
Rules are set forth for substantiating the amount
of ordinary and necessary business expense of an
employee for lodging, meal, and incidental ex-
penses or meal and incidental expenses incurred
while traveling away from home when a payor
provides a per diem allowance under a reimburse-
ment or other expense allowance arrangement to
pay for such expenses. Rules are also set forth for
an optional method for employees and self-
employed individuals to use in computing the
deductible costs of business meal and incidental
expenses paid or incurred while traveling away
from home. See Rev. Proc. 96–64, page 52.

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

As defined by section 1274A, the definitions for
both ‘‘qualified debt instruments’’ and ‘‘cash
method debt instruments’’ have dollar ceilings on
the stated principal amount. The limits to the
stated principal amount are adjusted for inflation
for sales or exchanges occurring in the 1997
calendar year. See Rev. Rul. 96–63, page 46.

Section 512.—Unrelated Business
Taxable Income
The Service is providing inflation adjustments

for taxable years beginning in 1996 and 1997 to
the maximum amount of annual dues that can be
paid to certain agricultural or horticultural organi-
zations without any portion being treated as unre-
lated trade or business income by reason of any
benefits or privileges available to members. See
Rev. Proc. 96–59, page 17.

Section 513.—Unrelated Trade or
Business
The Service is providing inflation adjustments

for taxable years beginning in 1997 to the maxi-
mum amount of a ‘‘low cost article.’’ Funds raised
through a charity’s distribution of ‘‘low cost
articles’’ wil l not be treated as unrelated business
income to the charity. See Rev. Proc. 96–59,
page 17.

Section 877.—Expatriation To
Avoid Tax
The Service is providing inflation adjustments

for calendar year 1997 to amounts used to deter-
mine whether a principal purpose of expatriation is
to avoid tax. See Rev. Proc. 96–59, page 17.

Section 1016.—Adjustments to
Basis
26 CFR 1.1016–3: Exhaustion, wear and tear,
obsolescence, amortization, and depletion for peri-
ods since February 28, 1913.

Reduction of basis for business use of an
automobile under either the optional standard
mileage rate method or a mileage allowance under
a reimbursement or other expense allowance ar-
rangement. See Rev. Proc. 96–63, page 46.

Section 1274A.—Special Rules for
Certain Transactions Where Stated
Principal Amount Does Not Exceed
$2,800,000.
(Also §§ 1274, 483; 1.1274A–1.)

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

Rev. Rul. 96–63

This revenue ruling provides the dol-
lar amounts, increased by the 1997
inflation adjustment, for § 1274A of the
Internal Revenue Code.

BACKGROUND

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

instrument,’’ the discount rate used for
purposes of §§ 483 and 1274 of the
Code may not exceed 9 percent, com-
pounded¬ semiannuall y.¬ Section
1274A(b) defines aqualified debt instru-
ment as any debt instrument given in
consideration for the sale or exchange of
property (other than new § 38 property
within the meaning of § 48(b), as in
effect on the day before the date of
enactment of the Revenue Reconcilia-
tion Act of 1990) if the stated principal
amount of the instrument does not ex-
ceed the amount specified in § 1274A-
(b). For debt instruments arising out of

sales or exchanges before January 1,
1990, this amount is $2,800,000.
In the case of a ‘‘cash method debt

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

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

INFLATION-ADJUSTED AMOUNTS

For debt instruments arising out of
sales or exchanges after December 31,
1989, the inflation-adjusted amounts un-
der § 1274A are shown in Table 1.
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Rev. Rul. 96–63¬ Table 1
Inflation-Adjusted Amounts Under § 1274A

Calendar Year of Sale or Exchange
1274A(b) Amount

(qualified debt instrument)
1274A(c)(2)(A) Amount

(cash method debt instrument)
1990¬ $2,933,200¬ $2,095,100
1991¬ $3,079,600¬ $2,199,700
1992¬ $3,234,900¬ $2,310,600
1993¬ $3,332,400¬ $2,380,300
1994¬ $3,433,500¬ $2,452,500
1995¬ $3,523,600¬ $2,516,900
1996¬ $3,622,500¬ $2,587,500
1997¬ $3,723,800¬ $2,659,900

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

EFFECT ON OTHER DOCUMENTS

Rev. Rul. 96–4, 1996–3 I.R.B. 16, is
supplemented and superseded.

DRAFTING INFORMATION

The principal author of this revenue
ruling is David B. Silber of the Office
of the Assistant Chief Counsel (Finan-
cial Institutions and Products). For fur-
ther information regarding this revenue
ruling contact Mr. Silber on (202) 622–
3930 (not a toll-free call).

Section 3121.—Definitions
26 CFR 31.3121(a)–1: Wages.

Is back pay that is received in satisfaction of a
claim for denial of a promotion due to disparate
treatment employment discrimination under Title
VI I of the Civil Rights Act of 1964, as amended
in 1991, treated as ‘‘wages’’ for purposes of
§ 3121 (FICA)? See Rev. Rul. 96–65, page 5.

Section 3221.—Rate of Tax

Determination of Quarterly Rate of
Excise Tax for Railroad Retirement
Supplemental Annuity Program

In accordance with directions in Sec-
tion 3221(c) of the Railroad Retirement
Tax Act (26 U.S.C., Section 3221(c)),
the Railroad Retirement Board has de-
termined that the excise tax imposed by
such Section 3221(c) on every em-
ployer, with respect to having individu-
als in his employ, for each work-hour
for which compensation is paid by such
employer for services rendered to him
during the quarter beginning October 1,
1996, shall be at the rate of 34 cents.
In accordance with directions in Sec-

tion 15(a) of the Railroad Retirement
Act of 1974, the Railroad Retirement
Board has determined that for the quar-
ter beginning October 1, 1996, 33.8

Secretary to the Board

(Filed by the Office of the Federal Register on
September 4, 1996, 8:45 a.m., and published in
the issue of the Federal Register for September 5,
1996, 61 F.R. 46871)

In accordance with directions in Sec-
tion 3221(c) of the Railroad Retirement
Tax Act (26 U.S.C. 3221(c)), the Rail-
road Retirement Board has determined
that the excise tax imposed by such
Section 3221(c) on every employer, with
respect to having individuals in his
employ, for each work-hour for which
compensation is paid by such employer
for services rendered to him during the
quarter beginning January 1, 1997, shall
be at the rate of 35 cents.
In accordance with directions in Sec-

tion 15(a) of the Railroad Retirement
Act of 1974, the Railroad Retirement
Board has determined that for the quar-
ter beginning January 1, 1997, 33.4
percent of the taxes collected under
Sections 3211(b) and 3221(c) of the
Railroad Retirement Tax Act shall be
credited to the Railroad Retirement Ac-
count and 66.6 percent of the taxes
collected under such Sections 3211(b)
and 3221(c) plus 100 percent of the
taxes collected under Section 3221(d) of
the Railroad Retirement Tax Act shall be

Is back pay that is received in satisfaction of a
claim for denial of a promotion due to disparate
treatment employment discrimination under Title
VI I of the Civil Rights Act of 1964, as amended
in 1991, treated as ‘‘compensation’’ for purposes
of § 3231 (RRTA)? See Rev. Rul. 96–65, page 5.

Section 3306.—Definitions
26 CFR 31.3306(b)–1: Wages.

Is back pay that is received in satisfaction of a
claim for denial of a promotion due to disparate
treatment employment discrimination under Title
VI I of the Civil Rights Act of 1964, as amended
in 1991, treated as ‘‘wages’’ for purposes of
§ 3306 (FUTA)? See Rev. Rul. 96–65, page 5.

Section 3401.—Definitions
26 CFR 31.3401(a)–1: Wages.

Is back pay that is received in satisfaction of a
claim for denial of a promotion due to disparate
treatment employment discrimination under Title
VI I of the Civil Rights Act of 1964, as amended
in 1991, treated as ‘‘wages’’ for purposes of
§ 3401 (federal income tax withholding)?

Section 4001.—Passenger Vehicles
The Service is providing inflation adjustments

to the price above which a passenger vehicle
becomes subject to an excise tax for transactions
occurring in calendar year 1997. See Rev. Proc.
96–59, page 17.
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