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Pitfalls of an IRS Excise Tax Registration 
Review 

The IRS has begun an initiative to review existing excise tax 

registrations for continued compliance and to confirm that registrants 

remain engaged in the activity for which they are registered. This 

article cautions taxpayers registered by the IRS for excise tax 

activities—such as dealing in fuel, claiming an alternative fuel credit, 

or making tax free sales of items (including medical devices)—to 

confirm that their ongoing responsibilities as registrants have been 

satisfied, thus avoiding the risk of IRS revocation of their registration.  

Registration compliance is a new focus of IRS excise tax examiners, with 
IRS excise tax examiners reportedly spending up to one-fourth of their time 
on this initiative. A number of taxpayers have reported that the IRS has 
considered revoking their registration on procedural grounds even though 
these taxpayers were otherwise compliant in reporting and paying their 
excise tax obligations.  

The IRS periodically conducts registration compliance reviews of entities 
that are registered by the IRS for certain excise tax activities to identify 
whether they continue to merit registration. Registration compliance 
reviews include looking at changes in ownership and tax compliance of an 
entity's "related persons," including individual tax compliance of its officers 
and directors. Even an upstream change in ownership or a seemingly minor 
compliance failure by a related person may result in revocation of an 
entity's registration. Revocation of registration may lead to imposition of 
excise tax on transactions that were previously tax free, denial of claimed 
credits, and assertion of penalties. 
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Excise Tax Registrations 

Registration is one of the IRS's most important enforcement tools in 
administering certain federal excise taxes. An applicant applies for 
registration by submitting a Form 637, Application for Registration (For 
Certain Excise Tax Activities). During the registration process, the IRS 
reviews the application and may request follow-up information and 
conduct a site visit. An applicant is not registered by the IRS until it 
receives its formal “Letter of Registration” from the IRS. There are three 
reasons for entities to be registered: (1) certain entities must be registered 
by the IRS in order to avoid significant penalties; (2) some entities must be 
registered by the IRS in order to conduct otherwise taxable transactions 
tax-free; and (3) in some circumstances, registration is a condition to 
allowance for credits or refunds. 

Registration by the IRS is required for certain persons dealing in taxable 
fuel (that is, gasoline, diesel fuel, or kerosene), biodiesel, or ethanol. For 
example, terminal operators, refiners, blenders, and enterers of taxable 
fuel and producers and importers of biodiesel and ethanol are required to 
be registered. For these entities, penalties for failure to register start at 
$10,000 and increase by $1,000 for each day the failure continues. 

In some cases, registration is a condition for tax-free treatment of certain 
otherwise taxable transactions. For example, tax is not imposed on a bulk 
entry of taxable fuel by a registered person. However, if the person is not 
registered, tax is imposed on the entry of this fuel. Because tax is 
imposed on removals of taxable fuel from the bulk system, in the case of 
the unregistered enterer, tax may be imposed a second time on the same 
gallons when the fuel is removed from the bulk system, such as into a 
tanker truck or railcar. As another example, manufacturers of taxable 
medical devices selling the device for export must be registered in order 
to sell the device tax-free. Failure to be registered by the IRS results in tax 
imposed on the sale of the device. 

In other circumstances, registration is a condition to allowance for a credit 
or refund. For example, among other conditions, alternative fuelers must 
be registered by the IRS in order to claim an alternative fuel incentive. 
Failure to be registered by the IRS could result in the disallowance of a 
claim for credit or refund. 
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Generally, there are three registration tests: the activity test, the 
acceptable risk test, and the adequate security test. 

1. The activity test determines whether the applicant is engaged in 
an activity for which registration is necessary in the course of its 
trade or business. 

2. The acceptable risk test examines whether the applicant has been 
penalized for a wrongful act or whether there is a significant risk 
of nonpayment or late payment of tax. 

3. The adequate security test considers whether the applicant has 
adequate financial resources to pay tax and a satisfactory history 
of tax compliance. 

Both the acceptable risk and adequate security tests apply to an entity's 
"related persons," broadly defined to include those who directly or 
indirectly exercise control over an activity of the entity or own five percent 
or more of the entity, among other things. 

Affirmative Duties of Registrants 

As a condition of registration under the regulations, a registrant must 
make deposits of tax, file returns, pay taxes required by the Internal 
Revenue Code and regulations, and keep sufficient records, among other 
things. In addition, the registrant has an ongoing duty to notify the IRS of 
any change, such as a change in ownership or corporate officers in the 
information the registrant submitted to the IRS on Form 637.  

Reregistration Required in Certain Changes of Ownership 

Certain registrants dealing in taxable fuel and producers and importers of 
biodiesel and ethanol have a statutory duty to reregister in the event of a 
change in ownership. For this purpose, a change in ownership occurs if 
after a transaction (or series of related transactions) more than 50 percent 
of ownership interests in, or assets of, the registrant are held by persons 
other than the person (or persons related thereto) who held more than 
50 percent of such interests or assets before the transaction (or series of 
transactions). Although the IRS has not promulgated regulations for this 
statutory requirement, registrants involved in a transaction in which 
ownership changes more than 50 percent should be mindful of this 
requirement to avoid possible tax and penalty consequences. 
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Observations 

There has been an uptick of compliance reviews related to taxpayers' IRS 
excise tax registrations. For example, IRS examiners have recently: 

• Considered revoking the IRS registration of a terminal operator 
and imposing associated penalties and taxes on transactions 
when an officer of the registrant had made late estimated 
personal tax payments, despite full compliance by the terminal 
operator with respect to its excise tax filings. 

• Considered denying an alternative fuel credit and revoking an IRS 
registration of an alternative fueler who did not notify the IRS of a 
change in ownership of a parent corporation, even though the 
registrant's EIN and immediate owners remained the same. 

 
Taxpayers that are registered by the IRS for certain excise tax activities 
should be mindful of their ongoing responsibilities related to the 
registration. Moreover, even if the registrant itself is in full compliance 
with information reporting and tax payments, the excise tax registration 
rules require persons related to the registrant to fulfill the same 
requirements. Additionally, it is important to notify the IRS of changes in 
ownership related to the registrant. 

 

 

 

 

 
 

The information contained in this article is of a general nature and based on authorities that are subject 
to change. Applicability of the information to specific situations should be determined through 
consultation with your tax adviser. 

This article represents the views of the author or authors only, and does not necessarily represent the 
views or professional advice of KPMG LLP. 
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