26 CFR 601.105 Examinatim of returrs and
claims for refund credit or abatementdetermina-
tion of corred tax liability.

(Also Part I, § 6662.)

Rev. Proc. 96-58

SECTION 1. PURPOSE

.01 This revene procedue updates
Rev. Proc 95-55 19952 C.B. 457, and
identifies circumstance unde which the
disclosue on a taxpaye’'s retum of a
position with respet to an item is
adequat for the purpog of reducirg the
understatemen of income tax under
§ 6662(g of the Internd Revene Code
(relatig to the substantib understate-
mert aspet of the accuracy-relate pen-
alty), and for the purpo® of avoiding
the prepare penaly unde 8§ 6694(a)
(relating to understatemeatdue to unre-
alistic positions) This revene proce-
dure does nat apply with respet to any
otha penaly provision (including the
negligene or disregad provisiors of the
§ 6662 accuracy-relaw penalty).

.02 This revenwe procedue applies to
ary retum filed on 19% tax forms for a
taxabk yea beginnirg in 1996 ard to
ary retum filed on 199% tax forms in
1997 for shot taxabk yeas beginning
in 1997.

SEC. 2. CHANGES FROM REV.
PROC. 95-55

Editorid changs only haw been
mack in this revenwe procedure.

SEC. 3. BACKGROUND

.01 If § 6662 applies to any portion
of an underpaymenof tax required to
be shown on areturn an amoun equal
to 20 percem of the portion of the

underpaymento which the section ap-
plies is addeal to the tax. (The penalty
rate is 40 percen in the cag of certain
gros valuatiom misstatementy. Under
8 6662(b)(2) § 6662 applies to the por-
tion of an underpaymenthat is attribut-
able to a substantih understatemenof
income tax.

.02 Sectin 6662(d)(d provides that
there is a substantib understatemenof
income tax if the amoun of the unde-
statemen exceed the greate of 10
percen of the amoun of tax required to
be shown on the retum for the taxable
yea or $5,0® ($10,0® in the cax of a
corporatio othe than an S corporation
or a personéaholding company) Section
6662(d)(3 defines an understatemeénas
the exces of the amoun of tax required
to be shown on the retum for the
taxabk yea over the amoun of the tax
that is shown on the retum reducd by
ary rebae (within the meanirg of §
6211(b)(2)).

.03 In the ca® of an item not attrib-
utabke to a tax shelte, § 6662(d)(2)-
(B)(ii) provides tha the amoun of the
understatemeris reducel by the portion
of the understatemdnattributabé to any
item with respet to which the relevant
facts affecting the item's tax treatment
are adequatsl disclosel on the retum or
on a statemenh attache to the return,
and there is areasonald bass for the
tax treatmem of sud item by the tax-
paye.

.04 In general this revenwe procedure
provides guidane in determinirg when
disclosue is adequat for purpose of
§ 6662(d) For purposs of this revenue
procedure the taxpaye mug furnish all
requiral information in accordane with
the applicabe forms .ard instructions,
and the monegy amouns enterel on these
forms mug be verifiable Guidane un-
der § 6662(d for returrs filed in 1994,
1995 and 19% is provided in Rev.
Proc 94-36 19941 C.B. 682 Rev.
Proc 94-74 19942 C.B. 823 ard Rev.
Proc 95-55 19952 C.B. 457, respec-
tively.

SEC. 4. PROCEDURE

.01 Additiond disclosue of facts rel-
evart to, or positiors taken with respect
to, issues involving ary of the items set
forth below is unnecessarfor purposes
of reducirg arny understatemenof in-
come tax unde 8 6662(g provideal that
the forms amd attachmerg are com-
pleted in a clea manne and in accao-
dane with their instructions The money
amouns enterel on the forms mug be

verifiable and the information on the
retum mug be disclose in the manner
describe belon. For purposs of this
revene procedure a numbe is verifi-
able if, on audit the taxpaye can
demonstra the origin of the number
(even if tha numbe is not ultimately
acceptd by the Internd Revene Sa-
vice) ard the taxpaye can shov good
faith in enterig tha numbe on the
applicabé form.

(1) Form 104Q Schedut A, Item-
ized Deductions:

(@) Medicd and Dentd Ex-
penses Complet lines 1 throuch 4,
supplyirg all required information.

(b) Taxes Complet lines 5
throuch 9, supplyirg all requirel infor-
mation Line 8 mug list ead type of tax
and the amoun paid.

(c) Interes Expense Complete
lines 10 throuch 14, supplyirg all re-
quired- information- This- sectin
4.01(1)(9 does nat apply to (i) amounts
disallowad unde § 163(d unles Form
4952 Investmen Interes Expeng De-
duction is completed or (i) amounts
disallowed unde § 265.

(d) Contributions:= Complete
lines 15 throuch 18, supplyirg all re-
quired information Merely enterirg the
amourn of the donatioy on Schedut A,
howeve, will not constitue adequate
disclosue if the taxpaye receives a
substantin beneft from the donation
shown If a contribution of property
othe than cas is made and the amount
claimal as adeductim exceed $50Q0 a
properly completel Form 8283 Noncash
Charitabk Contributions mug be at-
tachel to the return This secti;n
4.01(1)(d will nat apply to ary contri-
bution of $250 or more unles the
contemporaneau written acknowledge-
mert requiremenof § 170(f)(8 is satis-
fied.

(e) Casualy and Theft Losses:
Complee Form 4684 Casualtis and
Thefts and attad to the return Each
item or article for which a casualy or
thett loss is claimed mud be listed on
Fom 4684.

(2) Certan Trace or Busines Ex-
penss (including for purposs of this
sectiom 4.01(2) the following six ex-
pense as they relae to the rentd of
property):

(@) Casualy and Theft Losses:
The procedue outlined in sectim
4.01(1)(8 abowe mug be followed.

(b) Legd ExpensesThe amount
claimed mud be stated This section
4.01(2)(h does nat apply, howeve, to
amouns properl characterizé as capi-



tal expenditures, personal expenses, @ooks With Income per Return, pro-penses: Complete Form 2106, Employee
nondeductible lobbying or political ex- vided: Business Expenses, or Form 2106-EZ,
penditures, including amounts that are (@) The amount of the deviationUnreimbursed Employee Business Ex-
required to be (or that are) amortizedrom the financial books and records ispenses, and attach to the return. This
over a period of years. not the result of a computation thatsection 4.01(5)(c) does not apply to club

(c) Specific Bad Debt Charge-includes the netting of items; and dues, or to travel expenses for any
off. The amount written off must be (b) The information provided non-employee accompanying the tax-
stated. reasonably may be expected to apprisgayer on a trip.

(d) Reasonableness of Officersthe Internal Revenue Service of the (d) Fuels Credit: Complete Form
Compensation: Form 1120, Schedule Ejature of the potential controversy con4136, Credit for Federal Tax Paid on
Compensation of Officers, must be comeerning the tax treatment of the item.Fuels, and attach to the return.
pleted when required by its instructions. (4) Foreign Tax Items: (e) Investment Credit: Complete
The time devoted to business must be (a) International Boycott Trans- Form 3468, Investment Credit, and at-
expressed as a percentage as opposedatttions: Transactions disclosed on Forreach to the return.

“part” or “as needed.” This section 5713, International Boycott Report.
4.01(2)(d) does not apply to “golden (b) Intercompany Transactions:SEC. 5. EFFECTIVE DATE
parachute” payments, as defined undefransactions and amounts shown on . :
§ 280G. This section 4.01(2)(d) will not Schedule M (Form 5471), Transactionsa nlO%etTuTlns fzfz\aegﬁelggoec?:;r% r?r?s?lflgrs ;O
apply to the extent that remuneratiorBetween Controlled Foreign Corporation} y L

' . o axable year beginning in 1996, and to
paid or incurred exceeds the $1 millionand Shareholders or Other Related Pe ‘nv return filed on 1996 tax forms. in
employee remuneration limitation, if ap-sons, lines 19 and 20, and Form 547%;67 for short taxable vears bedinnin
plicable. Part IV, Monetary Transactions Betweer]n 1997 y 9 9

(e) Repair Expenses: TheReporting Corporations and Foreign Re- '
amount claimed must be stated. Thisated Party, lines 7 and 18. SEC. 6. DRAFTING INFORMATION
section 4.01(2)(e) does not apply, how- (5) Other:
ever, to any repair expenses properly (a) Moving Expenses: Complete The principal author of this revenue
characterized as capital expenditures dform 3903, Moving Expenses, or Formprocedure is Marcia Rachy of the Office
personal expenses. 3903-F, Foreign Moving Expenses, an®f Assistant Chief Counsel (Income Tax

() Taxes (other than foreign attach to the return. and Accounting). For further information
taxes): The amount claimed must be (b) Sale or Exchange of Yourregarding this revenue procedure, con-
stated. Main Home: Complete Form 2119, Saldact Ms. Rachy on (202) 622-6232 (not

(3) Form 1120, Schedule M-1,of Your Home, and attach to the returna toll-free call).
Reconciliation of Income (Loss) per (c) Employee Business Ex-




