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Section 61.–Gross Income
Defined
26 CFR 1.61–21:  Taxation of fringe benefits.

Fringe benefits air craft valuation
formula . For purposes of section
1.61–21(g) of the Income Tax Regula-
tions, relating to the rule for valuing non-
commercial flights on employer-provided
aircraft, the Standard Industry Fare Level
(SIFL) cents-per-mile rates and terminal
charges in effect for the second half of
1998 are set forth.

Rev. Rul. 98–40
For purposes of the taxation of fringe

benefits under section 61 of the Internal
Revenue Code, section 1.61–21(g) of the
Income Tax Regulations provides a rule
for valuing noncommercial flights on
employer-provided aircraft. Section
1.61–21(g)(5) provides an aircraft valua-
tion formula to determine the value of
such flights. The value of a flight is de-
termined under the base aircraft valua-
tion formula (also known as the Standard
Industry Fare Level formula or SIFL) by
multiplying the SIFL cents-per-mile
rates applicable for the period during
which the flight was taken by the appro-
priate aircraft multiple provided in sec-
tion 1.61–21(g)(7) and then adding the
applicable terminal charge. The SIFL
cents-per-mile rates in the formula and
the terminal charge are calculated by the
Department of Transportation and are re-
viewed semi-annually.

The following chart sets forth the ter-
minal charges and SIFL mileage rates:
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vices incurred in Year 1 when those ser-
vices are provided by the retailer, or in
Year 2 when the retailer submits the re-
quired claim form for those services?

FACTS

X, an accrual method taxpayer using a
calendar year as its taxable year, manufac-
tures various consumer products, including
product M.  Retailers engaged in the busi-
ness of selling merchandise to consumers
purchase product M from X for resale.  In
August of Year 1, X made a written offer to
pay each of these retailers $1 for each case
of product M that the retailer purchased
from X during September, October, and
November of Year 1, provided that the re-
tailer advertised X’s product M during Oc-
tober or November of Year 1.  To qualify
for X’s payment, the advertising provided
by the retailer had to satisfy the require-
ments set forth in X’s offer regarding the
format and content of the advertising (in-
cluding the offering of a discount on prod-
uct M), and the time for performance of the
advertising.  X’s offer further required that,
to obtain payment, the retailer had to sub-
mit a claim form and proofs of perfor-
mance within 90 days after the date that
the advertising was performed, verifying
that the advertising was performed in ac-
cordance with the terms of X’s offer.

Y, a retailer that accepted X’s offer, or-
dered 1,000 cases of product M from X
during September, October, and Novem-
ber of Year 1, and advertised product M in
November of Year 1 in a manner that sat-
isfied the requirements of its agreement
with X.  To obtain payment for that adver-
tising, Y submitted its claim form and
proofs of performance to X in January of
Year 2.

X is able to make a reasonable estimate
of the amount that it is liable to pay Y for
the cooperative advertising services per-
formed by Y in Year 1.

LAW AND ANALYSIS

Section 451 provides rules for deter-
mining the taxable year of inclusion for
items of gross income.

Section 1.451–1(a) of the Income Tax
Regulations provides that under an ac-
crual method of accounting, income is in-
cludible in gross income when all the
events have occurred that fix the right to

Period During Which Terminal SIFL Mileage
the Flight Is Taken Charge Rates

7/1/98–12/31/98 $31.81 Up to 500 miles 
= $.1740 per mile

501–1500 miles
= $.1327 per mile

Over 1500 miles
= $.1276 per mile
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