Part IV. Items of General Interest

Notice of Proposed Rulemaking setting forth final regulations relating torequired. Pursuant to section 7805(f) of
and Notice of Public Hearing the accuracy-related penalty under chaghe Internal Revenue Code, this notice
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IA_42-95 concerning the reasonable basis standafd the Small Business Administration for
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. . derstatement of income tax (sectioradopted as final regulations, consider-
SUMMARY: This document contains gggo(h)(2)). In the preamble to the finalation will be given to any comments
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accuracy-related penalty regulations UN= ants and suggestions on providing furdescribed under the ADDRESSES cap-
der chapter 1 of the Internal Revenue[ r guidance on the reasonable basfion) to the IRS. All comments will be
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ated comments must be received by ] . The rules of 26 CFR 601.601(a)(3)
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ington, DC. relief from the penalty. The principal author of these regula-
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PART 1—INCOME TAXES

Paragraph 1. The authority citation for
part 1 continue to read in part as
follows:

Authority. 26 U.S.C 780 * * *

Par. 2. Sectim 1.6662-0 is amended
by:
1. Revisimg the entry for § 1.6662-2.

2. Renoving- the- entriesw for
88 1.6662—3(b)(3)fi and (ii).

3. Revisig the entry for § 1.6662—
7(d). 4

. Removing= the~ entries~
88 1.6662-7(d)(Land (2).

The amendmeist and revisiors read
as follows:

for

8§ 1.6662-0 Table of contents.

* 4 * 4 * 4 * 4 *

§ 1.6662-2 Acauracy-related penalty.

* * * * *

§ 1.66627 Omnibws Budge Reconcili-
ation Act of 1998 changes to the
accuracyrelated penaly.

Par.~ 3.- Section- § 1.6662-3- is
amendd by:

1. Revsing the third sentence in
paragraph (b)(1) introductoly text.

2. Revisig paragraph (b)(3).

The revisiors read as follows:

§ 1.6662-3 Negligene or disregad of
rules or regulations.

* o * 4 * 4 * 4 *

(b)* * *(1) * * * A retun position
that has areasonabé bask as defina in
paragraph (b)(3) of this sectio is not
attributable to negligence* * *

*_| *_| *_| *_| *

(3) Reasonald basis Reasonald ba-
sis is a relatively high standad of tax
reporting, that is, significanty higher
than not frivolous or nat patenty im-
propea. The reasonabt bask standad is
not satisfia by a return position that is
merely arguabk or that is merey a
colorable claim. If a return position is
reasonaby basel on one or more of the
authorities set forth in § 1.6662-
4(d)(3)(iii) (taking into accoun the rel-
evane and persuasivenes of the au-
thorities and subsequeindevelopments),
the return position will generaly satisfy
the reasonabé bass standad even
though it may naot satis the substantial

authority- standad- as- definel- in
§ 1.6662—4(d)(2) In addition, the rea-
sonabk caue and goad faith exception, L
as sd forth in § 1.6664—4 may provide

relief from the penaly, even if a return

position does not satisfy the reasonable
bask standard.

(2) Advice defined.

Margaret Milner Richardson,
Commissioneof Internd Revenue.

(Filed by the Office of the Federd Registe on
Novembe 8, 1996 8:45 a.m, and publishel in the
isste of the Federd Registe for Novembe 12,
1996 61 F.R. 58020)

* * * * *

Par. 4. In § 1.6662—4 the second
sentene in paragraph (d)(2) is revised
to read as follows:

8§ 1.6662-4 Substantih understatement
of incone tax.

* * * * *

(d) * % %

(2) * * * The substantih authority
standad is less stringert than the more
likely than not standad (the standard
that is me when there is a greate than
50-percen likelihood of the position
being upheld) but more stringert than
the reasonab® bask standad as defined
in § 1.6662-3(b)(3)* * *

ko ko Kk K %

Par. 5. In 1.6662—7 paragragh (d) is
revisel to read as follows:

§ 1.6662 Omnibws Budge Reconcili-
ation Act of 1998 changes to the
accuracyrelated penaly.

* * * * *

(d) Reasonald basis For purpose of
88 1.6662—-3(¢ and 1.6662—4(¢ and (f)
(relating to method of makirg adequate
disclosure) the provisiors of 8§ 1.6662—
3(b)(3 apply in determiniy whethe a
return position has a reasonab¢ basis.

Par. 6. Sectimm 1.6664-0 is amended
by:

1. Revisirg the entry for paragraph
(©)(2) of &8 1.6664—-4.

2. Removig the entries for para-

grapfs (c)(1)(iii), (c)(2)(i), and (c)(2)(ii)
of § 1.6664—4.

The revision reads as follows:

§ 1.6664-0 Table of contents.

ko ko Kk K %

§ 1.66644 Reasonald caus and good
faith exceptim to secticn 6662 penalties.

* 4 * 4 * * *

(C)***



