
Section 3221.—Rate of Tax

Determination of Quarterly Rate
of Excise Tax for Railroad
Retirement Supplemental
Annuity Program

In accordance with directions in Sec-
tion 3221(c) of the Railroad Retirement
Tax Act (26 U.S.C. 3221(c)), the Railroad
Retirement Board has determined that the
excise tax imposed by such Section
3221(c) on every employer, with respect
to having individuals in his employ, for
each work-hour for which compensation
is paid by such employer for services ren-
dered to him during the quarter beginning
October 1, 1998, shall be at the rate of 35
cents.

In accordance with directions in Sec-
tion 15(a) of the Railroad Retirement Act
of 1974, the Railroad Retirement Board
has determined that for the quarter begin-
ning October 1, 1998, 28.6 percent of the
taxes collected under Sections 3211(b)
and 3221(c) of the Railroad Retirement
Tax Act shall be credited to the Railroad
Retirement Account and 71.4 percent of
the taxes collected under such Sections
3211(b) and 3221(c) plus 100 percent of
the taxes collected under Section 3221(d)
of the Railroad Retirement Tax Act shall
be credited to the Railroad Retirement
Supplemental Account.

Dated August 24, 1998.
By the Authority of the Board

Beatrice Ezerski,
Secretary to the Board.

(Filed by the Office of the Federal Register on
August 31, 1998, 8:45 a.m., and published in the
issue of the Federal Register for September 1, 1998,
63 F.R. 46494)

Section 6662.—Imposition of
Accuracy-Related Penalty

26 CFR 1.6662–2: Accuracy-related penalty.

T.D. 8790

DEPARTMENT OF THE TREASURY
Internal Revenue Service
26 CFR Part 1  

Definition of Reasonable Basis

AGENCY:  Internal Revenue Service
(IRS), Treasury.

ACTION:  Final regulations.

SUMMARY:  This document contains
final regulations relating to the accuracy-
related penalty.  These amendments are
necessary to define reasonable basis and
to make conforming changes to existing
regulations.  These regulations affect any
taxpayer that files a tax return.

DATES: Effective date. These regulations
are effective December 2, 1998.

Applicability date. For dates of applic-
ability, see §§1.6662–2(d) and 1.6664–
1(b)(2).

FOR FURTHER INFORMATION CON-
TACT:  Beverly A. Baughman, 202-622-
4940 (not a toll-free number). 

SUPPLEMENTARY INFORMATION:

Background

On September 1, 1995, the IRS issued
final regulations [T.D. 8617 (60 F.R.
45661 [1995–2 C.B. 274])], relating to the
accuracy-related penalty under chapter 1
of the Internal Revenue Code.  Those reg-
ulations provided guidance concerning the
reasonable basis standard for purposes of
(1) the negligence penalty under section
6662(b)(1), and (2) the disclosure excep-
tion to the penalties for disregarding rules
or regulations under section 6662(b)(1)
and the substantial understatement of in-
come tax under section 6662(b)(2).  In the
preamble to the final regulations, the IRS
and Treasury Department requested com-
ments and suggestions on providing fur-
ther guidance on the reasonable basis stan-
dard.  On November 12, 1996, proposed
regulations [IA–42–95 (1996–49 I.R.B.
21) (see §601.601(d)(2)(ii)(b) of this
chapter)] defining reasonable basis and
making conforming changes to the final
regulations relating to the accuracy-related
penalty were published in the Federal
Register (61 F.R. 58020). 

Written comments responding to the
notice of proposed rulemaking were re-
ceived.  A public hearing was held on
February 25, 1997.  After consideration

of all the comments, the proposed regula-
tions under section 6662 relating to the
definition of  reasonable basis for pur-
poses of the accuracy-related penalty are
adopted as revised by this Treasury 
decision.  

In addition, on August 5, 1997, the Tax-
payer Relief Act (TRA) of 1997, Pub. L.
105–34 (111 Stat. 788), was enacted.  The
Act added a restriction regarding whether
or not a corporation has a reasonable basis
for its tax treatment of an item for pur-
poses of reducing the amount of the sub-
stantial understatement penalty.  This re-
striction has been incorporated into the
final regulations.

Explanation of Provisions and Summary
of Comments

These final regulations provide that a
return position will have a reasonable
basis for purposes of the accuracy-related
penalties if it is reasonably based on one
or more certain authorities.  Also, if the
return position does not satisfy the rea-
sonable basis standard, a reasonable cause
and good faith exception may still apply. 

One commentator suggested that the
substantial authority standard in §1.6662–
4(d)(3)(ii) of existing regulations and the
reasonable basis standard in §1.6662–
3(b)(3) of the proposed regulations be ex-
panded to include as authority a well-
reasoned construction of the applicable
regulatory provisions in addition to the
statutory provisions.  The substantial au-
thority standard in §1.6662–4(d)(3)(ii)
has not been expanded to reflect this com-
ment.  However, the definition of reason-
able basis in §1.6662–3(b)(3) has been
clarified to include an explicit cross-refer-
ence to the nature of the analysis discus-
sion in §1.6662–4(d)(3)(ii) of the substan-
tial authority regulations.

Several commentators suggested that
the final regulations explain where the
reasonable basis standard ranks in the hi-
erarchy of return position standards.  This
suggestion was not adopted.  The final
regulations do not rank the standards for-
mally because such a comparison would
change the focus of the reasonable basis
regulations from the taxpayer’s obligation
to determine his or her tax liability in ac-
cordance with the internal revenue laws to
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