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Ps claimed charitable contribution deductions for the
donation of equipnent in 2001 and 2002. Ps did not strictly
conply with the substantiation requirenents of sec. 1.170A-
13, Inconme Tax Regs., but they contend their docunmentation
satisfied the substantial conpliance doctrine according to
Bond v. Comm ssioner, 100 T.C 32, 40-41 (1993).

Hel d: Ps did not establish substantial conpliance
because they did not provide adequate descriptions of the
equi pnent and did not identify the valuation nethods used,
t he manner of acquisition, and the cost bases of the
equi pnent .

Hel d, further, Ps’ docunentation did not satisfy the
requi renent of sec. 170, I.R C, that they obtain
cont enporaneous witten acknow edgnents of the donati ons.

Hel d, further, Ps are liable for accuracy-rel ated
penal ti es under sec. 6662(a), |.R C.
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Theodore J. England, for petitioners.

Mark H. Pfeffer, for respondent.

VEMORANDUM OPI NI ON

NI M5, Judge: Respondent determ ned the follow ng

deficiencies and penalties with respect to petitioners’ Federal

i ncone tax:
Penal ty
Year Defi ci ency Sec. 6662(a)
2001 $81, 469 $16, 294
2002 80, 779 16, 156

The issues for decision are: (1) Wiether petitioners
adequat el y substanti ated deductions for noncash charitable
contributions nmade during the years in issue; and (2) whether
petitioners are |liable for section 6662(a) accuracy-rel ated
penalties. Unless otherwise indicated, all Rule references are
to the Tax Court Rules of Practice and Procedure, and all section
references are to the Internal Revenue Code in effect for the
years in issue.

Backgr ound

This case was submtted fully stipulated pursuant to Rule
122. The stipulations of the parties, wth acconpanying
exhibits, are incorporated herein by this reference. Petitioners

resided in California at the tinme they filed their petition.
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Petitioners tinely filed Forms 1040, U.S. Individual Incone
Tax Return, for 2001 and 2002. On their 2001 return petitioners
clai med $217,500 in noncash charitable deductions on Schedul e A,
Item zed Deductions, for donations of diagnostic and | aboratory
equi pnent to 3 obal Operations and Devel opnent (d obal
Qperations). On their 2002 return petitioners clained $217, 500
in charitable contribution deductions for donations of diagnostic
and | aboratory equi pnent to G obal Operations and the University
of Southern California (USC). The returns were prepared by Reed
Spangler, a certified public accountant (C P.A).

To substantiate the 2001 donations petitioners attached to
their 2001 return three Forns 8283, Noncash Charitable
Contributions. These consisted of a Form 8283 for itens
apprai sed by Garson P. Shul man (2001 Shul man Form 8283), a Form
8283 for itens appraised by Jack LeVan (2001 Jack LeVan Form
8283), and a Form 8283 sunmarizing the itens listed in the two
af orenenti oned Forns 8283 (2001 summary Form 8283). Petitioners
i ncluded a separate witten appraisal report and a recei pt from
d obal Qperations only for the itens covered by the 2001 Shul man
For m 8283.

Petitioners included with their 2002 return Forns 8283 for
itens appraised by John E. LeVan (2002 John E. LeVan Form 8283),
Jack LeVan (2002 Jack LeVan Form 8283), and David S. Handel man

(2002 Handel man Form 8283). Petitioners included a separate
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witten appraisal report and a receipt from d obal Operations
only for the itens covered by the 2002 John E. LeVan Form 8283.

Respondent sel ected petitioners’ 2001 and 2002 returns for
exam nation. On May 11, 2004, for purposes of the exam nation,
M . Handel man prepared an apprai sal report of the itens donated
to G obal Operations in 2001 (2004 Handel man appraisal). On
January 27, 2006, M. Handel man prepared an appraisal report as
to the itens in the 2002 John E. LeVan Form 8283 (2006 Handel man
appraisal). At the conclusion of the exam nation respondent
di sal | oned t he deductions for the charitable contributions to
d obal Qperations and USC.

On June 15, 2007, respondent sent petitioners a notice of
deficiency for the 2001 and 2002 tax years. Petitioners filed a
tinely petition with this Court.

Di scussi on

Charitabl e Contributi on Deducti ons

Section 170(a)(1) allows as a deduction any charitable
contribution verified under regul ations prescribed by the
Secretary. For any noncash contribution exceedi ng $5, 000, the
regul ations require the donor to: (1) Qobtain a qualified
appraisal for the contributed property, (2) attach a fully
conpl eted apprai sal summary (i.e., Form8283) to the tax return

on which the deduction is clainmed, and (3) naintain records
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pertaining to the clainmed deduction in accordance with section

1. 170A-13(b)(2)(ii), Income Tax Regs. Sec. 1.170A-13(c)(2),

| ncome Tax Regs.

A qualified appraisal nust include, anong other things, a
description of the property in sufficient detail for a person who
is not generally famliar with the type of property to ascertain
that the property appraised is the property that was contri buted,
a description of the property’ s physical condition, the valuation
met hod used to determne the fair market value, and the specific
basis for the valuation. See sec. 1.170A-13(c)(3)(ii), Incone
Tax Regs. A qualified appraisal nmust be nade no earlier than 60
days before the date of the contribution and no | ater than the
due date of the return, including extensions. Sec.

1. 170A-13(c)(3)(i)(A), Incone Tax Regs.

The apprai sal summary mnust include, anong other things, a
description of the property in sufficient detail for a person who
is not generally famliar with the type of property to ascertain
that the property appraised is the property that was contri buted,
a brief summary of the property’s physical condition, the manner
of acquisition, and the cost or other basis of the property. See
sec. 1.170A-13(c)(4)(ii), Inconme Tax Regs.

In addition to the substantiation requirenents of section
1. 170A-13, Incone Tax Regs., a taxpayer nust obtain a

cont enpor aneous witten acknow edgnent fromthe donee
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organi zation for any contribution of $250 or nore. Sec.
170(f)(8)(A). The contenporaneous witten acknow edgnent nust

i nclude a description of any property contributed, a statenent as
to whether the donee provided any goods or services in exchange,
and a description and good faith estinmate of the value of such
goods or services. Sec. 170(f)(8)(B)

Petitioners attached to their returns Forns 8283 covering
the 2001 and 2002 charitable contributions, but they provided
respondent with appraisal reports and receipts only for the itens
listed in the 2001 Shul man and 2002 John E. LeVan Forns 8283. In
addition, those appraisal reports and receipts omtted
information required to substantiate petitioners’ clainmed
deduction, as discussed infra.

As to every itemcontributed, petitioners concede that they
have not strictly conplied with section 1.170A-13, Incone Tax
Regs. However, petitioners contend that they are entitled to the
clainmed charitable contribution deductions because they have
substantially conplied with the regul ation.

Under the substantial conpliance doctrine, the critical
question is whether the requirenents relate “*to the substance or

essence of the statute.’” Bond v. Conm ssioner, 100 T.C. 32, 40-

41 (1993) (quoting Sperapani v. Conm ssioner, 42 T.C 308, 331

(1964)); Taylor v. Conmi ssioner, 67 T.C. 1071, 1077-1078 (1977).

If so, strict adherence to all statutory and regul atory
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requi renents is mandatory. See Dunavant v. Conm ssioner, 63 T.C.

316 (1974). However, if the requirenents are procedural or
directory in that they are not of the essence of the thing to be
done but are given with a viewto the orderly conduct of

busi ness, then they may be fulfilled by substantial conpliance.

See id. at 319-320; Colunbia Iron & Metal Co. v. Conm ssioner, 61

T.C. 5 (1973); Cary v. Conm ssioner, 41 T.C. 214 (1963). W have

previously held that the reporting requirenents of section
1. 170A-13, Incone Tax Regs., are directory and require only

substantial conpliance. Bond v. Conmm ssioner, supra at 41-42.

I n Bond, the taxpayers donated two blinps to a charitable
organi zation and in the sanme nonth obtained a professional
apprai sal of the blinps. Though the appraiser conpleted an
apprai sal summary for inclusion with the taxpayers’ return, he
did not provide a separate witten report of the appraisal.
Aside fromthe appraiser’s qualifications, the appraisal summary
di d, however, contain all of the information required for a
qualified appraisal. The taxpayers pronptly provided those
credentials to the Internal Revenue Service at audit. Because
the taxpayers had furnished the Service with all the information
required for a qualified appraisal, we held that they had
substantially conplied with the regul ati on despite the absence of

a separate witten appraisal report. 1d. at 42.
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Petitioners claimthey have substantially conplied because,
as in Bond, the docunents they have submtted contain the
information required for a qualified appraisal and apprai sal
summary. We di sagr ee.

Bond is inapplicabl e because petitioners did not nerely fai
to attach evidence of a qualified appraisal; they never obtained

such an appraisal. See Hewitt v. Conm ssioner, 109 T.C 258

(1997), affd. wi thout published opinion 166 F.3d 332 (4th Cr

1998); D Arcangelo v. Conm ssioner, T.C Meno. 1994-572.

Unlike the situation in Bond, petitioners’ docunents fail to
provi de an adequate description of or the condition of the
donated itens. The Forns 8283 and the appraisal reports provide
very generic descriptions, stating the itens were in “good
wor ki ng condition” or “operational, clean and in good sal eabl e
condition”. An adequate description is necessary because
“Wthout a nore detail ed description the appraiser’s approach and

met hodol ogy cannot be evaluated.” O Connor v. Conmm ssioner, T.C

Meno. 2001- 90.

In fact, petitioners’ docunents fail to even indicate the
val uation nmethod used or the basis for the apprai sed values. W
have previously held such information to be essential because
“Wthout any reasoned analysis, * * * [the appraiser’s] report is

usel ess.” See Jacobson v. Conmissioner, T.C. Mnp. 1999-401.
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Cting Herman v. United States, 73 F. Supp. 2d 912 (E. D

Tenn. 1999), petitioners contend that the conparabl e sal es nethod
is the only valuation nethod that could have possibly been used.
Petitioners’ argument is unpersuasive. Opinions of a U S.
District Court do not constitute binding precedent in this Court.
Furthernore, nowhere in that opinion does the District Court
state that the conparable sales nethod is the only val uation

met hod possible. 1In fact, a careful reading of Herman should
have | ed petitioners to the opposite conclusion: that the
conparabl e sales nmethod is not the only avail abl e net hod.

In Herman, the issue before the court was the val uation of
medi cal equi pnent donated by the taxpayers. The taxpayers had
purchased t he equi pnent from a bankruptcy court, and the
Governnent argued that the taxpayers’ purchase price should be
the fair market value of the equipnent. The District Court did
not reject the use of historical cost as a proper val uation
met hod, but it held that the purchase price could not represent
fair market val ue because the bankruptcy court was not a willing
seller. Therefore, it is patently clear that the court
consi dered anot her valuation nethod in addition to conparable
sal es.

Petitioners’ interpretation of Herman al so conflicts with

the plain | anguage of section 1.170A-13(c)(3)(ii)(J), Inconme Tax
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Regs. That regulation explicitly approves of two other val uation
met hods: The inconme approach and the repl acenent-cost-| ess-
depreci ati on approach.

Petitioners’ position that the conparable sales nethod is
the only nmethod possible is also untenabl e because it would
render the valuation nethod requirenment of section 1.170A-
13(c)(3)(i1)(J), Incone Tax Regs., superfl uous.

Petitioners also contend that the 2004 and 2006 Handel man
apprai sals can be used to supply the m ssing information because
they validate the values reported on the Forns 8283. Although
t hose appraisals were untinely, petitioners argue that an
untinely appraisal can be used to supplenent a tinely-filed

apprai sal summary, as denonstrated in Bond v. Conm ssioner, 100

T.C. 32 (1993). Petitioners msstate the holding of Bond. 1In
Bond, the subm ssion of the information (i.e., the appraiser’s
credentials) required to prove that a qualified appraisal had

been perfornmed was untinely, but the performance of the appraisal

itself was not. By contrast, in the instant case the 2004 and
2006 Handel man apprai sals were perforned years after the
respective due dates of petitioners’ returns. Therefore,
petitioners cannot rely on those appraisal reports to cure the
absence of the required information in a tinely fashion.
Petitioners further failed to establish substanti al

conpl i ance because they did not provide the manner of acquisition
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of the itens donated in 2002 and the cost or other adjusted basis
in the itenms donated in either year. Petitioners essentially
argue that this information is unnecessary except in the bargain

sal e cont ext. Petitioners claimthat in Fair v. Commi SSi oner,

T.C. Meno. 1993-377, “The Tax Court concluded that the cost basis
information was not required to be included on the * * *
[taxpayers’] return and was irrelevant to the cal cul ation of the
anmount of the charitabl e deduction.”

Petitioners take that discussion out of context, and our
coment there regarding the necessity of cost basis information
is inapplicable to the instant case. W stated that the Fairs
were not required to include their cost basis information on
their return because the version of the regulation in effect for
the year in issue did not, in fact, inpose that requirenent. The
Fairs made their donation on July 12, 1984. At that tine,

t axpayer s maki ng noncash contributions exceedi ng $500 were
required only to maintain witten records of their cost basis
information. See T.D. 8002, 1985-1 C.B. 60, 62. Taxpayers were
not required to attach an appraisal sunmary to their return

unl ess they made a noncash charitable contribution exceeding

$5, 000 after Decenber 31, 1984. See T.D. 8003, 1985-1 C.B. 64,

66. Consequently, the Fairs did not have to include cost basis
information on their return in order to be in strict conpliance

with the regulation. By contrast, the version of the regulation
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relevant to petitioners does require themto attach an apprai sal
summary to their return and to include cost basis information on
t hat appraisal sunmary. See sec. 1.170A-13(c)(4)(ii)(E), Incone
Tax Regs.

On brief, petitioners contend that their failure to provide
t he manner of acquisition and cost basis information should be
excused because they had reasonabl e cause for such failure. See
sec. 1.170A-13(c)(4)(iv)(O (1), Incone Tax Regs. Petitioners
claimthat they disposed of the records containing that
informati on whil e evacuating their house due to an approaching

fire. Petitioners cite Fair v. Conmm ssioner, supra, for the

proposition that the inadvertent |oss of cost basis records
necessarily constitutes reasonabl e cause.

Petitioners msstate the holding of Fair. W held the
t axpayers had reasonabl e cause because they failed to retain
their cost basis records after being advised by a certified
public accountant (in that case, a tax professional) that those
records were not needed. W did not hold that inadvertent |oss
automatically establishes reasonabl e cause.

Assumi ng for the sake of argunment that petitioners’ reason
for the m ssing cost basis records constitutes reasonabl e cause,
petitioners’ omssion of that information is still not excused.
| f a taxpayer has reasonabl e cause, the regulations require an

appropriate explanation to be attached to the appraisal sunmary.
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Sec. 1.170A-13(c)(4)(iv)(O (1), Inconme Tax Regs. Petitioners did
not submt any such explanation with their Fornms 8283.

Furthernore, the appraisal of the itemlisted in the 2002
Jack LeVan Form 8283, in particular, was not a qualified
apprai sal because it was untinely. That appraisal was perforned
on Decenber 1, 2001, which was nore than 60 days prior to the
appraised itenis donation on April 2, 2002.

In addition to their failure to substantially conply with
the regul ations, petitioners also failed to denonstrate that they
obt ai ned adequate witten acknow edgnents for their contributions
as required by section 170(f)(8). Petitioners argue that the
Forms 8283 can al so serve as witten acknowl edgnents because they
were signed by the donee. However, neither the Forns 8283 nor
the receipts from d obal Operations contain a statenent that no
goods or services were provided by the donee in exchange, as
required by section 170(f)(8)(B)(ii). W have previously held
t hat statenent necessary for a charitable contribution deduction.

See Kendrix v. Comm ssioner, T.C. Mnpb. 2006-9; Castleton v.

Comm ssioner, T.C Menp. 2005-58, affd. 188 Fed. Appx. 561 (9th

Cr. 2006).
Petitioners argue that section 170(f)(8)(B)(ii) can be read
to require the statenent only when the donee actually furnishes

goods or services to the donor. W disagree.
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“[Clourts nust presune that a legislature says in a statute
what it nmeans and neans in a statute what it says there.” Conn.

Natl. Bank v. Germain, 503 U S. 249, 253-254 (1992). 1In the

absence of a clearly expressed |legislative intent to the
contrary, unanbi guous statutory | anguage ordinarily nust be

regarded as conclusive. Consuner Prod. Safety Comm v. GIE

Sylvania, Inc., 447 U S. 102, 108 (1980).

Section 170(f)(8)(B)(ii) plainly states that the witten
acknow edgnent is sufficient if it includes infornation as to
“Whet her the donee organi zation provi ded any goods or services in
consideration, in whole or in part, for any property” donated by
the taxpayer. The | anguage used is clear and unconditional.
There is no reason to read into section 170(f)(8)(B)(ii) the
[imtation suggested by petitioners.

| mpl yi ng that Congress did not intend to require the
statenent in all circunstances, petitioners quote Addis v.

Commi ssioner, 118 T.C. 528, 536 (2002), affd. 374 F.3d 881 (9th

Gr. 2004):

The | egislative history acconpanyi ng the enact nent
of section 170(f)(8) states: “Organizations * * *
[that provide goods or services in consideration for
paynments from donors] often do not informtheir donors
that all or a portion of the anmount paid by the donor
may not be deductible as a charitable contribution.”
H Rept. 103-111, at 783, 785 (1993), 1993-3 C.B. 167,
359, 361. Congress enacted the substantiation
requi renents of section 170(f)(8) to require charitable
organi zations that receive quid pro quo contributions,
i.e., paynents nmade partly as a contribution and partly
in consideration for goods or services provided to the
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donor by the donee organization, to informtheir donors

t hat the deduction under section 170 is limted to the

anount by which the paynent exceeds the val ue of goods

or services provided by the charity. 1d.

That quote does not support petitioners’ position. |In fact,
the legislative history of section 170(f)(8) refutes petitioners’
argunent and specifically requires the statenent regardless: “If
t he donee organi zati on provi ded no goods or services to the
t axpayer in consideration of the taxpayer’s contribution, the
witten substantiation is required to include a statenent to that
effect.” H Conf. Rept. 103-213, at 565 n.30 (1993), 1993-3 C.B
393, 443.

For these reasons, we hold that petitioners have failed to
strictly or substantially conply with the requirenents of section
1. 170A-13, Inconme Tax Regs., and have failed to provide the
cont enpor aneous witten acknow edgnents required by section
170(f)(8). Accordingly, petitioners are not entitled to the
charitabl e contribution deductions clainmed on their return, and

we so hol d.

I1. Section 6662(a) Penalties

Section 6662(a) inposes an accuracy-related penalty of 20
percent on the portion of an underpaynent attributable to
negl i gence, disregard of rules or regulations, or a substanti al
understatenent of inconme tax. Negligence includes any failure to
keep adequate books and records or to substantiate itens

properly. Sec. 1.6662-3(b)(1), Incone Tax Regs. “Disregard”’
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i ncl udes any carel ess, reckless, or intentional disregard of
rules or regulations. Sec. 6662(c); sec. 1.6662-3(b)(2), Inconme
Tax Regs.

Petitioners failed to properly substantiate their clainmed
charitable contribution deductions. That failure evidences
negl i gence and carel ess disregard of the rules and regul ati ons.

Petitioners contend that they should be excused from
liability for the section 6662(a) penalties because they relied
on the advice of their C P. A

Section 6664(c) (1) provides a defense to the section 6662
penalty for any portion of an underpaynent where reasonabl e cause
exi sted and the taxpayers acted in good faith. Reliance on the
advi ce of a professional tax adviser nmay, but does not
necessarily, denonstrate reasonable cause and good faith. Sec.
1.6664-4(b) (1), Incone Tax Regs. A taxpayer claimng reliance on
pr of essi onal advice nust show that: (1) The adviser was a
conpet ent professional who had sufficient expertise to justify
reliance, (2) the taxpayer provided necessary and accurate
information to the adviser, and (3) the taxpayer actually relied

in good faith on the adviser’s judgnent. Neonatol ogy Associ ates,

P.A. v. Comm ssioner, 115 T.C 43, 99 (2000), affd. 299 F.3d 221

(3d Gr. 2002).
Petitioners have not established M. Spangler’s

qualifications as a tax expert. The nere fact that M. Spangler



-17-
is a CP.A does not necessarily nmake hima conpetent tax

advi ser. See Mediaworks, Inc. v. Conm ssioner, T.C. Meno.

2004-177.

Furthernore, the record indicates that petitioners wthheld
information from M. Spangler and that their reliance on his
advice was therefore not in good faith. Petitioners clainmed they
were unable to provide purchase records for the donated equi pnent
because they were forced to di spose of those records due to an
approaching fire in 1996, but the record indicates that nost of
the itens listed on the 2001 Shul man and 2002 John E. LeVan Forns
8283 were purchased after that purported fire. Petitioners
purchased a total of 26 itens of |aboratory equi pnent on Decenber
6, 2000, and August 12, 2001. Twenty-six of the 29 itens |isted
in the 2001 Shul man Form 8283 are identical to the equi pnment
petitioners purchased on those two dates. Simlarly, 18 of the
19 itens listed in the 2002 John E. LeVan Form 8283 are identical
to equi pnent petitioners purchased on Novenber 17, 2002. Since
petitioners did not provide M. Spangler with all the information
available to them they failed to provide himw th necessary and
accurate information, and their reliance on his advice does not
constitute reasonabl e cause.

Accordingly, we hold that petitioners are |liable for section

6662(a) accuracy-rel ated penalties.
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We have considered all of the parties’ contentions,
argunents, requests, and statenents. To the extent not discussed
herein, we conclude that they are irrelevant, noot, or w thout
merit.

To reflect the foregoing,

Deci sion will be entered

for respondent.




