.
26 CFR 601.105: Examination of returns and

Al claims for refund, credit or abatement;
fordetermination of correct tax liability.
Nal(élso Part I, section 6662.)

IS Rev. Proc. 98-62
fter

vaiSECTION 1. PURPOSE

is
.01 This revenue procedure update

deRev. Proc. 97-56, 1997-2 C.B. 582, an
Ceidentifies circumstances under which the
Jr_disclosure on a taxpayer’s return of a pc
sition with respect to an item is adequat
\ie,rﬁor the purpose of reducing the under
__statement of income tax under 8 6662(d
ing .
of the Internal Revenue Code (relating tc
. the substantial understatement aspect
t of
lif éhe accuracy-rella'ted penalty), and for th
pélaélrpose of avoiding thg preparer penalt
y iIfmder § 6694(a) (relating to understate
ments due to unrealistic positions). Thi
revenue procedure does not apply with re
spect to any other penalty provision (in-
cluding the negligence or disregard provi
d sions of the § 6662 accuracy-relatec
lurpenalty).
.02 This revenue procedure applies t
e any return filed on 1998 tax forms for a
5 otaxable year beginning in 1998, and tc
) fagny return filed on 1998 tax forms in 199¢
stsjor short taxable years beginning in 1999



SEC. 2. CHANGES FROM REV. quately disclosed on the return or on a (d) Contributions: Complete lines
PROC. 97-56 statement attached to the return, and thet& through 18, supplying all required in-
o is a reasonable basis for the tax treatmefarmation. Merely entering the amount of
.01 Editorial changes have been mad@f such item by the taxpayer. the donation on Schedule A, however,
to update the revenue procedure for ré- g, | general, this revenue proceduraill not constitute adequate disclosure if
turns f||eq on 19_98 tax forms for a taxa_bl%rovides guidance in determining wherihe taxpayer receives a substantial benefit
year beginning in 1_998’ and returns file isclosure is adequate for purposes dfom the donation shown. If a contribu-
on 1998 tax form; |n.1999 for short tax-§ 6662(d). For purposes of this revenution of property other than cash is made
able years l_)eglnmng in 1999. ep ocedure, the taxpayer must furnish aind the amount claimed as a deduction
.'02 Section 4'01(4)(9) has been add r‘iquired information in accordance withexceeds $500, a properly completed Form
with regard to transactions and amounts, . applicable forms and instructions, an8283, Noncash Charitable Contributions,
under 8§ 6114 and 7701(b) as dISCIOSGt e money amounts entered on theggust be attached to the return. This sec-
on Form 8833, Treaty-Based Return Posg, 1yt be verifiable. Guidance undefion 4.01(1)(d) will not apply to any con-
tion Disclosure. _ § 6662(d) for returns filed in 1996, 1997{ribution of $250 or more unless the con-
03 Section 4'01(5)(3). of this reVenue 4 1008 is provided in Rev. Proc. 95-58emporaneous written acknowledgment
procedure has been revised to ellmlr_la 9952 C.B. 457: Rev. Proc.96-58requirement of § 170(f)(8) is satisfied.
the reference to Form 3903-F, Foreiggoq’ » ' 5 390, and Rev. Proc. 97-56, (€) Casualty and Theft Losses:

Moving Expenses, because that form ii997—2 C.B. 582, respectively. Complete Form 4684, Casualties and
now obsolet_e. Thefts, and attach to the return. Each
.04 Section 4.01(5)(b) of Rev. Procsgc. 4. PROCEDURE item or article for which a casualty or

97-56 has been eliminated from this rev- - . theft loss is claimed must be listed on
enue procedure because Form 2119, Sale.01 Additional disclosure of facts reIe-FOrm 4684.
of Your Home, has been eliminated. vant to, or positions taken with respect to, (2) Certain Trade or Business Expenses

issues involving any of the items set forﬂzincluding, for purposes of this section

SEC. 3. BACKGROUND below is unnecessary for purposes of rer 01(2), the following six expenses as

.01 If § 6662 applies to any portion Ofducmg any understate_ment of income ta‘fﬁey relate to the rental of property):
an underpayment of tax required to bgnder § 6662(d) provided that the forms (a) Casualty and Theft Losses: The
shown on a return, an amount equal to Z31d attachments are completed in a clegf,aqyre outlined in section 4.01(1)(e)
percent of the portion of the underpayManner and in accordance with their ing, e myst be followed.
ment to which the section applies iStructions. The money amounts entered ) | o) Expenses: The amount
added to the tax. (The penalty rate is 480 the forms must be verifiable, and the|aimed must be stated. This section
percent in the case of certain gross valuiformation on the return must be disy 41(2)(b) does not apply, however, to
tion misstatements.) Under § 6662(b)(2)/0sed in the manner described below,nqynts properly characterized as capital
§ 6662 applies to the portion of an underf=OF PUrposes of this revenue procedure, &penditures, personal expenses, or nond-
payment that is attributable to a substaflumber is verifiable if, on audit, the tax-ggyctible lobbying or political expendi-
tial understatement of income tax. payer can demonstrate the origin of thgres including amounts that are required
.02 Section 6662(d)(1) provides thapumber (even if that number is not ultiys pe (or that are) amortized over a period
there is a substantial understatement of idately accepted by the Internal Revenugf years.
come tax if the amount of the understateS€rvice) and the taxpayer can show good ~ (¢) Specific Bad Debt Charge-off:
ment exceeds the greater of 10 percent Bith in entering that number on the apThe amount written off must be stated.

the amount of tax required to be shown oRlicable form. _ (d) Reasonableness of Officers’
the return for the taxable year or $5,000 (1) Form 1040, Schedule A, ltemizedCompensation: Form 1120, Schedule E,
($10,000 in the case of a corporatiofPeductions: Compensation of Officers, must be com-

other than an S corporation or a personal (a) Medical and Dental Expensespleted when required by its instructions.
holding company). Section 6662(d)(2)complete lines 1 through 4, supplying alfrhe time devoted to business must be ex-
defines an understatement as the excess'ggluired information. pressed as a percentage as opposed to
the amount of tax required to be shown on  (b) Taxes: Complete lines 5 throughpart” or “as needed.” This section
the return for the taxable year over th®, supplying all required information.4.01(2)(d) does not apply to “golden para-
amount of the tax that is shown on the rd-ine 8 must list each type of tax and thehute” payments, as defined under § 280G.
turn reduced by any rebate (within theéamount paid. This section 4.01(2)(d) will not apply to
meaning of § 6211(b)(2)). (c) Interest Expense: Completehe extent that remuneration paid or in-
.03 In the case of an item not attributiines 10 through 14, supplying all re-curred exceeds the $1 million employee re-
able to a tax shelter, § 6662(d)(2)(B)(ijquired information. This sectionmuneration limitation, if applicable.
provides that the amount of the under4.01(1)(c) does not apply to (i) amounts  (e) Repair Expenses: The amount
statement is reduced by the portion of thdisallowed under § 163(d) unless Forntclaimed must be stated. This section
understatement attributable to any iteM952, Investment Interest Expense De4.01(2)(e) does not apply, however, to any
with respect to which the relevant factsluction, is completed, or (i) amounts disrepair expenses properly characterized as
affecting the item’s tax treatment are adeallowed under § 265. capital expenditures or personal expenses.



(f) Taxes (other than foreign taxes)SEC. 6. DRAFTING INFORMTION
The amount claimed must be stated.

(3) Form1120, Schedule M-1, Recon- The principal author of this revenue
ciliation of Income (Loss) per Boskvith  Procedure is Marc C. Porter of théfice
Income per Return, provided: of Assistant Chief Counsel (IncanTax

(3) The amount of the deVi(,monamlAccounting). For further information
from the financial books and records i egarding this revenue procedure, conta
not the result of a computation that in- r. Porter on (202) 622-4940 (not a toll

cludes the netting of items; and free call).

(b) The information provided rea-
sonably may be expected to apprise the
Internal Revenue Service of the nature of
the potential controversy concerning the
tax treatment of the item.

(4) Foreig Tax Items:

(a) International BoycotTransac-
tions Transactions disclosed on Form
5713, International Boycott Report.

(b) Intercompaw Transactions:
Transactions and amounts shown on
Schedule M (Form 547]1)ransactions
Between Controlled Foreign Corporation
and Shareholders or Other Related-Pe
sons, lines 19 and 20, and Form 5472,
Part M, Monetay Transactions Between
Reporting Corporations and Foreigre-R
lated Pary, lines 7 and 18.

(c) Treaty-Based Return Position:
Transactions and amounts under 884
or 7701(b) as disclosed on Form 8833,
Treaty-Based Return Position Disclosure.

(5) Other:

(a) Moving Expenses: Complete
Form 3903, Moving Expenses, and attach
to the return.

(b) Employee Business Expenses:
Complete Form 2106, Employee Busi-
ness Expenses, or Form 2106-EZ, &nr
imbursed Employee Business Expenses,
and attach to the returnThis section
4.01(5)(b) does not apply to club dues, or
to travel expenses for any non-employee
accompanying the taxpayer on a trip.

(c) Fuels Credit: Complete Form
4136, Credit for Fedetarax Paid on
Fuels, and attach to the return.

(d) Investment Credit: Complete
Form 3468, Investment Credit, and attach
to the return.

SEC. 5. EFFECTIVE BTE

This revenue procedure applies to any
return filed on 1998 tax forms for a tax-
able year beginning in 1998, and to any
return filed on 1998 tax forms in 1999 for
short taxable years beginning in 1999.



