
.04 Accompanying Memorandum.
Each installment payment must be ac-
companied by a memorandum providing
the following information:

(1) the taxpayer’s name, address,
and EIN number;

(2) the amount of the taxpayer’s
LIFO reserve calculated under section
5.02(2) of this revenue procedure;

(3) the total settlement amount cal-
culated under section 5.02(2) of this rev-
enue procedure;

(4) the amount of the installment
being paid;

(5) a statement identifying the pay-
ment as the first, second, or third install-
ment (or a statement that the taxpayer
elects to pay the entire settlement amount
in a single installment); and

(6) a statement that the taxpayer
agrees to all of the terms of this revenue
procedure.
Each memorandum must be signed under
penalties of perjury by an individual with
authority to bind the taxpayer in such mat-
ters.  The following language must be ei-
ther typed or legibly printed at the top of
the first page of each memorandum:
“ PAY M E N T OF SETTLEMENT
A M O U N T UNDER REV. PROC. 97–44.”

SECTION 6. DEFINITIONS

.01 Violation year. A violation year is
any taxable year for which a taxpayer vio-
lated the LIFO conformity requirement
under the facts described in section 3 of
this revenue procedure.  However, solely
for purposes of this revenue procedure, a
taxable year will not be treated as a viola-
tion year if it ended on or before October
14, 1997, and the taxpayer replaced the
twelfth monthly income statement for that
year with a “thirteenth period income
statement” that:

(1) covered the same period as the
twelfth monthly income statement; 

(2) reflected the LIFO inventory
method; and 

(3) was provided, before the first
monthly income statement of the follow-
ing year, to each creditor that received the
twelfth monthly income statement.  

.02 Look-back period.  For purposes of
this revenue procedure, the “look-back
period” consists of the taxpayer’s six
most recent taxable years ended on or be-
fore October 14, 1997.  

SECTION 7. ADDITIONAL TERMS OF
RELIEF

.01 A taxpayer that fails to pay each
installment of the settlement amount
t i m e l y, or to submit the memorandum
t i m e l y, has not satisfied the require-
ments of this revenue procedure.  A c-
c o r d i n g l y, the relief provided under sec-
tion 4 of this revenue procedure is not
a v a i l a b l e .

.02 A taxpayer that ceases to engage in
the trade or business of purchase, sale,
and service of automobiles or light-duty
trucks or terminates its existence must
pay the remaining balance of the settle-
ment amount within 45 days of the ces-
sation or termination.  A taxpayer is
treated as ceasing to engage in a trade or
business if the operations of the trade or
business cease, or substantially all the
assets of the trade or business are trans-
ferred to another taxpayer in a taxable or
non-taxable transfer.  For this purpose,
“substantially all” has the same meaning
as in section 3.01 of Rev. Proc. 77–37,
1977–2 C.B. 568.  No acceleration of the
settlement amount is required under this
section 7.02 when a C corporation elects
to be treated as an S corporation, or an S
corporation terminates its S election and
is then treated as a C corporation.  How-
e v e r, acceleration of  the settlement
amount is required if a sole proprietor in-
corporates and immediately elects to be
treated as an S corporation.

.03 A taxpayer that makes one or
more payments under this revenue pro-
cedure may not change from the LIFO
inventory method pursuant to Rev. Proc.
97–37, 1997–33 I.R.B. 18, for a taxable
year beginning before the date that the
entire settlement amount is paid in ac-
cordance with this revenue procedure.
A taxpayer requesting to change from
the LIFO method for a taxable year be-
ginning before the date that the entire
settlement amount is paid, must file a
Form 3115 in accordance with Rev.
Proc. 97–27.  The Commissioner will
not grant consent to change from the
LIFO method unless the taxpayer agrees
to accelerate any remaining payments of
the settlement amount.

SECTION 8. EFFECT ON OTHER
DOCUMENTS

Rev. Proc. 97–37 is modified.

SECTION 9. PAPERWORK
REDUCTION ACT

The collections of information contained
in this revenue procedure have been re-
viewed and approved by the Office of Man-
agement and Budget in accordance with the
Paperwork Reduction Act (44 U.S.C. 3507)
under control number 1545–1559.

An agency may not conduct or sponsor,
and a person is not required to respond to,
a collection of information unless the col-
lection of information displays a valid
OMB control number.

The collection of information in this rev-
enue procedure is in section 5 of this revenue
procedure.  This information is required to
ensure that the settlement amount required to
be paid under this revenue procedure is ac-
curately computed and timely paid.  T h e
likely respondents are businesses engaged in
the retail sale of new automobiles.

The estimated total annual reporting
burden is 100,000 hours.

The estimated annual burden per re-
spondent will vary from 10 hours to 30
hours, depending on individual circum-
stances, with an estimated average of 20
hours.  The estimated number of respon-
dents is 5,000.

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

DRAFTING INFORMATION

The principal author of this revenue
procedure is Jeffery G. Mitchell of the Of-
fice of Assistant Chief Counsel (Income
Tax & Accounting).  For further informa-
tion regarding this revenue procedure,
contact Mr. Mitchell on (202) 622-4970
(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, §§ 62, 162, 274; 1.62-2, 1.162–17,
1.274–5T, 1.274(d)–1.)

Rev. Proc.  97–45

SECTION 1. PURPOSE 

This revenue procedure provides op-
tional rules under which an employee of a
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federal government agency who is reim-
bursed for ordinary and necessary busi-
ness expenses relating to travel, entertain-
ment, gifts, or listed property (such as an
employee’s automobile) may make an ad-
equate accounting to the employer to 
substantiate those expenses  (under 
§§ 1.274–5T(f)(2) and (4)(ii) of the tem-
porary Income Tax Regulations) by sub-
mitting an account book, diary, log, etc.,
alone, without submitting documentary
evidence such as receipts.  These rules
generally apply to employees of the exec-
utive and judicial branches, and certain
employees of the legislative branch, of
the federal government.  

SECTION 2. BACKGROUND 

.01  Section 162(a) of the Internal Rev-
enue Code allows a deduction for all ordi-
nary and necessary expenses paid or in-
curred during the taxable year in carrying
on any trade or business, including travel-
ing expenses (including amounts expended
for meals and lodging) while away from
home in pursuit of a trade or business.

.02  Section 1.62–2(c)(2) provides that
reimbursements by an employer to an em-
ployee for business expenses paid or in-
curred by the employee are paid under an
“accountable plan” if the reimbursement
arrangement meets the requirements of
business purpose, substantiation, and re-
turning amounts in excess of expenses.
Amounts failing to meet these require-
ments are treated as paid under a nonac-
countable plan.  Section 1.62–2(c)(3). 

.03  Amounts treated as paid under an
accountable plan are excluded from the
e m p l o y e e ’s gross income, are not re-
ported as wages or other compensation on
the employee’s Form W–2, and are ex-
empt from the withholding and payment
of employment taxes. Section
1.62–2(c)(4).  Conversely, amounts
treated as paid under a nonaccountable
plan are included in the employee’s gross
income, must be reported as wages or
other compensation on the employee’s
Form W–2, and are subject to the with-
holding and payment of employment
taxes.  Section 1.62–2(c)(5).

.04  An employee may satisfy the sub-
stantiation requirement of a § 1.62–2(c)(2)
accountable plan by substantiating the ex-
penses to the employer in accordance with
§ 274(d) and the regulations thereunder.
Section 1.62–2(e)(2).  

.05  Section 274(d) disallows a deduction
under § 162 for any travel (including meals
and lodging), entertainment, gift, or listed
property expense, unless the taxpayer sub-
stantiates the elements of the expense by ad-
equate records or by sufficient evidence.  

.06  Under § 1.274–5T(c)(2), a taxpayer
must maintain two types of records to sat-
isfy the “adequate records” requirement:
(1) a summary of expenses (account book,
d i a r y, log, statement of expense, trip
sheets, or similar record) made at or near
the time the expenses are incurred (as pro-
vided in § 1.274–5T(c)(2)(ii)), and (2)
documentary evidence (such as receipts,
paid bills, or similar evidence as provided
in § 1.274–5T(c)(2)(iii)).  Section
1.274–5T(c)(2)(iii) generally requires that
a taxpayer have documentary evidence to
substantiate (A) any expenditure for lodg-
ing, and (B) any other expenditure of $75
or more ($25 or more for expenses paid or
incurred before October 1, 1995).  To-
g e t h e r, these records must establish the el-
ements of amount, time, place, and busi-
ness purpose (and, for gifts and
entertainment, business relationship of the
recipient or persons entertained) for each
expenditure or use.  Section 1.274–5T(b).

.07  Section 1.274–5T(f)(4)(i) requires an
employee substantiating expenses (or mak-
ing an “adequate accounting” of expenses)
to the employer to submit to the employer
records that satisfy the “adequate records”
requirements of § 1.274–5T(c)(2).  How-
e v e r, § 1.274–5T(f)(4)(ii) provides that the
Commissioner may prescribe rules under
which an employee may make an adequate
accounting to the employer by submitting
an account book, diary, log, etc., alone,
without submitting documentary evidence.  

SECTION 3. SCOPE 

This revenue procedure provides rules
pursuant to § 1.274–5T(f)(4)(ii) under
which an employee of a federal govern-
ment agency may make an adequate ac-
counting to the employer to substantiate the
e m p l o y e e ’s expenses for travel, entertain-
ment, gifts, or listed property, by submit-
ting an account book, diary, log, statement
of expense, trip sheet, or similar record,
without submitting documentary evidence.

SECTION 4. DEFINITIONS

.01  Documentary evidence . The term
“documentary evidence” means receipts,
paid bills, or similar evidence (whether on

paper or in electronic form) sufficient 
to support an expenditure (as provided in
§ 1.274–5T(c)(2)(iii)).

.02  Employee. The term “employee”
has the same meaning as in 5 U.S.C. §
5701(2).  The term “employee” also in-
cludes members of the uniformed services
(as defined in 37 U.S.C. § 101(3)) and
members of the Foreign Service (as de-
fined in 22 U.S.C. § 3903).

.03  E m p l o y e r.  The term “employer”
means a federal government agency
(within the meaning of section 4.06 of
this revenue procedure) that reimburses
its employees under a reimbursement
arrangement for their expenses for travel,
entertainment, gifts, or listed property.

.04  Expenses or expenditures. T h e
terms “expenses” or “expenditures” mean
expenses under § 274(d) for travel (in-
cluding meals and lodging away from
home), entertainment, gifts, or listed
property, incurred by an employee in con-
nection with the performance of services
as an employee.

.05  Expense voucher.  The term “ex-
pense voucher” means an account book,
d i a r y, log, statement of expense, trip
sheet, or similar record (within the mean-
ing of § 1.274–5T(c)(2)(ii), and whether
on paper or in electronic form).

.06  Federal government agency. The
term “federal government agency” has the
same meaning as “agency” in 5 U.S.C. 
§ 5701(1).

.07  Reimbursement.  The term “reim-
bursement” includes advances, reim-
bursements, or allowances for expenses. 

SECTION 5. APPLICATION

.01  In general  An employee of a fed-
eral government agency may make an ad-
equate accounting to the employer to sub-
stantiate the employee’s expenses (under
§§ 1.274–5T(f)(2) and (4)(ii)) without
submitting documentary evidence, pro-
vided the employer makes the reimburse-
ment pursuant to a written policy that in-
cludes all the procedures set forth in
section 5.02 of this revenue procedure.
An adequate accounting made pursuant to
these procedures satisfies the substantia-
tion requirements applicable to account-
able plans under § 1.62–2(c)(2).  How-
ever, an employer must comply with the
other requirements of § 1.62–2 in order to
treat reimbursements as paid under an ac-
countable plan.
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.02  Required procedures  
(1)  The types and amounts of expenses

paid or incurred by the employee, or to be
paid or incurred by the employee, must be
approved by an appropriate official of the
employer (who is not the employee incur-
ring the expenses), either in advance of,
or after, the employee pays or incurs the
expenses.

(2)  Within a reasonable time after pay-
ing or incurring the expenses, the em-
ployee must submit to the employer an
expense voucher sufficient to establish
the elements of amount, time, place, and
business purpose (and, for gifts and enter-
tainment, business relationship of the re-
cipient or persons entertained) for each
expenditure or use. 

(3)  Except as provided in Rev. Proc.
96–63, 1996–2 C.B. 420, or Rev. Proc.
96–64, 1996–2 C.B. 427, or any succes-
sors, the employee must obtain and retain
for a period of four years after submitting

the expense voucher, documentary evi-
dence for (a) expenditures of $75 or more,
and (b) all expenditures for lodging, and
produce the documentary evidence when
requested by the employer or the Service.
The employer must timely inform an em-
ployee receiving reimbursements of these
requirements.

(4)  The employer must conduct peri-
odic audits of a representative sample of
the expense vouchers submitted (includ-
ing related documentary evidence), se-
lected on a statistically sound basis.
Compliance with the applicable require-
ments of the General Accounting Office is
sufficient.

(5)  The employer must either (a) col-
lect from an employee any amount dis-
covered on audit or otherwise to have
been reimbursed in excess of the amount
supported by the documentary evidence
required under section 5.02(3) of this rev-
enue procedure, or (b) treat such excess as

paid under a nonaccountable plan.
(6)  The employer’s policy and proce-

dures (including audit procedures) for re-
imbursing employees for expenses must
be subject to review by an independent
government authority (such as its Inspec-
tor General or the General A c c o u n t i n g
Office).

SECTION 6. EFFECTIVE DATE 

This revenue procedure is effective Oc-
tober 1, 1997.

DRAFTING INFORMATION

The principal author of this revenue
procedure is Donna M. Crisalli of the Of-
fice of Assistant Chief Counsel (Income
Tax and Accounting).  For further infor-
mation regarding this revenue procedure,
contact Ms. Crisalli at (202) 622-4920
(not a toll-free call).
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