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

26 CFR 1.274(d)–1: Substantiation requirements.

T.D. 8784

DEPARTMENT OF THE TREASURY
Internal Revenue Service
26 CFR Part 1

Substantiation of Business
Expenses—Use of Mileage
Allowances to Substantiate
Automobile Expenses

AGENCY:  Internal Revenue Service
(IRS), Treasury.

ACTION:  Temporary and final regula-
tions.

SUMMARY:  This document contains
temporary and final regulations relating to
the use of mileage allowances to substan-
tiate automobile business expenses.  The
regulations affect payors who make pay-
ments and employees who receive pay-
ments under reimbursement or other ex-
pense allowance arrangements for the
business use of an automobile. 

DATES:  Effective date: These regula-
tions are effective October 1, 1998.

Applicability date: These regulations
apply to transportation expenses paid or
incurred after December 31, 1997.

FOR FURTHER INFORMATION CON-
TACT:  Donna M. Crisalli, (202) 622-
4920 (not a toll-free number).

SUPPLEMENTARY INFORMATION:  

Background and Explanation of
Provisions

Section 274(d) provides that a taxpayer
is not allowed a deduction or credit for
certain expenses unless the expense is
substantiated.  These substantiation re-
quirements apply to the expenses of use
of any listed property (defined in section
280F(d)(4)), which includes any passen-
ger automobile and any other property
used as a means of transportation.  The

Secretary may issue regulations that pro-
vide that some or all of the substantiation
requirements will not apply to expenses
that do not exceed a prescribed amount.  

Section 1.274(d)–1 provides, in part,
that the Commissioner may prescribe
rules under which mileage allowances re-
imbursing ordinary and necessary ex-
penses of local travel and transportation
while traveling away from home will sat-
isfy the substantiation requirements of
§1.274–5T(c), and the requirements of an
adequate accounting to the employer for
purposes of §1.274–5T(f)(4).  However,
§1.274(d)–1(a)(3) provides that such
mileage allowances are available only to
the owner of a vehicle.

New §1.274(d)–1T applies these sub-
stantiation rules to mileage allowances for
business use of an automobile after De-
cember 31, 1997, without the limitation in
§1.274(d)–1(a)(3) that a mileage al-
lowance is available only to the owner of
a vehicle.  See Rev. Proc. 97–59 (1997–
52 I.R.B. 24), for rules that implement
these regulations.  The regulations also
adopt new §1.62–2T(e)(2) to incorporate
this new rule. 

Special Analyses

It has been determined that these tem-
porary and final regulations are not a sig-
nificant regulatory action as defined in
EO 12866.  Therefore, a regulatory as-
sessment is not required.  It also has been
determined that section 553(b) of the Ad-
ministrative Procedure Act (5 U.S.C.
chapter 5) does not apply to these regula-
tions, and, because the regulations do not
impose a collection of information on
small entities, the Regulatory Flexibility
Act (5 U.S.C. chapter 6) does not apply.
Pursuant to section 7805(f) of the Internal
Revenue Code, these temporary and final
regulations will be submitted to the Chief
Counsel for Advocacy of the Small Busi-
ness Administration for comment on their
impact on small business.

Drafting Information

The principal authors of these regula-
tions are Edwin B. Cleverdon and Donna
M. Crisalli of the Office of the Assistant
Chief Counsel (Income Tax and Account-
ing).  However, other personnel from the

IRS and Treasury Department partici-
pated in their development.

* * * * *

Adoption of Amendments to the
Regulations

Accordingly, 26 CFR part 1 is amended
as follows:

PART 1—INCOME TAXES

Paragraph 1.  The authority citation for
part 1 is amended by adding entries in nu-
merical order to read as follows: 

Authority:  26 U.S.C. 7805 * * * 
Section 1.274(d)–1 also issued under

26 U.S.C. 274(d).   
Section 1.274(d)–1T also issued under

26 U.S.C. 274(d). * * *  
Par. 2.  In §1.62–2, paragraph (m) is

amended by adding a sentence at the end
of the paragraph to read as follows:

§1.62–2  Reimbursement and other
expense allowance arrangements.

*  *  *  *  *

(m)  * * * Paragraph (e)(2) of this sec-
tion applies to payments made under re-
imbursement or other expense allowance
arrangements received by an employee
with respect to expenses paid or incurred
on or before December 31, 1997.  For
payments with respect to expenses paid or
incurred after December 31, 1997, see
§1.62–2T(e)(2).

Par. 3.  Section 1.62–2T is added to
read as follows:

§1.62–2T Reimbursement and other
expense allowance arrangements
(temporary).

(a) through (e)(1)  [Reserved].  For fur-
ther guidance, see §1.62–2(a) through
(e)(1).

(e)(2) Expenses governed by section
274(d). For further guidance, see §1.62–
2(e)(2) except that each reference to
§1.274(d)–1 is deemed to be a reference
to §1.274(d)–1T.  

(e)(3) through (l)  [Reserved].  For fur-
ther guidance, see §1.62–2(e)(3) through
(l).

(m) Effective dates. Paragraph (e)(2)
of this section applies to payments made
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under reimbursement or other expense al-
lowance arrangements received by an em-
ployee with respect to expenses paid or
incurred after December 31, 1997.  For
payments with respect to expenses paid or
incurred on or before December 31, 1997,
see §1.62–2(e)(2).

Par. 4.  Section 1.274(d)–1 is amended
by adding paragraph (b) to read as fol-
lows:

§1.274(d)–1  Substantiation
requirements.

*  *  *  *  *
(b) Effective date.This section applies

to allowances described in paragraph
(a)(2) of this section for expenses paid or
incurred on or before December 31, 1997.
For allowances for expenses paid or in-
curred after December 31, 1997, see
§1.274(d)–1T.

Par. 5.  Section 1.274(d)–1T is added to
read as follows:

§1.274(d)–1T Substantiation
requirements (temporary).

(a)(1) and (2) [Reserved].  For further
guidance, see §1.274(d)–1(a)(1).  

(a)(3)  [Reserved].
(b)  Effective date.This section applies

to allowances described in §1.274(d)–
1(a)(2) for expenses paid or incurred after
December 31, 1997.  For allowances for
expenses paid or incurred on or before
December 31, 1997, see §1.274(d)–1(a).

Michael P. Dolan,
Deputy Commissioner of 

Internal Revenue.

Approved  September 14, 1998.

Donald C. Lubick,
Assistant Secretary of 

the Treasury.

(Filed by the Office of the Federal Register on
September 30, 1998, 8:45 a.m., and published in the
issue of the Federal Register for October 1, 1998, 63
F.R. 52600)

Section 861.—Income From
Sources Within the United States

26 CFR 1.861–18: Classification of transactions
involving computer programs.

T.D. 8785

DEPARTMENT OF THE TREASURY
Internal Revenue Service
26 CFR Parts 1 and 602

Classification of Certain
Transactions Involving Computer
Programs

AGENCY:  Internal Revenue Service
(IRS), Treasury.

ACTION:  Final regulations. 

SUMMARY:  This document contains reg-
ulations relating to the tax treatment of cer-
tain transactions involving the transfer of
computer programs.  The regulations pro-
vide rules for classifying such transactions
as sales or licenses of copyright rights,
sales or leases of copyrighted articles, or
the provision of services, or of know-how,
under certain provisions of the Internal
Revenue Code and tax treaties.  These reg-
ulations are necessary to give taxpayers
guidance on the taxation of computer pro-
gram transactions.  These regulations af-
fect taxpayers engaging in certain transac-
tions involving computer programs.  

DATES: Effective date.These regulations
are effective October 2, 1998.  

Applicability date. These regulations
apply to transactions occurring pursuant to
contracts entered into on or after Decem-
ber 1, 1998.  Taxpayers may elect to apply
this section to transactions occurring pur-
suant to contracts entered into in  taxable
years ending on or after October 2, 1998.
Taxpayers may also elect to apply this sec-
tion to transactions occurring in taxable
years ending on or after October 2, 1998,
pursuant to contracts entered into before
October 2, 1998, provided the taxpayer
would not be required under this section to
change its method of accounting, or the
taxpayer would be required to change its
method of accounting but the resulting
section 481 adjustment would be zero.

FOR FURTHER INFORMATION CON-
TACT:  Anne Shelburne, (202) 622-3880
(not a toll-free number).

SUPPLEMENTARY INFORMATION:

Paperwork Reduction Act

The collection of information in this

final rule has been reviewed and, pending
receipt and evaluation of public com-
ments, approved by the Office of Man-
agement and Budget (OMB) under the
Paperwork Reduction Act (44 U.S.C.
3507) and assigned control number 1545–
1594.  An agency may not conduct or
sponsor, and a person is not required to
respond to, a collection of information
unless the collection of information dis-
plays a valid control number assigned by
OMB.

The collection of information in this
regulation is in §1.861–18(k) of the regu-
lations.  This information is required to
permit taxpayers to obtain an automatic
change in method of accounting.  This in-
formation will be used to enable the IRS
to determine if taxpayers were entitled to
an automatic change in method of ac-
counting.  The likely respondents are or-
ganizations.

Comments concerning the collection of
information should be directed to OMB,
Attention:  Desk Officer for the Depart-
ment of the Treasury, Office of Informa-
tion and Regulatory Affairs, Washington,
DC 20503, with copies to the Internal
Revenue Service,Attn: IRS Reports
Clearance Officer, OP:FS:FP, Washing-
ton, DC 20224.  Any such comments
should be submitted not later than De-
cember 1, 1998.  Comments are specifi-
cally requested concerning: 
Whether the collection of information is
necessary for the proper performance of
the functions of the IRS, including
whether the information will have practi-
cal utility;
The accuracy of the estimated burden as-
sociated with the collection of informa-
tion (see below);
How to enhance the quality, utility, and
clarity of the information collected;
How to minimize the burden of comply-
ing with the collection of information, in-
cluding the application of automated col-
lection techniques or other forms of
information technology; and
Estimates of capital or start-up costs and
costs of operation, maintenance, and pur-
chase of services to provide information. 
The burden per respondent is reflected in
the burden of Form 3115.

Books or records relating to this collec-
tion of information must be retained as
long as their contents may become mater-
ial in the administration of any internal
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