
Part III. Administrative, Procedural, and Miscellaneous

Air Transportation Excise Tax;
Amount Paid for the Right to
Award Miles

Notice 2002–63

This notice provides rules relating to the
application of the air transportation tax im-
posed by § 4261 of the Internal Revenue
Code to amounts paid for the right to pro-
vide mileage awards. The notice modifies
and supersedes Notice 2001–6, 2001–1 C.B.
327. The Treasury Department and the In-
ternal Revenue Service expect to issue the
substance of this notice as a regulation at
a later date. Until that regulation is pub-
lished, persons responsible for collecting the
tax and persons responsible for paying the
tax may rely on the guidance provided in
this notice.

Section 4261(a) imposes a 7.5-percent
excise tax on amounts paid for taxable
transportation (the percentage tax). Tax-
able transportation means air transporta-
tion beginning and ending in the United
States and certain air transportation begin-
ning or ending in southern Canada or north-
ern Mexico if paid for within the United
States. With the exception of these Cana-
dian and Mexican flights, the percentage tax
does not apply to air transportation be-
tween the United States and a foreign coun-
try; rather, this transportation is subject to
the international facilities tax imposed by
§ 4261(c). Entirely foreign air transporta-
tion is not subject to tax.

Section 4261(e)(3), added to the Code
by § 1031(c)(2) of the Taxpayer Relief Act
of 1997, 1997–4 (Vol. 1) C.B. 2, 144, pro-
vides that the percentage tax applies to any
amount paid (and the value of any other
benefit provided) for the right to provide
mileage awards for, or other reductions in
the cost of, any transportation of persons
by air. Regulations under § 4261(e)(3) will
provide the following rules concerning mile-
age awards:

(1) Amounts paid for mileage awards
that cannot be redeemed for taxable trans-
portation beginning and ending in the
United States are not subject to tax. For pur-
poses of this rule, mileage awards issued
by a foreign air carrier are considered to be
usable only on that foreign air carrier and
thus not redeemable for taxable transpor-
tation beginning and ending in the United

States. Therefore, amounts paid to a for-
eign air carrier for mileage awards are not
subject to tax.

(2) Amounts paid by an air carrier to a
domestic air carrier for mileage awards that
can be redeemed for taxable transporta-
tion are not subject to tax to the extent those
miles will be awarded in connection with
the purchase of taxable transportation.

(3) Amounts paid by an air carrier to a
domestic air carrier for mileage awards that
can be redeemed for taxable transporta-
tion are subject to tax to the extent those
miles will not be awarded in connection
with the purchase of taxable transporta-
tion.

An air carrier that purchases mileage
awards from a domestic air carrier may use
any reasonable method to allocate amounts
paid (and the value of any other benefits
provided) between purchased mileage that
will be awarded in connection with the pur-
chase of taxable transportation and pur-
chased mileage that will not be so awarded.

These rules apply to amounts paid af-
ter September 30, 1997. However, any
amount paid after June 11, 1997, by one
member of a controlled group for a mile-
age award that is furnished by another
member of the controlled group after Sep-
tember 30, 1997, is treated as paid after
September 30, 1997.

The principal author of this notice is
Patrick S. Kirwan of the Office of Asso-
ciate Chief Counsel (Passthroughs and Spe-
cial Industries). For further information
regarding this notice, contact Mr. Kirwan
at (202) 622–3130 (not a toll-free call).

computing foreign insurance companies’ li-
abilities for the estimated tax and install-
ment payments of estimated tax for taxable
years beginning after December 31, 2000.
For more specific guidance regarding the
computation of the amount of net invest-
ment income to be included by a foreign
insurance company on its U.S. income tax
return, see Notice 89–96, 1989–2 C.B. 417.
For the domestic asset/liability percent-
age and domestic investment yield, as well
as instructions for computing foreign in-
surance companies’ liabilities for estimated
tax and installment payments of estimated
tax for taxable years beginning after De-
cember 31, 1999, see Rev. Proc. 2001–
48, 2001–2 C.B. 308.

SECTION 2. CHANGES

.01 DOMESTIC ASSET/LIABILITY PER-
CENTAGES FOR 2001. The Secretary de-
termines the domestic asset/liability
percentage separately for life insurance
companies and property and liability in-
surance companies. For the first taxable year
beginning after December 31, 2000, the rel-
evant domestic asset/liability percentages
are:

130.7 percent for foreign life insurance
companies, and

192.3 percent for foreign property and
liability insurance companies.

.02 DOMESTIC INVESTMENT YIELDS
FOR 2001. The Secretary is required to pre-
scribe separate domestic investment yields
for foreign life insurance companies and for
foreign property and liability insurance com-
panies. For the first taxable year begin-
ning after December 31, 2000, the relevant
domestic investment yields are:

6.0 percent for foreign life insurance
companies, and

5.1 percent for foreign property and li-
ability insurance companies.

.03 SOURCE OF DATA FOR 2001. The
section 842(b) percentages to be used for
the 2001 tax year are based on tax return
data following the same methodology used
for the 2000 year.

SECTION 3. APPLICATION —
ESTIMATED TAXES

To compute estimated tax and the install-
ment payments of estimated tax due for tax-
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