value of the standard automo-
bile. In addition, the total amount of such
depreciation component may not exceed the
sum of the annual § 280F limitations on de-
preciation (in effect at the beginning of the
retention period) that apply to the stan-
dard automobile during the retention pe-
riod.

(3) If the depreciation component of
periodic fixed payments exceeds the limi-
tations in section 8.04(2) of this revenue
procedure, that section will be treated as sat-
isfied in any year during which the total an-
nual amount of the periodic fixed payments
and the periodic variable payments made
to an employee driving 80 percent of the
annual business mileage of the standard au-
tomobile does not exceed the amount ob-
tained by multiplying 80 percent of the
annual business mileage of the standard au-
tomobile by the applicable business stan-
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dard mileage rate for that year (see, for
example, section 5.01 of this revenue pro-
cedure).

(4) The depreciation included in each
periodic fixed payment portion of a FAVR
allowance paid with respect to an automo-
bile will reduce the basis of the automo-
bile (but not below zero) in determining
adjusted basis as required by § 1016. See
section 8.07(2) of this revenue procedure
for the requirement that the employer re-
port the depreciation component of a pe-
riodic fixed payment to the employee.

.05 FAVR allowance limitations.
(1) A FAVR allowance may be paid

only to an employee who substantiates to
the payor for a calendar year at least 5,000
miles driven in connection with the per-
formance of services as an employee of the
employer or, if greater, 80 percent of the
annual business mileage of that FAVR al-
lowance. If the employee is covered by the
FAVR allowance for less than the entire cal-
endar year, these limits may be prorated on
a monthly basis.

(2) A FAVR allowance may not be
paid to a control employee (as defined in
§ 1.61–21(f)(5) and (6), excluding the
$100,000 limitation in paragraph (f)(5)(iii)).

(3) At no time during a calendar year
may a majority of the employees covered
by a FAVR allowance be management em-
ployees.

(4) At all times during a calendar year
at least five employees of an employer must
be covered by one or more FAVR allow-
ances.

(5) A FAVR allowance may be paid
only with respect to an automobile (a)
owned or leased by the employee receiv-
ing the payment, (b) the cost of which,
when new, is at least 90 percent of the stan-
dard automobile cost taken into account for
purposes of determining the FAVR allow-
ance for the first calendar year the em-
ployee receives the allowance with respect
to that automobile, and (c) the model year
of which does not differ from the current
calendar year by more than the number of
years in the retention period.

(6) A FAVR allowance may not be
paid with respect to an automobile leased
by an employee for which the employee has
used actual expenses to compute the de-
ductible business expenses of the automo-

bile for any year during the entire lease
period. For a lease commencing on or be-
fore December 31, 1997, the “entire lease
period” means the portion of the lease pe-
riod (including renewals) remaining after
that date.

(7) The insurance cost component of
a FAVR allowance must be based on the
rates charged in the base locality for in-
surance coverage on the standard automo-
bile during the current calendar year without
taking into account such rate-increasing fac-
tors as poor driving records or young driv-
ers.

(8) A FAVR allowance may be paid
only to an employee whose insurance cov-
erage limits on the automobile with re-
spect to which the FAVR allowance is paid
are at least equal to the insurance cover-
age limits used to compute the periodic
fixed payment under that FAVR allow-
ance.

.06 Employee reporting. Within 30 days
after an employee’s automobile is initially
covered by a FAVR allowance, or is again
covered by a FAVR allowance if such cov-
erage has lapsed, the employee by writ-
ten declaration must provide the payor with
the following information: (a) the make,
model, and year of the employee’s auto-
mobile, (b) written proof of the insurance
coverage limits on the automobile, (c) the
odometer reading of the automobile, (d) if
owned, the purchase price of the automo-
bile or, if leased, the price at which the au-
tomobile is ordinarily sold by retailers (the
gross capitalized cost of the automobile),
and (e) if owned, whether the employee has
claimed depreciation with respect to the au-
tomobile using any of the depreciation
methods prohibited by section 8.04(1) of
this revenue procedure or, if leased, whether
the employee has computed deductible busi-
ness expenses with respect to the automo-
bile using actual expenses. The information
described in (a), (b), and (c) of the preced-
ing sentence also must be supplied by the
employee to the payor within 30 days af-
ter the beginning of each calendar year that
the employee’s automobile is covered by a
FAVR allowance.

.07 Payor recordkeeping and report-
ing.

(1) The payor or its agent must main-
tain written records setting forth (a) the sta-

tistical data and projections on which the
FAVR allowance payments are based, and
(b) the information provided by the em-
ployees pursuant to section 8.06 of this rev-
enue procedure.

(2) Within 30 days of the end of each
calendar year, the employer must provide
each employee covered by a FAVR allow-
ance during that year with a statement that,
for automobile owners, lists the amount of
depreciation included in each periodic fixed
payment portion of the FAVR allowance
paid during that calendar year and explains
that by receiving a FAVR allowance the em-
ployee has elected to exclude the automo-
bile from MACRS pursuant to § 168(f)(1).
For automobile lessees, the statement must
explain that by receiving the FAVR allow-
ance the employee may not compute the de-
ductible business expenses of the
automobile using actual expenses for the en-
tire lease period (including renewals). For
a lease commencing on or before Decem-
ber 31, 1997, the “entire lease period”
means the portion of the lease period (in-
cluding renewals) remaining after that date.

.08 Failure to meet section 8 require-
ments. If an employee receives a mileage
allowance that fails to meet one or more of
the requirements of section 8 of this rev-
enue procedure, the employee may not be
treated as covered by any FAVR allow-
ance of the payor during the period of such
failure. Nevertheless, the expenses to which
that mileage allowance relates may be
deemed substantiated using the method de-
scribed in sections 5, 9.01(1), and 9.02 of
this revenue procedure to the extent the re-
quirements of those sections are met.

SECTION 9. APPLICATION

.01 If a payor pays a mileage allow-
ance in lieu of reimbursing actual trans-
portation expenses incurred or to be incurred
by an employee, the amount of the ex-
penses that is deemed substantiated to the
payor is either:

(1) for any mileage allowance other
than a FAVR allowance, the lesser of the
amount paid under the mileage allowance
or the applicable standard mileage rate in
section 5.01 of this revenue procedure mul-
tiplied by the number of business miles sub-
stantiated by the employee; or
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(2) for a FAVR allowance, the amount
paid under the FAVR allowance less the
sum of (a) any periodic variable rate pay-
ment that relates to miles in excess of the
business miles substantiated by the em-
ployee and that the employee fails to re-
turn to the payor although required to do
so, (b) any portion of a periodic fixed pay-
ment that relates to a period during which
the employee is treated as not covered by
the FAVR allowance and that the employee
fails to return to the payor although re-
quired to do so, and (c) any optional high
mileage payments.

.02 If the amount of transportation ex-
penses is deemed substantiated under the
rules provided in section 9.01 of this rev-
enue procedure, and the employee actu-
ally substantiates to the payor the elements
of time, place (or use), and business pur-
pose of the transportation expenses in ac-
cordance with paragraphs (b)(2) (travel
away from home), (b)(6) (listed property,
which includes passenger automobiles and
any other property used as a means of trans-
portation), and (c) of § 1.274–5, the em-
ployee is deemed to satisfy the adequate
accounting requirements of § 1.274–5(f), as
well as the requirement to substantiate by
adequate records or other sufficient evi-
dence for purposes of § 1.274–5(c). See
§ 1.62–2(e)(1) for the rule that an arrange-
ment must require business expenses to be
substantiated to the payor within a reason-
able period of time.

.03 An arrangement providing mileage
allowances will be treated as satisfying the
requirement of § 1.62–2(f)(2) with respect
to returning amounts in excess of expenses
as follows:

(1) For a mileage allowance other than
a FAVR allowance, the requirement to re-
turn excess amounts will be treated as sat-
isfied if the employee is required to return
within a reasonable period of time (as de-
fined in § 1.62–2(g)) any portion of such
an allowance that relates to miles of travel
not substantiated by the employee, even
though the arrangement does not require the
employee to return the portion of such an
allowance that relates to the miles of travel
substantiated and that exceeds the amount
of the employee’s expenses deemed sub-
stantiated. For example, assume a payor
provides an employee an advance mile-
age allowance of $80 based on an antici-
pated 200 business miles at 40 cents per
mile (at a time when the applicable busi-

ness standard mileage rate is 36.0 cents per
mile), and the employee substantiates 120
business miles. The requirement to return
excess amounts will be treated as satis-
fied if the employee is required to return
the portion of the allowance that relates to
the 80 unsubstantiated business miles ($32)
even though the employee is not required
to return the portion of the allowance
($4.80) that exceeds the amount of the em-
ployee’s expenses deemed substantiated un-
der section 9.01 of this revenue procedure
($43.20) for the 120 substantiated busi-
ness miles. However, the $4.80 excess por-
tion of the allowance is treated as paid
under a nonaccountable plan as discussed
in section 9.05.

(2) For a FAVR allowance, the re-
quirement to return excess amounts will be
treated as satisfied if the employee is re-
quired to return within a reasonable pe-
riod of time (as defined in § 1.62–2(g)), (a)
the portion (if any) of the periodic vari-
able payment received that relates to miles
in excess of the business miles substanti-
ated by the employee, and (b) the portion
(if any) of a periodic fixed payment that re-
lates to a period during which the em-
ployee was not covered by the FAVR
allowance.

.04 An employee is not required to in-
clude in gross income the portion of a mile-
age allowance received from a payor that
is less than or equal to the amount deemed
substantiated under section 9.01 of this rev-
enue procedure, provided the employee sub-
stantiates in accordance with section 9.02.
See § 1.274–5(f)(2)(i). In addition, such por-
tion of the allowance is treated as paid un-
der an accountable plan, is not reported as
wages or other compensation on the em-
ployee’s Form W-2, and is exempt from the
withholding and payment of employment
taxes. See §§ 1.62–2(c)(2) and (c)(4).

.05 An employee is required to include
in gross income only the portion of a mile-
age allowance received from a payor that
exceeds the amount deemed substantiated
under section 9.01 of this revenue proce-
dure, provided the employee substanti-
ates in accordance with section 9.02 of this
revenue procedure. See § 1.274–5(f)(2)(ii).
In addition, the excess portion of the al-
lowance is treated as paid under a nonac-
countable plan, is reported as wages or other
compensation on the employee’s Form
W–2, and is subject to withholding and pay-

ment of employment taxes. See §§ 1.62–
2(c)(3)(ii), (c)(5), and (h)(2)(i)(B).

.06
(1) Except as otherwise provided in

section 9.06(2) of this revenue procedure
with respect to leased automobiles, if the
amount of the expenses deemed substan-
tiated under the rules provided in section
9.01 of this revenue procedure is less than
the amount of the employee’s business
transportation expenses, the employee may
claim an itemized deduction for the amount
by which the business transportation ex-
penses exceed the amount that is deemed
substantiated, provided the employee sub-
stantiates all the business transportation ex-
penses, includes on Form 2106, Employee
Business Expenses, the deemed substanti-
ated portion of the mileage allowance re-
ceived from the payor, and includes in gross
income the portion (if any) of the mile-
age allowance received from the payor that
exceeds the amount deemed substantiated.
See § 1.274–5(f)(2)(iii). However, for pur-
poses of claiming this itemized deduc-
tion, substantiation of the amount of the
expenses is not required if the employee is
claiming a deduction that is equal to or less
than the applicable standard mileage rate
multiplied by the number of business miles
substantiated by the employee minus the
amount deemed substantiated under sec-
tion 9.01 of this revenue procedure. The
itemized deduction is subject to the
2-percent floor on miscellaneous item-
ized deductions provided in § 67.

(2) An employee whose business
transportation expenses with respect to a
leased automobile are deemed substanti-
ated under section 9.01(1) of this revenue
procedure (relating to an allowance other
than a FAVR allowance) may not claim a
deduction based on actual expenses un-
less the employee does so consistently be-
ginning with the first business use of the
automobile after December 31, 1997. How-
ever, an employee whose business trans-
portation expenses with respect to a leased
automobile are deemed substantiated un-
der section 9.01(2) of this revenue proce-
dure (relating to a FAVR allowance) may
not claim a deduction based on actual ex-
penses.

.07 An employee may deduct an amount
computed pursuant to section 5.01 of this
revenue procedure only as an itemized de-
duction. This itemized deduction is sub-
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ject to the 2-percent floor on miscellaneous
itemized deductions provided in § 67.

.08 A self-employed individual may de-
duct an amount computed pursuant to sec-
tion 5.01 of this revenue procedure in
determining adjusted gross income under
§ 62(a)(1).

.09 If a payor’s reimbursement or other
expense allowance arrangement evidences
a pattern of abuse of the rules of § 62(c) and
the regulations thereunder, all payments un-
der the arrangement will be treated as made
under a nonaccountable plan. Thus, such
payments are included in the employee’s
gross income, are reported as wages or other
compensation on the employee’s Form
W–2, and are subject to withholding and
payment of employment taxes. See §§ 1.62–
2(c)(3), (c)(5), and (h)(2).

SECTION 10. WITHHOLDING AND
PAYMENT OF EMPLOYMENT
TAXES

.01 The portion of a mileage allow-
ance (other than a FAVR allowance), if any,
that relates to the miles of business travel
substantiated and that exceeds the amount
deemed substantiated for those miles un-
der section 9.01(1) of this revenue proce-
dure is subject to withholding and payment
of employment taxes. See § 1.62–
2(h)(2)(i)(B).

(1) In the case of a mileage allow-
ance paid as a reimbursement, the excess
described in section 10.01 of this revenue
procedure is subject to withholding and pay-
ment of employment taxes in the payroll pe-
riod in which the payor reimburses the
expenses for the business miles substanti-
ated. See § 1.62–2(h)(2)(i)(B)(2).

(2) In the case of a mileage allow-
ance paid as an advance, the excess de-
scribed in section 10.01 of this revenue
procedure is subject to withholding and pay-
ment of employment taxes no later than the
first payroll period following the payroll pe-
riod in which the business miles with re-
spect to which the advance was paid are
substantiated. See § 1.62–2(h)(2)(i)(B)(3).
If some or all of the business miles with re-
spect to which the advance was paid are not

substantiated within a reasonable period of
time and the employee does not return the
portion of the allowance that relates to those
miles within a reasonable period of time,
the portion of the allowance that relates to
those miles is subject to withholding and
payment of employment taxes no later than
the first payroll period following the end
of the reasonable period. See § 1.62–
2(h)(2)(i)(A).

(3) In the case of a mileage allow-
ance that is not computed on the basis of
a fixed amount per mile of travel (for ex-
ample, a mileage allowance that combines
periodic fixed and variable rate payments,
but that does not satisfy the requirements
of section 8 of this revenue procedure), the
payor must compute periodically (no less
frequently than quarterly) the amount, if any,
that exceeds the amount deemed substan-
tiated under section 9.01(1) of this rev-
enue procedure by comparing the total
mileage allowance paid for the period to the
applicable standard mileage rate in sec-
tion 5.01 of this revenue procedure multi-
plied by the number of business miles
substantiated by the employee for the pe-
riod. Any excess is subject to withhold-
ing and payment of employment taxes no
later than the first payroll period follow-
ing the payroll period in which the ex-
cess is computed. See § 1.62–
2(h)(2)(i)(B)(4).

(4) For example, assume an employer
pays its employees a mileage allowance at
a rate of 40 cents per mile (when the busi-
ness standard mileage rate is 36.0 cents per
mile). The employer does not require the
return of the portion of the allowance that
exceeds the business standard mileage rate
for the business miles substantiated (4.0
cents). In June, the employer advances an
employee $200 for 500 miles to be trav-
eled during the month. In July, the em-
ployee substantiates to the employer 400
business miles traveled in June and re-
turns $40 to the employer for the 100 busi-
ness miles not traveled. The amount deemed
substantiated for the 400 miles traveled is
$144 and the employee is not required to
return the remaining $16. No later than the
first payroll period following the payroll pe-

riod in which the 400 business miles trav-
eled are substantiated, the employer must
withhold and pay employment taxes on $16.

.02 The portion of a FAVR allowance,
if any, that exceeds the amount deemed sub-
stantiated for those miles under section
9.01(2) of this revenue procedure is sub-
ject to withholding and payment of em-
ployment taxes. See § 1.62–2(h)(2)(i)(B).

(1) Any periodic variable rate pay-
ment that relates to miles in excess of the
business miles substantiated by the em-
ployee and that the employee fails to re-
turn within a reasonable period, or any
portion of a periodic fixed payment that re-
lates to a period during which the em-
ployee is treated as not covered by the
FAVR allowance and that the employee fails
to return within a reasonable period, is sub-
ject to withholding and payment of em-
ployment taxes no later than the first payroll
period following the end of the reason-
able period. See § 1.62–2(h)(2)(i)(A).

(2) Any optional high mileage payment
is subject to withholding and payment of
employment taxes when paid.

SECTION 11. EFFECT ON OTHER
DOCUMENTS

Rev. Proc. 2001–54, 2001–48 I.R.B. 530,
is hereby superseded for mileage allow-
ances that are paid both (1) to an employee
on or after January 1, 2003, and (2) with
respect to transportation expenses paid or
incurred by the employee on or after Janu-
ary 1, 2003. Rev. Proc. 2001–54 is also
hereby superseded for purposes of com-
puting the amount allowable as a deduc-
tion for transportation expenses paid or
incurred on or after January 1, 2003.

DRAFTING INFORMATION

The principal author of this revenue pro-
cedure is Christian Wood of the Office of
Associate Chief Counsel (Income Tax and
Accounting). For further information re-
garding this revenue procedure, contact
Mr. Wood at (202) 622–4930 (not a toll-
free call).
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Part IV. Items of General Interest

New Revision of Publication
555, Community Property

Announcement 2002–85

Publication 555, revised June 2002, is
now available from the Internal Revenue
Service. It replaces the October 1999 re-
vision.

This publication provides basic federal
tax information for married taxpayers who
are domiciled in a community property
state.

You can get a copy of this publication
by:

• Calling 1–800–TAX–FORM (1–800–
829–3676),

• Writing to the IRS Forms Distribu-
tion Center nearest you (check your in-
come tax package for the address), or

• Downloading it from the IRS Inter-
net web site at www.irs.gov.

New Revision of Publication
520, Scholarships and
Fellowships

Announcement 2002–86

Publication 520, revised June 2002, is
now available from the Internal Revenue
Service. It replaces the April 1998 revi-
sion.

This publication provides basic federal
tax information concerning scholarships, fel-
lowships, and tuition reductions.

You can get a copy of this publication
by:

• Calling 1–800–TAX–FORM (1–800–
829–3676),

• Writing to the IRS Forms Distribu-
tion Center nearest you (check your in-
come tax package for the address), or

• Downloading it from the IRS Inter-
net web site at www.irs.gov.

Form 990 Series Devel-
opments and Request for
Comments Regarding
Possible Changes

Announcement 2002–87

The Internal Revenue Service is seek-
ing to improve both the content and qual-
ity of the information provided on the Form
990. The Service has made changes to the
Form 990, Return for Organization Ex-
empt from Income Tax, and is consider-
ing making other changes. This
announcement contains explanations of re-
cent changes made and identifies addi-
tional areas where changes are being
considered. Comments are requested on
these possible changes.

Fundraising

The Service is considering additional re-
porting requirements for organizations that
engage in fundraising. Recent changes to
Form 990 and the Instructions affect the
way organizations report fundraising ex-
penses. Both recent changes and possible
additional changes are discussed below.

Recent Changes

Fundraising Reporting

The Service revised the instructions for
Part I, line 1a, of Form 990 to clarify that
a filing organization must report the gross
amount raised by an outside fundraiser and
not just the amount actually received by the
filing organization. This clarification was
made because some filing organizations
were reporting only the net amount re-
ceived from outside fundraisers. By report-
ing only the net amount received, filing
organizations were avoiding reporting cer-
tain expenses, such as fundraising fees, on
Part II of Form 990.

In addition, the Service revised the in-
structions for Part II of Form 990 to em-
phasize that fundraising expenses should not
be reported as program related expenses
even when one of the functions of the or-
ganization is soliciting contributions for

other organizations. This clarification was
made to help insure uniformity in the re-
porting of fundraising expenses. Some or-
ganizations were incorrectly reporting
fundraising expenses as program service ex-
penses using the rationale that fundrais-
ing was their program service.

New Check Box for Reporting Joint
Costs

The Service added a check box in Part
II of Form 990 for an organization to in-
dicate whether it accounts for joint costs in
accordance with the AICPA’s Statement of
Position 98–2 (SOP 98–2), Accounting for
Costs of Materials and Activities of Not-
for-Profit Organizations and State and Lo-
cal Government Entities that Include Fund-
Raising. The reason for the check box is to
encourage the use of SOP 98–2 for the re-
porting of joint costs on Form 990, and to
apprise viewers of the form as to the
method used by the preparer.

Schedule A Attachments

The Service no longer requires an or-
ganization to attach the lists of contribu-
tors and disqualified persons to substantiate
the amounts reported on Schedule A, Part
IV–A, lines 26(b), 27(a) and (b), and 28.
Instead, the organization must prepare these
lists and keep them with its records.

Issues for Comment

In an effort to improve the quality of
fundraising reporting, the Service is seek-
ing comments on the following possible
changes to Form 990.

• Should it be mandatory for all orga-
nizations to complete columns (B),
(C), and (D) of Part II? These col-
umns identify expenses as program
service expenses, management and
general expenses, and fundraising ex-
penses. Currently, only organizations
described in § 501(c)(3) and (4) of the
Internal Revenue Code and
§ 4947(a)(1) trusts must complete these
columns. For all other organizations,
it is optional. State regulators have ex-
pressed an interest in having this in-
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formation from other organizations,
such as § 501(c)(5), (6), (8), and (10)
organizations. Because many states use
this information to satisfy state and lo-
cal filing requirements, such as those
under state charitable solicitation acts,
using one form to collect this infor-
mation could reduce overall taxpayer
burden.

• Should organizations be required to
complete Part II in accordance with
SOP 98–2? Alternatively, should it be
mandatory only for certain Form 990
filers, such as filers whose assets ex-
ceed a certain dollar limit? Mandat-
ing the use of SOP 98–2 would insure
greater uniformity and would allow for
better comparison of fundraising costs
among organizations. It would also
bring Form 990 reporting closer to an
organization’s audited financial state-
ment.

• Should the Service make any other re-
porting changes that could provide the
Service, the states, and the public with
additional information about fundrais-
ing practices?

IRC 527 Political Organizations

On July 1, 2000, Public Law 106–230
was enacted, imposing new reporting and
disclosure requirements on tax-exempt po-
litical organizations described in § 527, in-
cluding the requirement to file an annual
information return for tax years begin-
ning after June 30, 2000. In light of the new
annual information reporting requirements,
the Service made some changes to adapt the
Form 990 for use by political organiza-
tions. In addition, it is considering whether
other changes are necessary to improve an-
nual information reporting for political or-
ganizations.

Recent Changes

The Service revised Form 990 and Form
990–EZ to add a check box for § 527 or-
ganizations. The Service also revised the in-
structions to Form 990 and Form 990–EZ
to reflect the new requirements for politi-
cal organizations, including identifying items
that political organizations are not required
to complete. The Service also added in-
structions to Schedule B, Part I of Form 990
to advise § 527 organizations how to re-
port contributor information.

Issues For Comment

Some concern has been raised about af-
filiations and potential transfers of funds be-
tween § 527 organizations and other exempt
organizations. While Form 990 requests in-
formation about related organizations, it
does not require specific information about
fund flows between any related organiza-
tions, including § 527 organizations. Al-
though Schedule A, Part VII, of Form 990
asks for information about transactions or
relationships with non-charitable exempt or-
ganizations, only § 501(c)(3) organiza-
tions and § 4947(a)(1) trusts that are not
private foundations file Schedule A.

The Service is seeking comments on the
following alternatives for reporting trans-
fers and transactions between § 501(c) or-
ganizations and § 527 organizations.

• Should the Service require § 501(c)(4),
(5) and (6) and § 527 organizations to
complete all or part of Schedule A?
While most of Schedule A is not rel-
evant to non-charitable exempt orga-
nizations, Parts I and II concerning
compensation paid may be relevant to
non-charitable exempt organizations.
This rationale may also apply to Part
VII concerning relationships and trans-
actions with non-charitable exempt or-
ganizations.

• Should the Service add a new part to
Form 990 for reporting fund trans-
fers and transactions between
§ 501(c)(4), (5), or (6) organizations
and § 527 organizations? If so, should
it include the same information col-
lected in Part VII of Schedule A or
only the information collected in ques-
tion 51 of Schedule A?

• Should the Service move Part VII of
Schedule A to the Form 990 and re-
quire all § 501(c)(3), (4), (5) and (6)
organizations, § 527 organizations and
§ 4947(a)(1) trusts that are not pri-
vate foundations to complete it?

• Are there any other changes to the
form that would improve the infor-
mation reported about § 527 organi-
zations?

Foreign Grants

Since the events of September 11, 2001,
concern has been expressed that purport-
edly charitable organizations may be trans-
ferring funds outside the United States to

organizations or individuals suspected of
supporting terrorist activities.

Currently, grants made by exempt or-
ganizations may be reported in two places
on Form 990. Grants to other organiza-
tions and scholarship, fellowship, and re-
search grants to individuals are reported on
line 22. An attached schedule requires the
name and address of the recipient, and the
class of activity furthered by the grant.
Other payments to or for the benefit of in-
dividuals are reported on line 23. The at-
tached schedule for this line does not
identify individual recipients. Instead, pay-
ments are identified by class of activity, e.g.
“clothing for disaster victims.” Foreign
grants are not identified separately on this
attachment.

We would like comments addressing
what further steps, if any, the Service should
take to more effectively identify on Form
990 transactions that present a risk of the
diversion of charitable funds, including the
following:

• Should a separate schedule of grants
to foreign organizations be required?

• Should domestic charities conduct-
ing foreign activities be required to
provide more specific information
about the flow of funds involved in
these activities, or about the recipi-
ents of these funds?

• Should transactions other than grant-
making, such as sales or leases where
funds flow outside the United States,
also be more extensively reported?

Corporate Responsibility

Recent events have raised concerns about
the integrity of financial disclosures by pub-
licly traded companies. In response to this,
there has been a great deal of discussion,
as well as recent legislation, relating to the
need for new rules to ensure ethical ac-
counting practices and the veracity of pub-
lic disclosures by such companies. Some of
the measures include proposed rules to im-
prove the quality of a company’s public dis-
closure, require that companies have
independent audit committees, and to oth-
erwise increase disclosures of transactions
and financial relationships.
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It may be argued that there are similari-
ties between the need for veracity in the
public information used by shareholders in
making investment decisions and the need
for veracity in the public information used
by contributors and others in making de-
cisions regarding exempt organizations. As
a result, the Service is considering whether
the Form 990 or other requirements should
be modified to provide similar measures to
increase public confidence in the integ-
rity of the disclosures by exempt organi-
zations. These measures could include:

• Whether exempt organizations should
be required to disclose on Form 990
whether they have adopted conflicts of
interest policies or have independent
audit committees.

• Whether non-charitable exempt orga-
nizations should be required to dis-
close information about transactions
with its substantial contributors, of-
ficers, directors, trustees, and key em-
ployees similar to the disclosures
required in Schedule A, Part III, Ques-
tion 2.

• Whether exempt organizations should
be required to disclose on Form 990
any information in addition to that re-
quired in Schedule A, Part III, Ques-
tion 2, about transactions or financial
relationships with its substantial con-
tributors, officers, directors, trustees,
and key employees.

• Whether there are any other changes
to the Form 990 or other requirements
that would increase public confidence
in the integrity of exempt organiza-
tion disclosures.

How to Comment

Public comments on any of the issues
discussed above should be submitted in
writing on or before January 28, 2003.
Comments should be sent to the follow-
ing address:

Internal Revenue Service
1111 Constitution Avenue, NW
Washington, DC 20224
Attn: David W. Jones
T:EO:RA

Comments may also be sent via e-mail
to *TE/GE-EO-1@irs.gov.

Drafting Information

The principal author of this announce-
ment is David W. Jones of the Exempt Or-
ganizations Technical Division. For further
information regarding this announcement,
contact Mr. Jones at (202) 283–8907 or
Cheryl G. Chasin at (202) 283–8932 (not
toll-free calls).

Partnership Mergers and
Divisions; Correction

Announcement 2002–89

AGENCY: Internal Revenue Service
(IRS), Treasury.

ACTION: Correcting Amendment.

SUMMARY: This document contains cor-
rections to final regulations (T.D. 8925,
2001–1 C.B. 496), which were published
in the Federal Register on Thursday, Janu-
ary 4, 2001 (66 FR 715), relating to the tax
consequences of partnership mergers and di-
visions.

EFFECTIVE DATE: January 4, 2001

FOR FURTHER INFORMATION
CONTACT: Mary Beth Collins (202) 622–
3080 or Daniel Carmody (202) 622–3050
(not toll-free numbers).

SUPPLEMENTARY INFORMATION:

Background

The final regulations that are the sub-
ject of these corrections are under section
708 of the Internal Revenue Code.

Need for Correction

As published, final regulations (T.D.
8925) contains errors which may prove to
be misleading and are in need of clarifi-
cation.

* * * * *

Correction of Publication

Accordingly, 26 CFR Part 1 is corrected
by making the following correcting
amendments:

PART 1 - Income Taxes

Paragraph 1. The authority citation for
part 1 continues to read in part as follows:

Authority: 26 U.S.C. 7805 * * *

PART 1 [Corrected]

Par. 2. Each entry listed in the “Section/
Location” column in the following table is
amended by removing the text indicated in
the “Remove” column, and adding the text
indicated in the “Add” column.

September 30, 2002 626 2002-39 I.R.B.



Section/Location Remove Add

§ 1.708–1(b)(4), second
sentence (b)(1)(i) (b)(1)

§ 1.708–1(b)(4), in four
locations in third sentence (b)(1)(iv) (b)(4)

§ 1.708–1(b)(4), Example.
(iii), last sentence § 1.708–1(b)(1)(iv) § 1.708–1(b)(4)

§ 1.708–1(b)(5), in three
locations in last sentence (b)(1)(v) (b)(5)

Cynthia E. Grigsby,
Chief, Regulations Unit,
Associate Chief Counsel

(Income Tax & Accounting).

(Filed by the Office of the Federal Register on September 9,
2002, 8:45 a.m., and published in the issue of the Federal Reg-
ister for September 10, 2002, 67 F.R. 57330)
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Definition of Terms
Revenue rulings and revenue procedures
(hereinafter referred to as“rulings”) that
have an effect on previous rulings use the
following defined terms to describe the
effect:

Amplified describes a situation where
no change is being made in a prior pub-
lished position, but the prior position is
being extended to apply to a variation of
the fact situation set forth therein. Thus, if
an earlier ruling held that a principle
applied to A, and the new ruling holds
that the same principle also applies to B,
the earlier ruling is amplified. (Compare
with modified, below).

Clarified is used in those instances
where the language in a prior ruling is
being made clear because the language
has caused, or may cause, some confu-
sion. It is not used where a position in a
prior ruling is being changed.

Distinguished describes a situation
where a ruling mentions a previously
published ruling and points out an essen-
tial difference between them.

Modified is used where the substance
of a previously published position is
being changed. Thus, if a prior ruling
held that a principle applied to A but not
to B, and the new ruling holds that it

applies to both A and B, the prior ruling
is modified because it corrects a pub-
lished position. (Compare with amplified
and clarified, above).

Obsoleted describes a previously pub-
lished ruling that is not considered deter-
minative with respect to future transac-
tions. This term is most commonly used
in a ruling that lists previously published
rulings that are obsoleted because of
changes in law or regulations. A ruling
may also be obsoleted because the sub-
stance has been included in regulations
subsequently adopted.

Revoked describes situations where the
position in the previously published rul-
ing is not correct and the correct position
is being stated in the new ruling.

Superseded describes a situation where
the new ruling does nothing more than
restate the substance and situation of a
previously published ruling (or rulings).
Thus, the term is used to republish under
the 1986 Code and regulations the same
position published under the 1939 Code
and regulations. The term is also used
when it is desired to republish in a single
ruling a series of situations, names, etc.,
that were previously published over a
period of time in separate rulings. If the

new ruling does more than restate the
substance of a prior ruling, a combination
of terms is used. For example, modified
and superseded describes a situation
where the substance of a previously pub-
lished ruling is being changed in part and
is continued without change in part and it
is desired to restate the valid portion of
the previously published ruling in a new
ruling that is self contained. In this case,
the previously published ruling is first
modified and then, as modified, is super-
seded.

Supplemented is used in situations in
which a list, such as a list of the names of
countries, is published in a ruling and that
list is expanded by adding further names
in subsequent rulings. After the original
ruling has been supplemented several
times, a new ruling may be published that
includes the list in the original ruling and
the additions, and supersedes all prior rul-
ings in the series.

Suspended is used in rare situations to
show that the previous published rulings
will not be applied pending some future
action such as the issuance of new or
amended regulations, the outcome of
cases in litigation, or the outcome of a
Service study.
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