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26 CFR 601.105: Examination iturns and
claims forrefund, cedit or abatement; determina-
tion of corect tax liability.

97Also Part |, § 6662.)

e
lo.Rev. Proc. 97-56
97),

o SECTION 1. PURPOSE

of the Internal Revenue Code (relating tc
the substantial understatement aspect
the accuracy-related penalty), and for the
purpose of avoiding the preparer penalty
under 8§ 6694(a) (relating to understat
ments due to unrealistic positionsyhis
revenue procedure does not apply with re
spect to any other penalty provisiom-(i
cluding the negligence or disregard provi-
sions of the § 6662 accuracy-relatec
penalty).

.02 This revenue procedure applies to
any return filed on 1997 tax forms for a
taxable year beginning in 1997, and tc
any return filed on 1997 tax forms in 1998
for short taxable years beginning in 1998.

SEC. 2. CHANGES FROM REV.
PROC. 96-58

Editorial changes only have been mads
in this revenue procedure.

SEC. 3. BACKGROUND

.01 If § 6662 applies to any portion of
an underpayment of tax required to be
shown on a return, an amount equal to 2
percent of the portion of the undeypa
ment to which the section applies is
added to the tax. (The penalty rate is 4
percent in the case of certain gross value
tion misstatements.) Under § 6662(b)(2)
§ 6662 applies to the portion of an under:
payment that is attributable to a substan
tial understatement of income tax.

.02 Section 6662(d)(1) provides that
there is a substantial understatement of ir
come tax if the amount of the understate
ment exceeds the greater of 10 percent ¢
the amount of tax required to be shown ol
the return for the taxable year or $5,00(
($10,000 in the case of a corporation
other than an S corporation or a persone
holding company). Section 6662(d)(2)
defines an understatement as the excess
the amount of tax required to be shown ol
the return for the taxable year over the

.01 This revenue procedure updategamount of the tax that is shown on the re
)n-Rev. Proc. 96-58, 1996-2 C.B. 390 andurn reduced by any rebate (within the
5 identifies circumstances under which theéneaning of 8 621(b)(2)).

x disclosure on a taxpaye return of a po-

.03 In the case of an item not attribut-

)9Bition with respect to an item is adequatable to a tax shelte§ 6662(d)(2)(B)(ii)
for the purpose of reducing the underprovides that the amount of the under-
statement of income tax under § 6662(dtatement is reduced by the portion of the
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understatement attributable to any itemot apply to (i) amounts disallowed under (e) Repair ExpensesThe amount

with respect to which the relevant fact§ 163(d) unless Form 4952, Investmentlaimed must be statedThis section

affecting the itens tax treatment are ade Interest Expense Deduction, is completed,.01(2)(e) does not applyowever to

quately disclosed on the return or on ar (ii) amounts disallowed under § 265. any repair expenses properly character

statement attached to the return, and there(d) Contributions: Complete lines 15ized as capital expenditures or personal

is a reasonable basis for the tax treatmetitrough 18, supplying all required infor expenses.

of such item by the taxpayer mation. Merely entering the amount of (f) Taxes (other than foreign taxes):
.04 In general, this revenue proceduréhe donation on Schedute howeverwill  The amount claimed must be stated.

provides guidance in determining whemot constitute adequate disclosure if the (3) Form 120, Schedule M—1, Recon

disclosure is adequate for purposes d@xpayer receives a substantial benefgliation of Income (Loss) per Bookith

§ 6662(d). For purposes of this revenuffiom the donation shown. If a contribu |ncome per Return, provided:

procedure, the taxpayer must furnish afion of property other than cash is made (3) The amount of the deviation from

required information in accordance withand the amount claimed as a deduction eje financial books and records is not the

the applicable forms and instructions, angeeds $500, a properly completed Forffpsylt of a computation that includes the

the money amounts entered on thes#83, Noncash Charitable Contributionsﬁ,etﬁng of items: and

forms must be verifiable. Guidance undemust be attached to the returiihis se€ 1y The information provided reason

§ 6662(d) for returns filed in 1995, 1996ion 4.01(1)(d) will not apply to any cen gy ' may he expected to apprise the kter

and 1997 is provided in ReRroc. 94-74, tribution of $250 or more unless the €0n, " Revenue Service of the nature of the

1994-2 C.B. 823; Rewroc. 95-55, temporaneous written acknowledgemenfyeniial controversy concerning the tax

1995-2 C.B. 457; and ReProc.96-58, requirement of 8 170(f)(8) is satisfied.  raatment of the item.

1996-2 C.B. 390, respectively (e) Casualty an@heft Losses: Com (4) ForeignTax Items:
plete Form 4684, Casualties amtlefts, (&) International Boy;:otfransactionS'
SEC. 4. PROCEDURE and attach to the return. Each item Or'a.mTransactions disclosed on Form 5713, In

- . cle for which a casualty or theft loss i .
.01 Additional disclosure of facts rele claimed must be listed on Form 4684. ernational Boycott Report.

vant to, or positions taken with respect to, (2) CertairiTrade or Business Expenses (b) Intercompanyransactions:Trans
issues involving any of the items set fom{including for purposes of this sectio actions and amounts shown on Schedule
below is unnecessary for purposes of re4_01(2) the following six expenses a (Form 5471),Transactions Between
ducing any understatement of income tafhey reléte to the rental of property): ontrolled Foreign Corporation and
under 8§ 6662(d) provided that the forms (a) Casualty andheft Losses: The Shareholders or Other Related Persons,
and attachments are completed in a CleBFocedure outlined in section 4 61(1)(62/?63 19 and 20, and Form 5472, Part IV
manner and in accordance with their in bove must be followed ' onetary Transactions Between Report
structions. The money amounts entered" (b) Legal Expense.S'The amount ing Corporations and Foreign Related
on the forms must be verifiable, and th%laimed must be statedThis section Party lines 7 and 18.

information on the return must be dis , 01(2)(b) does not applfrowever to (5) Other:

closed in the manner described below, ), i properly characterized as capital (2) Moving Expenses: Complete Form
For purposes of this revenue prOCGdure'ea}<penditures personal expenses, or pong203, Moving Expenses, or Form 3903-F
number is verifiable If, on audit, the tax eductible Iob’bymg or political e>;pend| Foreign Moving Expense& and attach to
payer can demonstrate the origin of thg, including amounts that are requiret'® return.

number (even if that number is not ultiy 'y 0" o vyt are) amortized over a period (b) Sale or Exchange dfour Main

e B e Reertyears Home: Complete Form 29, ale cf
faith in enterin thatpn)L/meer on the—ga (¢) Specific Bad Debt Chge-of: The YOuf Flome, and attach. to the return.
g Pamount written dfmust be stated. (c) Employee Business Expenses:

plicable form. (d) Reasonableness offdérs’ Com Complete Form 2106, Employee Busi

(1) Form 1040, Schedul, ltemized  ,oncavion: Form1p0, Schedule E, Com ness Expenses, or Form 2106-EZ, Wnre
Deductions: pensation of Gicers, must be completedimbursed Employee Business Expenses,
(a) Medical and Dental Expensesyhen required by its instructionsThe and attach to the returnThis section
Complete lines 1 through 4, supplying altime devoted to business must be ex3-01(5)(c) does not apply to club dues, or
required information. pressed as a percentage as opposedt®@travel expenses for any non-employee

(b) Taxes: Complete lines 5 through 9part” or “as needed.” This section accompanying the taxpayer on a trip.
supplying all required information. Line4.01(2)(d) does not apply to “golden para (d) Fuels Credit: Complete Form
8 must list each type of tax and thehute” payments, as defined under § 280@136, Credit for Federalax Paid on

amount paid. This section 4.01(2)(d) will not apply toFuels, and attach to the return.

(c) Interest Expense: Complete lineshe extent that remuneration paid or in (e) Investment Credit: Complete
10 through 14, supplying all required in curred exceeds the $1 million employee rd=orm 3468, Investment Credit, and at
formation. This section 4.01(1)(c) doesmuneration limitation, if applicable. tach to the return.
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SEC. 5. EFFECTIVE DATE SEC. 6. DRAFTING regarding this revenue procedure, conte
INFORMATION Ms. Rachy on (202) 622-6232 (not a toll
.01 This revenue procedure applies to free call).
any return filed on 1997 tax forms for a The principal author of this revenue
taxable year beginning in 1997, and to angrocedure is Marcia Rachy of thefioé
return filed on 1997 tax forms in 1998 forof Assistant Chief Counsel (Inconieax
short taxable years beginning in 1998.  andAccounting). For further information

26 CFR 601.602: ax forms and instrctions.
(Also Pat I, 88 1, 32, 63, 68, 132, 135, 151, 170, 213, 512, 513, 877, 4001, 4003, 6012, 6013, 603333239430, 7702B; 1.1-1, 1.32-2, 1.63-1, 1.151-4,
1.170-1, 1.6012-1, 1.6013-1)



