
29–006

104TH CONGRESS REPORT
" !HOUSE OF REPRESENTATIVES2d Session 104–506

TAXPAYER BILL OF RIGHTS 2

MARCH 28, 1996.—Committed to the Committee of the Whole House on the State
of the Union and ordered to be printed

Mr. ARCHER, from the Committee on Ways and Means,
submitted the following

R E P O R T

[To accompany H.R. 2337]

[Including cost estimate of the Congressional Budget Office]

The Committee on Ways and Means, to whom was referred the
bill (H.R. 2337) to amend the Internal Revenue Code of 1986 to
provide for increased taxpayer protections, having considered the
same, report favorably thereon with an amendment and rec-
ommend that the bill as amended do pass.

CONTENTS

Page
I. Introduction ...................................................................................................... 22

A. Purpose and summary ............................................................................. 22
B. Background and need for legislation ...................................................... 22
C. Legislative history .................................................................................... 23

II. Explanation of the bill ..................................................................................... 23
A. Taxpayer bill of rights 2 provisions ........................................................ 23

1. Taxpayer advocate ................................................................................ 23
a. Establishment of taxpayer advocate within Internal Revenue

Service (sec. 101) ............................................................................ 23
b. Expansion of authority to issue taxpayer assistance orders (sec.

102) .................................................................................................. 25
2. Modifications to installment agreement provisions ............................ 26

a. Notification of reasons for termination of installment agreements
(sec. 201) .......................................................................................... 26

b. Administrative review of termination of installment agreements
(sec. 202) .......................................................................................... 27

3. Abatement of interest and penalties ................................................... 27
a. Expansion of authority to abate interest (sec. 301) ........................ 27
b. Review of IRS failure to abate interest (sec. 302) ........................... 28
c. Extension of interest-free period for payment of tax after notice

and demand (sec. 303) .................................................................... 28
d. Abatement of penalty for failure to make required deposit of

payroll taxes in certain cases (sec. 304) ........................................ 29
4. Joint returns .......................................................................................... 29



2

a. Studies of joint and several liability for married persons filing
joint tax returns and other joint return-related issues (sec.
401) .................................................................................................. 29

b. Joint return may be made after separate returns without full
payment of tax (sec. 402) ............................................................... 31

c. Disclosure of collection activities with respect to joint returns
(sec. 403) .......................................................................................... 32

5. Collection activities ............................................................................... 32
a. Modifications to lien and levy provisions ........................................ 32

i. Withdrawal of public notice of lien (sec. 501(a)) .......................... 32
ii. Return of levied property (sec. 501(b)) ......................................... 33
iii. Modifications in certain levy exemption amounts (sec. 502) .... 34

b. Offers-in-compromise (sec. 503) ........................................................ 34
6. Information returns .............................................................................. 35

a. Civil damages for fraudulent filing of information returns (sec.
601) .................................................................................................. 35

b. Requirement to conduct reasonable investigations of information
returns (sec. 602) ............................................................................ 36

7. Awarding of costs and certain fees ...................................................... 36
a. United States must establish that its position in a proceeding

was substantially justified (sec. 701) ............................................ 36
b. Increased limit on attorney fees (sec. 702) ...................................... 37
c. Failure to agree to extension not taken into account (sec. 703) ..... 37
d. Award of litigation costs permitted in declaratory judgment pro-

ceedings (sec. 704) .......................................................................... 38
8. Modification to recovery of civil damages for unauthorized collec-

tion actions ......................................................................................... 38
a. Increase in limit on recovery of civil damages for unauthorized

collection actions (sec. 801) ............................................................ 38
b. Court discretion to reduce award for litigation costs for failure

to exhaust administrative remedies (sec. 802) ............................. 39
9. Modification to penalty for failure to collect and pay over tax .......... 39

a. Preliminary notice requirement (sec. 901) ...................................... 39
b. Disclosure of certain information where more than one person

subject to penalty (sec. 902) ........................................................... 40
c. Right of contribution from multiple responsible parties (sec. 903) 40
d. Board members of tax-exempt organizations (sec. 904) ................. 41

10. Modification of rules relating to summonses .................................... 42
a. Enrolled agents included as third-party recordkeepers (sec.

1001) ................................................................................................ 42
b. Safeguards relating to designated summonses; annual report

to Congress on designated summonses (secs. 1002–1003) .......... 42
11. Relief from retroactive application of Treasury Department Regu-

lations (sec. 1101) ............................................................................... 44
12. Miscellaneous provisions .................................................................... 45

a. Phone numbers of person providing payee statement required
to be shown on such statement (sec. 1201) .................................. 45

b. Required notice to taxpayers of certain payments (sec. 1202) ....... 45
c. Unauthorized enticement of information disclosure (sec. 1203) .... 46
d. Annual reminders to taxpayers with outstanding delinquent ac-

counts (sec. 1204) ............................................................................ 46
e. Five-year extension of authority for undercover operations (sec.

1205) ................................................................................................ 47
f. Disclosure of returns on cash transactions (sec. 1206) ................... 48
g. Disclosure of returns and return information to designee of

taxpayer (sec. 1207) ........................................................................ 49
h. Report on netting of interest on overpayments and liabilities

(sec. 1208) ........................................................................................ 49
i. Expenses of detection of underpayments and fraud (sec. 1209) ..... 51
j. Use of private delivery services for timely-mailing-as-timely-filed

(sec. 1210) ........................................................................................ 51
k. Reports on misconduct by IRS employees (sec. 1211) .................... 52

B. Revenue offsets ......................................................................................... 53
1. Application of failure-to-pay penalty to substitute returns (sec.

1301) .................................................................................................... 53
2. Excise taxes on amounts of private excess benefits (secs. 1311–

1314) .................................................................................................... 53



3

III. Votes of the committee ..................................................................................... 61
IV. Budget effects of the bill .................................................................................. 61

A. Committee estimates of budgetary effects ............................................. 61
B. Statement regarding new budget authority and tax expenditures ...... 65
C. Cost estimate prepared by the Congressional Budget Office ............... 65

V. Other matters to be discussed under the rules of the House ....................... 67
A. Committee oversight findings and recommendations ........................... 67
B. Summary of findings and recommendations of the Committee on

Government Reform and Oversight ..................................................... 67
C. Inflationary impact statement ................................................................ 67
D. Information relating to unfunded mandates ......................................... 67
E. Applicability of House rule XXI5(c) ........................................................ 68

VI. Changes in existing law made by the bill, as reported ................................. 68

The amendment is as follows:
Strike out all after the enacting clause and insert in lieu thereof

the following:
SECTION 1. SHORT TITLE; AMENDMENT OF 1986 CODE; TABLE OF CONTENTS.

(a) SHORT TITLE.—This Act may be cited as the ‘‘Taxpayer Bill of Rights 2’’.
(b) AMENDMENT OF 1986 CODE.—Except as otherwise expressly provided, when-

ever in this Act an amendment or repeal is expressed in terms of an amendment
to, or repeal of, a section or other provision, the reference shall be considered to be
made to a section or other provision of the Internal Revenue Code of 1986.

(c) TABLE OF CONTENTS.—
Sec. 1. Short title; amendment of 1986 Code; table of contents.

TITLE I—TAXPAYER ADVOCATE

Sec. 101. Establishment of position of Taxpayer Advocate within Internal Revenue Service.
Sec. 102. Expansion of authority to issue Taxpayer Assistance Orders.

TITLE II—MODIFICATIONS TO INSTALLMENT AGREEMENT PROVISIONS

Sec. 201. Notification of reasons for termination of installment agreements.
Sec. 202. Administrative review of termination of installment agreement.

TITLE III—ABATEMENT OF INTEREST AND PENALTIES

Sec. 301. Expansion of authority to abate interest.
Sec. 302. Review of IRS failure to abate interest.
Sec. 303. Extension of interest-free period for payment of tax after notice and demand.
Sec. 304. Abatement of penalty for failure to make required deposits of payroll taxes in certain cases.

TITLE IV—JOINT RETURNS

Sec. 401. Studies of joint return-related issues.
Sec. 402. Joint return may be made after separate returns without full payment of tax.
Sec. 403. Disclosure of collection activities.

TITLE V—COLLECTION ACTIVITIES

Sec. 501. Modifications to lien and levy provisions.
Sec. 502. Modifications to certain levy exemption amounts.
Sec. 503. Offers-in-compromise.

TITLE VI—INFORMATION RETURNS

Sec. 601. Civil damages for fraudulent filing of information returns.
Sec. 602. Requirement to conduct reasonable investigations of information returns.

TITLE VII—AWARDING OF COSTS AND CERTAIN FEES

Sec. 701. United States must establish that its position in proceeding was substantially justified.
Sec. 702. Increased limit on attorney fees.
Sec. 703. Failure to agree to extension not taken into account.
Sec. 704. Award of litigation costs permitted in declaratory judgment proceedings.

TITLE VIII—MODIFICATION TO RECOVERY OF CIVIL DAMAGES FOR UNAUTHORIZED COLLECTION
ACTIONS

Sec. 801. Increase in limit on recovery of civil damages for unauthorized collection actions.
Sec. 802. Court discretion to reduce award for litigation costs for failure to exhaust administrative remedies.

TITLE IX—MODIFICATIONS TO PENALTY FOR FAILURE TO COLLECT AND PAY OVER TAX

Sec. 901. Preliminary notice requirement.
Sec. 902. Disclosure of certain information where more than 1 person liable for penalty for failure to collect

and pay over tax.
Sec. 903. Right of contribution where more than 1 person liable for penalty for failure to collect and pay over

tax.
Sec. 904. Volunteer board members of tax-exempt organizations exempt from penalty for failure to collect and

pay over tax.
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TITLE X—MODIFICATIONS OF RULES RELATING TO SUMMONSES

Sec. 1001. Enrolled agents included as third-party recordkeepers.
Sec. 1002. Safeguards relating to designated summonses.
Sec. 1003. Annual report to Congress concerning designated summonses.

TITLE XI—RELIEF FROM RETROACTIVE APPLICATION OF TREASURY DEPARTMENT REGULATIONS

Sec. 1101. Relief from retroactive application of Treasury Department regulations.

TITLE XII—MISCELLANEOUS PROVISIONS

Sec. 1201. Phone number of person providing payee statements required to be shown on such statement.
Sec. 1202. Required notice of certain payments.
Sec. 1203. Unauthorized enticement of information disclosure.
Sec. 1204. Annual reminders to taxpayers with outstanding delinquent accounts.
Sec. 1205. 5-year extension of authority for undercover operations.
Sec. 1206. Disclosure of Form 8300 information on cash transactions.
Sec. 1207. Disclosure of returns and return information to designee of taxpayer.
Sec. 1208. Study of netting of interest on overpayments and liabilities.
Sec. 1209. Expenses of detection of underpayments and fraud, etc.
Sec. 1210. Use of private delivery services for timely-mailing-as-timely-filing rule.
Sec. 1211. Reports on misconduct of IRS employees.

TITLE XIII—REVENUE OFFSETS

Subtitle A—Application of Failure-to-Pay Penalty to Substitute Returns

Sec. 1301. Application of failure-to-pay penalty to substitute returns.

Subtitle B—Excise Taxes on Amounts of Private Excess Benefits

Sec. 1311. Excise taxes for failure by certain charitable organizations to meet certain qualification require-
ments.

Sec. 1312. Reporting of certain excise taxes and other information.
Sec. 1313. Exempt organizations required to provide copy of return.
Sec. 1314. Increase in penalties on exempt organizations for failure to file complete and timely annual returns.

TITLE I—TAXPAYER ADVOCATE

SEC. 101. ESTABLISHMENT OF POSITION OF TAXPAYER ADVOCATE WITHIN INTERNAL REVE-
NUE SERVICE.

(a) GENERAL RULE.—Section 7802 (relating to Commissioner of Internal Revenue;
Assistant Commissioner (Employee Plans and Exempt Organizations)) is amended
by adding at the end the following new subsection:

‘‘(d) OFFICE OF TAXPAYER ADVOCATE.—
‘‘(1) IN GENERAL.—There is established in the Internal Revenue Service an of-

fice to be known as the ‘Office of the Taxpayer Advocate’. Such office shall be
under the supervision and direction of an official to be known as the ‘Taxpayer
Advocate’ who shall be appointed by and report directly to the Commissioner
of Internal Revenue. The Taxpayer Advocate shall be entitled to compensation
at the same rate as the highest level official reporting directly to the Deputy
Commissioner of the Internal Revenue Service.

‘‘(2) FUNCTIONS OF OFFICE.—
‘‘(A) IN GENERAL.—It shall be the function of the Office of Taxpayer Advo-

cate to—
‘‘(i) assist taxpayers in resolving problems with the Internal Revenue

Service,
‘‘(ii) identify areas in which taxpayers have problems in dealings with

the Internal Revenue Service,
‘‘(iii) to the extent possible, propose changes in the administrative

practices of the Internal Revenue Service to mitigate problems identi-
fied under clause (ii), and

‘‘(iv) identify potential legislative changes which may be appropriate
to mitigate such problems.

‘‘(B) ANNUAL REPORTS.—
‘‘(i) OBJECTIVES.—Not later than June 30 of each calendar year after

1995, the Taxpayer Advocate shall report to the Committee on Ways
and Means of the House of Representatives and the Committee on Fi-
nance of the Senate on the objectives of the Taxpayer Advocate for the
fiscal year beginning in such calendar year. Any such report shall con-
tain full and substantive analysis, in addition to statistical information.

‘‘(ii) ACTIVITIES.—Not later than December 31 of each calendar year
after 1995, the Taxpayer Advocate shall report to the Committee on
Ways and Means of the House of Representatives and the Committee
on Finance of the Senate on the activities of the Taxpayer Advocate
during the fiscal year ending during such calendar year. Any such re-
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port shall contain full and substantive analysis, in addition to statis-
tical information, and shall—

‘‘(I) identify the initiatives the Taxpayer Advocate has taken on
improving taxpayer services and Internal Revenue Service respon-
siveness,

‘‘(II) contain recommendations received from individuals with the
authority to issue Taxpayer Assistance Orders under section 7811,

‘‘(III) contain a summary of at least 20 of the most serious prob-
lems encountered by taxpayers, including a description of the na-
ture of such problems,

‘‘(IV) contain an inventory of the items described in subclauses
(I), (II), and (III) for which action has been taken and the result
of such action,

‘‘(V) contain an inventory of the items described in subclauses (I),
(II), and (III) for which action remains to be completed and the pe-
riod during which each item has remained on such inventory,

‘‘(VI) contain an inventory of the items described in subclauses
(II) and (III) for which no action has been taken, the period during
which each item has remained on such inventory, the reasons for
the inaction, and identify any Internal Revenue Service official who
is responsible for such inaction,

‘‘(VII) identify any Taxpayer Assistance Order which was not
honored by the Internal Revenue Service in a timely manner, as
specified under section 7811(b),

‘‘(VIII) contain recommendations for such administrative and leg-
islative action as may be appropriate to resolve problems encoun-
tered by taxpayers,

‘‘(IX) describe the extent to which regional problem resolution of-
ficers participate in the selection and evaluation of local problem
resolution officers, and

‘‘(X) include such other information as the Taxpayer Advocate
may deem advisable.

‘‘(iii) REPORT TO BE SUBMITTED DIRECTLY.—Each report required
under this subparagraph shall be provided directly to the Committees
referred to in clauses (i) and (ii) without any prior review or comment
from the Commissioner, the Secretary of the Treasury, any other officer
or employee of the Department of the Treasury, or the Office of Man-
agement and Budget.

‘‘(3) RESPONSIBILITIES OF COMMISSIONER.—The Commissioner of Internal Rev-
enue shall establish procedures requiring a formal response to all recommenda-
tions submitted to the Commissioner by the Taxpayer Advocate within 3
months after submission to the Commissioner.’’.

(b) CONFORMING AMENDMENTS.—
(1) Section 7811 (relating to Taxpayer Assistance Orders) is amended—

(A) by striking ‘‘the Office of Ombudsman’’ in subsection (a) and inserting
‘‘the Office of the Taxpayer Advocate’’, and

(B) by striking ‘‘Ombudsman’’ each place it appears (including in the
headings of subsections (e) and (f)) and inserting ‘‘Taxpayer Advocate’’.

(2) The heading for section 7802 is amended to read as follows:
‘‘SEC. 7802. COMMISSIONER OF INTERNAL REVENUE; ASSISTANT COMMISSIONERS; TAXPAYER

ADVOCATE.’’

(3) The table of sections for subchapter A of chapter 80 is amended by strik-
ing the item relating to section 7802 and inserting the following new item:

‘‘Sec. 7802. Commissioner of Internal Revenue; Assistant Commissioners; Taxpayer Advo-
cate.’’

(c) EFFECTIVE DATE.—The amendments made by this section shall take effect on
the date of the enactment of this Act.
SEC. 102. EXPANSION OF AUTHORITY TO ISSUE TAXPAYER ASSISTANCE ORDERS.

(a) TERMS OF ORDERS.—Subsection (b) of section 7811 (relating to terms of Tax-
payer Assistance Orders) is amended—

(1) by inserting ‘‘within a specified time period’’ after ‘‘the Secretary’’, and
(2) by inserting ‘‘take any action as permitted by law,’’ after ‘‘cease any ac-

tion,’’.
(b) LIMITATION ON AUTHORITY TO MODIFY OR RESCIND.—Section 7811(c) (relating

to authority to modify or rescind) is amended to read as follows:
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‘‘(c) AUTHORITY TO MODIFY OR RESCIND.—Any Taxpayer Assistance Order issued
by the Taxpayer Advocate under this section may be modified or rescinded—

‘‘(1) only by the Taxpayer Advocate, the Commissioner of Internal Revenue,
or the Deputy Commissioner of Internal Revenue, and

‘‘(2) only if a written explanation of the reasons for the modification or rescis-
sion is provided to the Taxpayer Advocate.’’

(c) EFFECTIVE DATE.—The amendments made by this section shall take effect on
the date of the enactment of this Act.

TITLE II—MODIFICATIONS TO INSTALLMENT
AGREEMENT PROVISIONS

SEC. 201. NOTIFICATION OF REASONS FOR TERMINATION OF INSTALLMENT AGREEMENTS.

(a) TERMINATIONS.—Subsection (b) of section 6159 (relating to extent to which
agreements remain in effect) is amended by adding at the end the following new
paragraph:

‘‘(5) NOTICE REQUIREMENTS.—The Secretary may not take any action under
paragraph (2), (3), or (4) unless—

‘‘(A) a notice of such action is provided to the taxpayer not later than the
day 30 days before the date of such action, and

‘‘(B) such notice includes an explanation why the Secretary intends to
take such action.

The preceding sentence shall not apply in any case in which the Secretary be-
lieves that collection of any tax to which an agreement under this section re-
lates is in jeopardy.’’

(b) CONFORMING AMENDMENT.—Paragraph (3) of section 6159(b) is amended to
read as follows:

‘‘(3) SUBSEQUENT CHANGE IN FINANCIAL CONDITIONS.—If the Secretary makes
a determination that the financial condition of a taxpayer with whom the Sec-
retary has entered into an agreement under subsection (a) has significantly
changed, the Secretary may alter, modify, or terminate such agreement.’’

(c) EFFECTIVE DATE.—The amendments made by this section shall take effect on
the date 6 months after the date of the enactment of this Act.
SEC. 202. ADMINISTRATIVE REVIEW OF TERMINATION OF INSTALLMENT AGREEMENT.

(a) GENERAL RULE.—Section 6159 (relating to agreements for payment of tax li-
ability in installments) is amended by adding at the end the following new sub-
section:

‘‘(c) ADMINISTRATIVE REVIEW.—The Secretary shall establish procedures for an
independent administrative review of terminations of installment agreements under
this section for taxpayers who request such a review.’’

(b) EFFECTIVE DATE.—The amendment made by subsection (a) shall take effect on
January 1, 1997.

TITLE III—ABATEMENT OF INTEREST AND PENALTIES

SEC. 301. EXPANSION OF AUTHORITY TO ABATE INTEREST.

(a) GENERAL RULE.—Paragraph (1) of section 6404(e) (relating to abatement of in-
terest in certain cases) is amended—

(1) by inserting ‘‘unreasonable’’ before ‘‘error’’ each place it appears in sub-
paragraphs (A) and (B), and

(2) by striking ‘‘in performing a ministerial act’’ each place it appears and in-
serting ‘‘in performing a ministerial or managerial act’’.

(b) CLERICAL AMENDMENT.—The subsection heading for subsection (e) of section
6404 is amended—

(1) by striking ‘‘ASSESSMENTS’’ and inserting ‘‘ABATEMENT’’, and
(2) by inserting ‘‘UNREASONABLE’’ before ‘‘ERRORS’’.

(c) EFFECTIVE DATE.—The amendments made by this section shall apply to inter-
est accruing with respect to deficiencies or payments for taxable years beginning
after the date of the enactment of this Act.
SEC. 302. REVIEW OF IRS FAILURE TO ABATE INTEREST.

(a) IN GENERAL.—Section 6404 is amended by adding at the end the following new
subsection:

‘‘(g) REVIEW OF DENIAL OF REQUEST FOR ABATEMENT OF INTEREST.—
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‘‘(1) IN GENERAL.—The Tax Court shall have jurisdiction over any action
brought by a taxpayer who meets the requirements referred to in section
7430(c)(4)(A)(iii) to determine whether the Secretary’s failure to abate interest
under this section was an abuse of discretion, and may order an abatement, if
such action is brought within 180 days after the date of the mailing of the Sec-
retary’s final determination not to abate such interest.

‘‘(2) SPECIAL RULES.—
‘‘(A) DATE OF MAILING.—Rules similar to the rules of section 6213 shall

apply for purposes of determining the date of the mailing referred to in
paragraph (1).

‘‘(B) RELIEF.—Rules similar to the rules of section 6512(b) shall apply for
purposes of this subsection.

‘‘(C) REVIEW.—An order of the Tax Court under this subsection shall be
reviewable in the same manner as a decision of the Tax Court, but only
with respect to the matters determined in such order.’’

(b) EFFECTIVE DATE.—The amendment made by this section shall apply to re-
quests for abatement after the date of the enactment of this Act.
SEC. 303. EXTENSION OF INTEREST-FREE PERIOD FOR PAYMENT OF TAX AFTER NOTICE AND

DEMAND.

(a) GENERAL RULE.—Paragraph (3) of section 6601(e) (relating to payments made
within 10 days after notice and demand) is amended to read as follows:

‘‘(3) PAYMENTS MADE WITHIN SPECIFIED PERIOD AFTER NOTICE AND DEMAND.—
If notice and demand is made for payment of any amount and if such amount
is paid within 21 calendar days (10 business days if the amount for which such
notice and demand is made equals or exceeds $100,000) after the date of such
notice and demand, interest under this section on the amount so paid shall not
be imposed for the period after the date of such notice and demand.’’

(b) CONFORMING AMENDMENTS.—
(1) Subparagraph (A) of section 6601(e)(2) is amended by striking ‘‘10 days

from the date of notice and demand therefor’’ and inserting ‘‘21 calendar days
from the date of notice and demand therefor (10 business days if the amount
for which such notice and demand is made equals or exceeds $100,000)’’.

(2) Paragraph (3) of section 6651(a) is amended by striking ‘‘10 days of the
date of the notice and demand therefor’’ and inserting ‘‘21 calendar days from
the date of notice and demand therefor (10 business days if the amount for
which such notice and demand is made equals or exceeds $100,000)’’.

(c) EFFECTIVE DATE.—The amendments made by this section shall apply in the
case of any notice and demand given after December 31, 1996.
SEC. 304. ABATEMENT OF PENALTY FOR FAILURE TO MAKE REQUIRED DEPOSITS OF PAY-

ROLL TAXES IN CERTAIN CASES.

(a) IN GENERAL.—Section 6656 (relating to failure to make deposit of taxes) is
amended by adding at the end the following new subsections:

‘‘(c) EXCEPTION FOR FIRST-TIME DEPOSITORS OF EMPLOYMENT TAXES.—The Sec-
retary may waive the penalty imposed by subsection (a) on a person’s inadvertent
failure to deposit any employment tax if—

‘‘(1) such person meets the requirements referred to in section
7430(c)(4)(A)(iii),

‘‘(2) such failure occurs during the 1st quarter that such person was required
to deposit any employment tax, and

‘‘(3) the return of such tax was filed on or before the due date.
For purposes of this subsection, the term ‘employment taxes’ means the taxes im-
posed by subtitle C.

‘‘(d) AUTHORITY TO ABATE PENALTY WHERE DEPOSIT SENT TO SECRETARY.—The
Secretary may abate the penalty imposed by subsection (a) with respect to the first
time a depositor is required to make a deposit if the amount required to be depos-
ited is inadvertently sent to the Secretary instead of to the appropriate government
depository.’’

(b) EFFECTIVE DATE.—The amendment made by subsection (a) shall apply to de-
posits required to be made after the date of the enactment of this Act.

TITLE IV—JOINT RETURNS

SEC. 401. STUDIES OF JOINT RETURN-RELATED ISSUES.

The Secretary of the Treasury or his delegate and the Comptroller General of the
United States shall each conduct separate studies of—
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(1) the effects of changing the liability for tax on a joint return from being
joint and several to being proportionate to the tax attributable to each spouse,

(2) the effects of providing that, if a divorce decree allocates liability for tax
on a joint return filed before the divorce, the Secretary may collect such liability
only in accordance with the decree,

(3) whether those provisions of the Internal Revenue Code of 1986 intended
to provide relief to innocent spouses provide meaningful relief in all cases where
such relief is appropriate, and

(4) the effect of providing that community income (as defined in section 66(d)
of such Code) which, in accordance with the rules contained in section 879(a)
of such Code, would be treated as the income of one spouse is exempt from a
levy for failure to pay any tax imposed by subtitle A by the other spouse for
a taxable year ending before their marriage.

The reports of such studies shall be submitted to the Committee on Ways and
Means of the House of Representatives and the Committee on Finance of the Senate
within 6 months after the date of the enactment of this Act.
SEC. 402. JOINT RETURN MAY BE MADE AFTER SEPARATE RETURNS WITHOUT FULL PAY-

MENT OF TAX.

(a) GENERAL RULE.—Paragraph (2) of section 6013(b) (relating to limitations on
filing of joint return after filing separate returns) is amended by striking subpara-
graph (A) and redesignating the following subparagraphs accordingly.

(b) EFFECTIVE DATE.—The amendment made by subsection (a) shall apply to tax-
able years beginning after the date of the enactment of this Act.
SEC. 403. DISCLOSURE OF COLLECTION ACTIVITIES.

(a) IN GENERAL.—Subsection (e) of section 6103 (relating to disclosure to persons
having material interest) is amended by adding at the end the following new para-
graph:

‘‘(8) DISCLOSURE OF COLLECTION ACTIVITIES WITH RESPECT TO JOINT RETURN.—
If any deficiency of tax with respect to a joint return is assessed and the indi-
viduals filing such return are no longer married or no longer reside in the same
household, upon request in writing by either of such individuals, the Secretary
shall disclose in writing to the individual making the request whether the Sec-
retary has attempted to collect such deficiency from such other individual, the
general nature of such collection activities, and the amount collected. The pre-
ceding sentence shall not apply to any deficiency which may not be collected by
reason of section 6502.’’

(b) EFFECTIVE DATE.—The amendment made by this section shall apply to re-
quests made after the date of the enactment of this Act.

TITLE V—COLLECTION ACTIVITIES

SEC. 501. MODIFICATIONS TO LIEN AND LEVY PROVISIONS.

(a) WITHDRAWAL OF CERTAIN NOTICES.—Section 6323 (relating to validity and pri-
ority against certain persons) is amended by adding at the end the following new
subsection:

‘‘(j) WITHDRAWAL OF NOTICE IN CERTAIN CIRCUMSTANCES.—
‘‘(1) IN GENERAL.—The Secretary may withdraw a notice of a lien filed under

this section and this chapter shall be applied as if the withdrawn notice had
not been filed, if the Secretary determines that—

‘‘(A) the filing of such notice was premature or otherwise not in accord-
ance with administrative procedures of the Secretary,

‘‘(B) the taxpayer has entered into an agreement under section 6159 to
satisfy the tax liability for which the lien was imposed by means of install-
ment payments, unless such agreement provides otherwise,

‘‘(C) the withdrawal of such notice will facilitate the collection of the tax
liability, or

‘‘(D) with the consent of the taxpayer or the Taxpayer Advocate, the with-
drawal of such notice would be in the best interests of the taxpayer (as de-
termined by the Taxpayer Advocate) and the United States.

Any such withdrawal shall be made by filing notice at the same office as the
withdrawn notice. A copy of such notice of withdrawal shall be provided to the
taxpayer.

‘‘(2) NOTICE TO CREDIT AGENCIES, ETC.—Upon written request by the taxpayer
with respect to whom a notice of a lien was withdrawn under paragraph (1),
the Secretary shall promptly make reasonable efforts to notify credit reporting
agencies, and any financial institution or creditor whose name and address is



9

specified in such request, of the withdrawal of such notice. Any such request
shall be in such form as the Secretary may prescribe.’’

(b) RETURN OF LEVIED PROPERTY IN CERTAIN CASES.—Section 6343 (relating to
authority to release levy and return property) is amended by adding at the end the
following new subsection:

‘‘(d) RETURN OF PROPERTY IN CERTAIN CASES.—If—
‘‘(1) any property has been levied upon, and
‘‘(2) the Secretary determines that—

‘‘(A) the levy on such property was premature or otherwise not in accord-
ance with administrative procedures of the Secretary,

‘‘(B) the taxpayer has entered into an agreement under section 6159 to
satisfy the tax liability for which the levy was imposed by means of install-
ment payments, unless such agreement provides otherwise,

‘‘(C) the return of such property will facilitate the collection of the tax li-
ability, or

‘‘(D) with the consent of the taxpayer or the Taxpayer Advocate, the re-
turn of such property would be in the best interests of the taxpayer (as de-
termined by the Taxpayer Advocate) and the United States,

the provisions of subsection (b) shall apply in the same manner as if such property
had been wrongly levied upon, except that no interest shall be allowed under sub-
section (c).’’

(d) EFFECTIVE DATE.—The amendments made by this section shall take effect on
the date of the enactment of this Act.
SEC. 502. MODIFICATIONS TO CERTAIN LEVY EXEMPTION AMOUNTS.

(a) FUEL, ETC.—Paragraph (2) of section 6334(a) (relating to fuel, provisions, fur-
niture, and personal effects exempt from levy) is amended—

(1) by striking ‘‘If the taxpayer is the head of a family, so’’ and inserting ‘‘So’’,
(2) by striking ‘‘his household’’ and inserting ‘‘the taxpayer’s household’’, and
(3) by striking ‘‘$1,650 ($1,550 in the case of levies issued during 1989)’’ and

inserting ‘‘$2,500’’.
(b) BOOKS, ETC.—Paragraph (3) of section 6334(a) (relating to books and tools of

a trade, business, or profession) is amended by striking ‘‘$1,100 ($1,050 in the case
of levies issued during 1989)’’ and inserting ‘‘$1,250’’.

(c) INFLATION ADJUSTMENT.—Section 6334 (relating to property exempt from levy)
is amended by adding at the end the following new subsection:

‘‘(f) INFLATION ADJUSTMENT.—
‘‘(1) IN GENERAL.—In the case of any calendar year beginning after 1997, each

dollar amount referred to in paragraphs (2) and (3) of subsection (a) shall be
increased by an amount equal to—

‘‘(A) such dollar amount, multiplied by
‘‘(B) the cost-of-living adjustment determined under section 1(f)(3) for

such calendar year, by substituting ‘calendar year 1996’ for ‘calendar year
1992’ in subparagraph (B) thereof.

‘‘(2) ROUNDING.—If any dollar amount after being increased under paragraph
(1) is not a multiple of $10, such dollar amount shall be rounded to the nearest
multiple of $10.’’.

(d) EFFECTIVE DATE.—The amendments made by this section shall take effect
with respect to levies issued after December 31, 1996.
SEC. 503. OFFERS-IN-COMPROMISE.

(a) REVIEW REQUIREMENTS.—Subsection (b) of section 7122 (relating to records) is
amended by striking ‘‘$500.’’ and inserting ‘‘$50,000. However, such compromise
shall be subject to continuing quality review by the Secretary.’’.

(b) EFFECTIVE DATE.—The amendment made by this section shall take effect on
the date of the enactment of this Act.

TITLE VI—INFORMATION RETURNS

SEC. 601. CIVIL DAMAGES FOR FRAUDULENT FILING OF INFORMATION RETURNS.

(a) GENERAL RULE.—Subchapter B of chapter 76 (relating to proceedings by tax-
payers and third parties) is amended by redesignating section 7434 as section 7435
and by inserting after section 7433 the following new section:
‘‘SEC. 7434. CIVIL DAMAGES FOR FRAUDULENT FILING OF INFORMATION RETURNS.

‘‘(a) IN GENERAL.—If any person willfully files a fraudulent information return
with respect to payments purported to be made to any other person, such other per-
son may bring a civil action for damages against the person so filing such return.



10

‘‘(b) DAMAGES.—In any action brought under subsection (a), upon a finding of li-
ability on the part of the defendant, the defendant shall be liable to the plaintiff
in an amount equal to the greater of $5,000 or the sum of—

‘‘(1) any actual damages sustained by the plaintiff as a proximate result of
the filing of the fraudulent information return (including any costs attributable
to resolving deficiencies asserted as a result of such filing),

‘‘(2) the costs of the action, and
‘‘(3) in the court’s discretion, reasonable attorneys fees.

‘‘(c) PERIOD FOR BRINGING ACTION.—Notwithstanding any other provision of law,
an action to enforce the liability created under this section may be brought without
regard to the amount in controversy and may be brought only within the later of—

‘‘(1) 6 years after the date of the filing of the fraudulent information return,
or

‘‘(2) 1 year after the date such fraudulent information return would have been
discovered by exercise of reasonable care.

‘‘(d) COPY OF COMPLAINT FILED WITH IRS—Any person bringing an action under
subsection (a) shall provide a copy of the complaint to the Internal Revenue Service
upon the filing of such complaint with the court.

‘‘(e) FINDING OF COURT TO INCLUDE CORRECT AMOUNT OF PAYMENT.—The decision
of the court awarding damages in an action brought under subsection (a) shall in-
clude a finding of the correct amount which should have been reported in the infor-
mation return.

‘‘(f) INFORMATION RETURN.—For purposes of this section, the term ‘information re-
turn’ means any statement described in section 6724(d)(1)(A).’’

(b) CLERICAL AMENDMENT.—The table of sections for subchapter B of chapter 76
is amended by striking the item relating to section 7434 and inserting the following:

‘‘Sec. 7434. Civil damages for fraudulent filing of information returns.
‘‘Sec. 7435. Cross references.’’

(c) EFFECTIVE DATE.—The amendments made by this section shall apply to fraud-
ulent information returns filed after the date of the enactment of this Act.
SEC. 602. REQUIREMENT TO CONDUCT REASONABLE INVESTIGATIONS OF INFORMATION RE-

TURNS.

(a) GENERAL RULE.—Section 6201 (relating to assessment authority) is amended
by redesignating subsection (d) as subsection (e) and by inserting after subsection
(c) the following new subsection:

‘‘(d) REQUIRED REASONABLE VERIFICATION OF INFORMATION RETURNS.—In any
court proceeding, if a taxpayer asserts a reasonable dispute with respect to any item
of income reported on an information return filed with the Secretary under subpart
B or C of part III of subchapter A of chapter 61 by a third party and the taxpayer
has fully cooperated with the Secretary (including providing, within a reasonable pe-
riod of time, access to and inspection of all witnesses, information, and documents
within the control of the taxpayer as reasonably requested by the Secretary), the
Secretary shall have the burden of producing reasonable and probative information
concerning such deficiency in addition to such information return.’’

(b) EFFECTIVE DATE.—The amendment made by subsection (a) shall take effect on
the date of the enactment of this Act.

TITLE VII—AWARDING OF COSTS AND CERTAIN FEES

SEC. 701. UNITED STATES MUST ESTABLISH THAT ITS POSITION IN PROCEEDING WAS SUB-
STANTIALLY JUSTIFIED.

(a) GENERAL RULE.—Subparagraph (A) of section 7430(c)(4) (defining prevailing
party) is amended by striking clause (i) and by redesignating clauses (ii) and (iii)
as clauses (i) and (ii), respectively.

(b) BURDEN OF PROOF ON UNITED STATES.—Paragraph (4) of section 7430(c) is
amended by redesignating subparagraph (B) as subparagraph (C) and by inserting
after subparagraph (A) the following new subparagraph:

‘‘(B) EXCEPTION IF UNITED STATES ESTABLISHES THAT ITS POSITION WAS
SUBSTANTIALLY JUSTIFIED.—

‘‘(i) GENERAL RULE.—A party shall not be treated as the prevailing
party in a proceeding to which subsection (a) applies if the United
States establishes that the position of the United States in the proceed-
ing was substantially justified.

‘‘(ii) PRESUMPTION OF NO JUSTIFICATION IF INTERNAL REVENUE SERV-
ICE DIDN’T FOLLOW CERTAIN PUBLISHED GUIDANCE.—For purposes of
clause (i), the position of the United States shall be presumed not to
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be substantially justified if the Internal Revenue Service did not follow
its applicable published guidance in the administrative proceeding.
Such presumption may be rebutted.

‘‘(iii) APPLICABLE PUBLISHED GUIDANCE.—For purposes of clause (ii),
the term ‘applicable published guidance’ means—

‘‘(I) regulations, revenue rulings, revenue procedures, information
releases, notices, and announcements, and

‘‘(II) any of the following which are issued to the taxpayer: pri-
vate letter rulings, technical advice memoranda, and determination
letters.’’

(c) CONFORMING AMENDMENTS.—
(1) Subparagraph (B) of section 7430(c)(2) is amended by striking ‘‘paragraph

(4)(B)’’ and inserting ‘‘paragraph (4)(C)’’.
(2) Subparagraph (C) of section 7430(c)(4), as redesignated by subsection (b),

is amended by striking ‘‘subparagraph (A)’’ and inserting ‘‘this paragraph’’.
(3) Sections 6404(g) and 6656(c)(1), as amended by this Act, are each amend-

ed by striking ‘‘section 7430(c)(4)(A)(iii)’’ and inserting ‘‘section 7430(c)(4)(A)(ii)’’.
(d) EFFECTIVE DATE.—The amendments made by this section shall apply in the

case of proceedings commenced after the date of the enactment of this Act.
SEC. 702. INCREASED LIMIT ON ATTORNEY FEES.

(a) IN GENERAL.—Paragraph (1) of section 7430(c) (defining reasonable litigation
costs) is amended—

(1) by striking ‘‘$75’’ in clause (iii) of subparagraph (B) and inserting ‘‘$110’’,
(2) by striking ‘‘an increase in the cost of living or’’ in clause (iii) of subpara-

graph (B), and
(3) by adding after clause (iii) the following:

‘‘In the case of any calendar year beginning after 1996, the dollar amount re-
ferred to in clause (iii) shall be increased by an amount equal to such dollar
amount multiplied by the cost-of-living adjustment determined under section
1(f)(3) for such calendar year, by substituting ‘calendar year 1995’ for ‘calendar
year 1992’ in subparagraph (B) thereof. If any dollar amount after being in-
creased under the preceding sentence is not a multiple of $10, such dollar
amount shall be rounded to the nearest multiple of $10.’’

(b) EFFECTIVE DATE.—The amendment made by this section shall apply in the
case of proceedings commenced after the date of the enactment of this Act.
SEC. 703. FAILURE TO AGREE TO EXTENSION NOT TAKEN INTO ACCOUNT.

(a) IN GENERAL.—Paragraph (1) of section 7430(b) (relating to requirement that
administrative remedies be exhausted) is amended by adding at the end the follow-
ing new sentence: ‘‘Any failure to agree to an extension of the time for the assess-
ment of any tax shall not be taken into account for purposes of determining whether
the prevailing party meets the requirements of the preceding sentence.’’

(b) EFFECTIVE DATE.—The amendment made by this section shall apply in the
case of proceedings commenced after the date of the enactment of this Act.
SEC. 704. AWARD OF LITIGATION COSTS PERMITTED IN DECLARATORY JUDGMENT PROCEED-

INGS.

(a) IN GENERAL.—Subsection (b) of section 7430 is amended by striking paragraph
(3) and by redesignating paragraph (4) as paragraph (3).

(b) EFFECTIVE DATE.—The amendment made by this section shall apply in the
case of proceedings commenced after the date of the enactment of this Act.

TITLE VIII—MODIFICATION TO RECOVERY OF CIVIL
DAMAGES FOR UNAUTHORIZED COLLECTION ACTIONS

SEC. 801. INCREASE IN LIMIT ON RECOVERY OF CIVIL DAMAGES FOR UNAUTHORIZED COL-
LECTION ACTIONS.

(a) GENERAL RULE.—Subsection (b) of section 7433 (relating to damages) is
amended by striking ‘‘$100,000’’ and inserting ‘‘$1,000,000’’.

(b) EFFECTIVE DATE.—The amendment made by subsection (a) shall apply to ac-
tions by officers or employees of the Internal Revenue Service after the date of the
enactment of this Act.
SEC. 802. COURT DISCRETION TO REDUCE AWARD FOR LITIGATION COSTS FOR FAILURE TO

EXHAUST ADMINISTRATIVE REMEDIES.

(a) GENERAL RULE.—Paragraph (1) of section 7433(d) (relating to civil damages
for certain unauthorized collection actions) is amended to read as follows:
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‘‘(1) AWARD FOR DAMAGES MAY BE REDUCED IF ADMINISTRATIVE REMEDIES NOT
EXHAUSTED.—The amount of damages awarded under subsection (b) may be re-
duced if the court determines that the plaintiff has not exhausted the adminis-
trative remedies available to such plaintiff within the Internal Revenue Serv-
ice.’’

(b) EFFECTIVE DATE.—The amendment made by this section shall apply in the
case of proceedings commenced after the date of the enactment of this Act.

TITLE IX—MODIFICATIONS TO PENALTY FOR FAILURE
TO COLLECT AND PAY OVER TAX

SEC. 901. PRELIMINARY NOTICE REQUIREMENT.

(a) IN GENERAL.—Section 6672 (relating to failure to collect and pay over tax, or
attempt to evade or defeat tax) is amended by redesignating subsection (b) as sub-
section (c) and by inserting after subsection (a) the following new subsection:

‘‘(b) PRELIMINARY NOTICE REQUIREMENT.—
‘‘(1) IN GENERAL.—No penalty shall be imposed under subsection (a) unless

the Secretary notifies the taxpayer in writing by mail to an address as deter-
mined under section 6212(b) that the taxpayer shall be subject to an assessment
of such penalty.

‘‘(2) TIMING OF NOTICE.—The mailing of the notice described in paragraph (1)
shall precede any notice and demand of any penalty under subsection (a) by at
least 60 days.

‘‘(3) STATUTE OF LIMITATIONS.—If a notice described in paragraph (1) with re-
spect to any penalty is mailed before the expiration of the period provided by
section 6501 for the assessment of such penalty (determined without regard to
this paragraph), the period provided by such section for the assessment of such
penalty shall not expire before the later of—

‘‘(A) the date 90 days after the date on which such notice was mailed, or
‘‘(B) if there is a timely protest of the proposed assessment, the date 30

days after the Secretary makes a final administrative determination with
respect to such protest.

‘‘(4) EXCEPTION FOR JEOPARDY.—This subsection shall not apply if the Sec-
retary finds that the collection of the penalty is in jeopardy.’’

(b) EFFECTIVE DATE.—The amendment made by subsection (a) shall apply to pro-
posed assessments made after June 30, 1996.
SEC. 902. DISCLOSURE OF CERTAIN INFORMATION WHERE MORE THAN 1 PERSON LIABLE

FOR PENALTY FOR FAILURE TO COLLECT AND PAY OVER TAX.

(a) IN GENERAL.—Subsection (e) of section 6103 (relating to disclosure to persons
having material interest), as amended by section 403, is amended by adding at the
end the following new paragraph:

‘‘(9) DISCLOSURE OF CERTAIN INFORMATION WHERE MORE THAN 1 PERSON SUB-
JECT TO PENALTY UNDER SECTION 6672.—If the Secretary determines that a per-
son is liable for a penalty under section 6672(a) with respect to any failure,
upon request in writing of such person, the Secretary shall disclose in writing
to such person—

‘‘(A) the name of any other person whom the Secretary has determined
to be liable for such penalty with respect to such failure, and

‘‘(B) whether the Secretary has attempted to collect such penalty from
such other person, the general nature of such collection activities, and the
amount collected.’’

(b) EFFECTIVE DATE.—The amendment made by subsection (a) shall take effect on
the date of the enactment of this Act.
SEC. 903. RIGHT OF CONTRIBUTION WHERE MORE THAN 1 PERSON LIABLE FOR PENALTY

FOR FAILURE TO COLLECT AND PAY OVER TAX.

(a) IN GENERAL.—Section 6672 (relating to failure to collect and pay over tax, or
attempt to evade or defeat tax) is amended by adding at the end the following new
subsection:

‘‘(d) RIGHT OF CONTRIBUTION WHERE MORE THAN 1 PERSON LIABLE FOR PEN-
ALTY.—If more than 1 person is liable for the penalty under subsection (a) with re-
spect to any tax, each person who paid such penalty shall be entitled to recover from
other persons who are liable for such penalty an amount equal to the excess of the
amount paid by such person over such person’s proportionate share of the penalty.
Any claim for such a recovery may be made only in a proceeding which is separate
from, and is not joined or consolidated with—

‘‘(1) an action for collection of such penalty brought by the United States, or
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‘‘(2) a proceeding in which the United States files a counterclaim or third-
party complaint for the collection of such penalty.’’

(b) EFFECTIVE DATE.—The amendment made by subsection (a) shall apply to pen-
alties assessed after the date of the enactment of this Act.
SEC. 904. VOLUNTEER BOARD MEMBERS OF TAX-EXEMPT ORGANIZATIONS EXEMPT FROM

PENALTY FOR FAILURE TO COLLECT AND PAY OVER TAX.

(a) IN GENERAL.—Section 6672 is amended by adding at the end the following new
subsection:

‘‘(e) EXCEPTION FOR VOLUNTARY BOARD MEMBERS OF TAX-EXEMPT ORGANIZA-
TIONS.—No penalty shall be imposed by subsection (a) on any unpaid, volunteer
member of any board of trustees or directors of an organization exempt from tax
under subtitle A if such member—

‘‘(1) is solely serving in an honorary capacity,
‘‘(2) does not participate in the day-to-day or financial operations of the orga-

nization, and
‘‘(3) does not have actual knowledge of the failure on which such penalty is

imposed.
The preceding sentence shall not apply if it results in no person being liable for the
penalty imposed by subsection (a).’’

(b) PUBLIC INFORMATION REQUIREMENTS.—
(1) IN GENERAL.—The Secretary of the Treasury or the Secretary’s delegate

(hereafter in this subsection referred to as the ‘‘Secretary’’) shall take such ac-
tions as may be appropriate to ensure that employees are aware of their respon-
sibilities under the Federal tax depository system, the circumstances under
which employees may be liable for the penalty imposed by section 6672 of the
Internal Revenue Code of 1986, and the responsibility to promptly report to the
Internal Revenue Service any failure referred to in subsection (a) of such section
6672. Such actions shall include—

(A) printing of a warning on deposit coupon booklets and the appropriate
tax returns that certain employees may be liable for the penalty imposed
by such section 6672, and

(B) the development of a special information packet.
(2) DEVELOPMENT OF EXPLANATORY MATERIALS.—The Secretary shall develop

materials explaining the circumstances under which board members of tax-ex-
empt organizations (including voluntary and honorary members) may be subject
to penalty under section 6672 of such Code. Such materials shall be made avail-
able to tax-exempt organizations.

(3) IRS INSTRUCTIONS.—The Secretary shall clarify the instructions to Inter-
nal Revenue Service employees on the application of the penalty under section
6672 of such Code with regard to voluntary members of boards of trustees or
directors of tax-exempt organizations.

TITLE X—MODIFICATIONS OF RULES RELATING TO
SUMMONSES

SEC. 1001. ENROLLED AGENTS INCLUDED AS THIRD-PARTY RECORDKEEPERS.

(a) IN GENERAL.—Paragraph (3) of section 7609(a) (relating to third-party record-
keeper defined) is amended by striking ‘‘and’’ at the end of subparagraph (G), by
striking the period at the end of subparagraph (H) and inserting ‘‘; and’’, and by
adding at the end the following the subparagraph:

‘‘(I) any enrolled agent.’’
(b) EFFECTIVE DATE.—The amendment made by subsection (a) shall apply to sum-

monses issued after the date of the enactment of this Act.
SEC. 1002. SAFEGUARDS RELATING TO DESIGNATED SUMMONSES.

(a) STANDARD OF REVIEW.—Subparagraph (A) of section 6503(k)(2) (defining des-
ignated summons) is amended by redesignating clauses (i) and (ii) as clauses (ii) and
(iii), respectively, and by inserting before clause (ii) (as so redesignated) the follow-
ing new clause:

‘‘(i) the issuance of such summons is preceded by a review of such is-
suance by the regional counsel of the Office of Chief Counsel for the
region in which the examination of the corporation is being conducted,’’.

(b) LIMITATION ON PERSONS TO WHOM DESIGNATED SUMMONS MAY BE ISSUED.—
Paragraph (1) of section 6503(k) is amended by striking ‘‘with respect to any return
of tax by a corporation’’ and inserting ‘‘to a corporation (or to any other person to
whom the corporation has transferred records) with respect to any return of tax by
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such corporation for a taxable year (or other period) for which such corporation is
being examined under the coordinated examination program (or any successor pro-
gram) of the Internal Revenue Service’’.

(c) CLERICAL AMENDMENT.—Section 6503 is amended by redesignating subsections
(k) and (l) (as amended by this section) as subsections (j) and (k), respectively.

(d) EFFECTIVE DATE.—The amendments made by this section shall apply to sum-
monses issued after the date of the enactment of this Act.
SEC. 1003. ANNUAL REPORT TO CONGRESS CONCERNING DESIGNATED SUMMONSES.

Not later than December 31 of each calendar year after 1995, the Secretary of the
Treasury or his delegate shall report to the Committee on Ways and Means of the
House of Representatives and the Committee on Finance of the Senate on the num-
ber of designated summonses (as defined in section 6503(j) of the Internal Revenue
Code of 1986) which were issued during the preceding 12 months.

TITLE XI—RELIEF FROM RETROACTIVE APPLICATION
OF TREASURY DEPARTMENT REGULATIONS

SEC. 1101. RELIEF FROM RETROACTIVE APPLICATION OF TREASURY DEPARTMENT REGULA-
TIONS.

(a) IN GENERAL.—Subsection (b) of section 7805 (relating to rules and regulations)
is amended to read as follows:

‘‘(b) RETROACTIVITY OF REGULATIONS.—
‘‘(1) IN GENERAL.—Except as otherwise provided in this subsection, no tem-

porary, proposed, or final regulation relating to the internal revenue laws shall
apply to any taxable period ending before the earliest of the following dates:

‘‘(A) The date on which such regulation is filed with the Federal Register.
‘‘(B) In the case of any final regulation, the date on which any proposed

or temporary regulation to which such final regulation relates was filed
with the Federal Register.

‘‘(C) The date on which any notice substantially describing the expected
contents of any temporary, proposed, or final regulation is issued to the
public.

‘‘(2) EXCEPTION FOR PROMPTLY ISSUED REGULATIONS.—Paragraph (1) shall not
apply to regulations filed or issued within 18 months of the date of the enact-
ment of the statutory provision to which the regulation relates.

‘‘(3) PREVENTION OF ABUSE.—The Secretary may provide that any regulation
may take effect or apply retroactively to prevent abuse.

‘‘(4) CORRECTION OF PROCEDURAL DEFECTS.—The Secretary may provide that
any regulation may apply retroactively to correct a procedural defect in the is-
suance of any prior regulation.

‘‘(5) INTERNAL REGULATIONS.—The limitation of paragraph (1) shall not apply
to any regulation relating to internal Treasury Department policies, practices,
or procedures.

‘‘(6) CONGRESSIONAL AUTHORIZATION.—The limitation of paragraph (1) may be
superseded by a legislative grant from Congress authorizing the Secretary to
prescribe the effective date with respect to any regulation.

‘‘(7) ELECTION TO APPLY RETROACTIVELY.—The Secretary may provide for any
taxpayer to elect to apply any regulation before the dates specified in paragraph
(1).

‘‘(8) APPLICATION TO RULINGS.—The Secretary may prescribe the extent, if
any, to which any ruling (including any judicial decision or any administrative
determination other than by regulation) relating to the internal revenue laws
shall be applied without retroactive effect.’’

(b) EFFECTIVE DATE.—The amendment made by subsection (a) shall apply with
respect to regulations which relate to statutory provisions enacted on or after the
date of the enactment of this Act.

TITLE XII—MISCELLANEOUS PROVISIONS

SEC. 1201. PHONE NUMBER OF PERSON PROVIDING PAYEE STATEMENTS REQUIRED TO BE
SHOWN ON SUCH STATEMENT.

(a) GENERAL RULE.—The following provisions are each amended by striking
‘‘name and address’’ and inserting ‘‘name, address, and phone number of the infor-
mation contact’’:

(1) Section 6041(d)(1).
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(2) Section 6041A(e)(1).
(3) Section 6042(c)(1).
(4) Section 6044(e)(1).
(5) Section 6045(b)(1).
(6) Section 6049(c)(1)(A).
(7) Section 6050B(b)(1).
(8) Section 6050H(d)(1).
(9) Section 6050I(e)(1).
(10) Section 6050J(e).
(11) Section 6050K(b)(1).
(12) Section 6050N(b)(1).

(b) EFFECTIVE DATE.—The amendments made by subsection (a) shall apply to
statements required to be furnished after December 31, 1996 (determined without
regard to any extension).
SEC. 1202. REQUIRED NOTICE OF CERTAIN PAYMENTS.

If any payment is received by the Secretary of the Treasury or his delegate from
any taxpayer and the Secretary cannot associate such payment with such taxpayer,
the Secretary shall make reasonable efforts to notify the taxpayer of such inability
within 60 days after the receipt of such payment.
SEC. 1203. UNAUTHORIZED ENTICEMENT OF INFORMATION DISCLOSURE.

(a) IN GENERAL.—Subchapter B of chapter 76 (relating to proceedings by tax-
payers and third parties), as amended by section 601(a), is amended by redesignat-
ing section 7435 as section 7436 and by inserting after section 7434 the following
new section:
‘‘SEC. 7435. CIVIL DAMAGES FOR UNAUTHORIZED ENTICEMENT OF INFORMATION DISCLO-

SURE.

‘‘(a) IN GENERAL.—If any officer or employee of the United States intentionally
compromises the determination or collection of any tax due from an attorney, cer-
tified public accountant, or enrolled agent representing a taxpayer in exchange for
information conveyed by the taxpayer to the attorney, certified public accountant,
or enrolled agent for purposes of obtaining advice concerning the taxpayer’s tax li-
ability, such taxpayer may bring a civil action for damages against the United
States in a district court of the United States. Such civil action shall be the exclu-
sive remedy for recovering damages resulting from such actions.

‘‘(b) DAMAGES.—In any action brought under subsection (a), upon a finding of li-
ability on the part of the defendant, the defendant shall be liable to the plaintiff
in an amount equal to the lesser of $500,000 or the sum of—

‘‘(1) actual, direct economic damages sustained by the plaintiff as a proximate
result of the information disclosure, and

‘‘(2) the costs of the action.
Damages shall not include the taxpayer’s liability for any civil or criminal penalties,
or other losses attributable to incarceration or the imposition of other criminal sanc-
tions.

‘‘(c) PAYMENT AUTHORITY.—Claims pursuant to this section shall be payable out
of funds appropriated under section 1304 of title 31, United States Code.

‘‘(d) PERIOD FOR BRINGING ACTION.—Notwithstanding any other provision of law,
an action to enforce liability created under this section may be brought without re-
gard to the amount in controversy and may be brought only within 2 years after
the date the actions creating such liability would have been discovered by exercise
of reasonable care.

‘‘(e) MANDATORY STAY.—Upon a certification by the Commissioner or the Commis-
sioner’s delegate that there is an ongoing investigation or prosecution of the tax-
payer, the district court before which an action under this section is pending shall
stay all proceedings with respect to such action pending the conclusion of the inves-
tigation or prosecution.

‘‘(f) CRIME-FRAUD EXCEPTION.—Subsection (a) shall not apply to information con-
veyed to an attorney, certified public accountant, or enrolled agent for the purpose
of perpetrating a fraud or crime.’’

(b) CLERICAL AMENDMENT.—The table of sections for subchapter B of chapter 76,
as amended by section 601(b), is amended by striking the item relating to section
7435 and by adding at the end the following new items:

‘‘Sec. 7435. Civil damages for unauthorized enticement of information disclosure.
‘‘Sec. 7436. Cross references.’’

(c) EFFECTIVE DATE.—The amendments made by this section shall apply to ac-
tions after the date of the enactment of this Act.
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SEC. 1204. ANNUAL REMINDERS TO TAXPAYERS WITH OUTSTANDING DELINQUENT AC-
COUNTS.

(a) IN GENERAL.—Chapter 77 (relating to miscellaneous provisions) is amended by
adding at the end the following new section:
‘‘SEC. 7524. ANNUAL NOTICE OF TAX DELINQUENCY.

‘‘Not less often than annually, the Secretary shall send a written notice to each
taxpayer who has a tax delinquent account of the amount of the tax delinquency
as of the date of the notice.’’

(b) CLERICAL AMENDMENT.—The table of sections for chapter 77 is amended by
adding at the end the following new item:

‘‘Sec. 7524. Annual notice of tax delinquency.’’

(c) EFFECTIVE DATE.—The amendments made by this section shall apply to cal-
endar years after 1996.
SEC. 1205. 5-YEAR EXTENSION OF AUTHORITY FOR UNDERCOVER OPERATIONS.

(a) IN GENERAL.—Paragraph (3) of section 7601(c) of the Anti-Drug Abuse Act of
1988 is amended by striking all that follows ‘‘this Act’’ and inserting a period.

(b) RESTORATION OF AUTHORITY FOR 5 YEARS.—Subsection (c) of section 7608 is
amended by adding at the end the following new paragraph:

‘‘(6) APPLICATION OF SECTION.—The provisions of this subsection—
‘‘(A) shall apply after November 17, 1988, and before January 1, 1990,

and
‘‘(B) shall apply after the date of the enactment of this paragraph and be-

fore January 1, 2001.
All amounts expended pursuant to this subsection during the period described
in subparagraph (B) shall be recovered to the extent possible, and deposited in
the Treasury of the United States as miscellaneous receipts, before January 1,
2001.’’

(c) ENHANCED OVERSIGHT.—
(1) ADDITIONAL INFORMATION REQUIRED IN REPORTS TO CONGRESS.—Subpara-

graph (B) of section 7608(c)(4) is amended—
(A) by striking ‘‘preceding the period’’ in clause (ii),
(B) by striking ‘‘and’’ at the end of clause (ii), and
(C) by striking clause (iii) and inserting the following:

‘‘(iii) the number, by programs, of undercover investigative operations
closed in the 1-year period for which such report is submitted, and

‘‘(iv) the following information with respect to each undercover inves-
tigative operation pending as of the end of the 1-year period for which
such report is submitted or closed during such 1-year period—

‘‘(I) the date the operation began and the date of the certification
referred to in the last sentence of paragraph (1),

‘‘(II) the total expenditures under the operation and the amount
and use of the proceeds from the operation,

‘‘(III) a detailed description of the operation including the poten-
tial violation being investigated and whether the operation is being
conducted under grand jury auspices, and

‘‘(IV) the results of the operation including the results of criminal
proceedings.’’

(2) AUDITS REQUIRED WITHOUT REGARD TO AMOUNTS INVOLVED.—Subpara-
graph (C) of section 7608(c)(5) is amended to read as follows:

‘‘(C) UNDERCOVER INVESTIGATIVE OPERATION.—The term ‘undercover in-
vestigative operation’ means any undercover investigative operation of the
Service; except that, for purposes of subparagraphs (A) and (C) of para-
graph (4), such term only includes an operation which is exempt from sec-
tion 3302 or 9102 of title 31, United States Code.’’

(3) EFFECTIVE DATE.—The amendments made by this subsection shall take ef-
fect on the date of the enactment of this Act.

SEC. 1206. DISCLOSURE OF FORM 8300 INFORMATION ON CASH TRANSACTIONS.

(a) IN GENERAL.—Subsection (l) of section 6103 (relating to disclosure of returns
and return information for purposes other than tax administration) is amended by
adding at the end the following new paragraph:

‘‘(15) DISCLOSURE OF RETURNS FILED UNDER SECTION 6050I.—The Secretary
may, upon written request, disclose to officers and employees of—

‘‘(A) any Federal agency,
‘‘(B) any agency of a State or local government, or
‘‘(C) any agency of the government of a foreign country,
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information contained on returns filed under section 6050I. Any such disclosure
shall be made on the same basis, and subject to the same conditions, as apply
to disclosures of information on reports filed under section 5313 of title 31,
United States Code; except that no disclosure under this paragraph shall be
made for purposes of the administration of any tax law.’’

(b) CONFORMING AMENDMENTS.—
(1) Subsection (i) of section 6103 is amended by striking paragraph (8).
(2) Subparagraph (A) of section 6103(p)(3) is amended—

(A) by striking ‘‘(7)(A)(ii), or (8)’’ and inserting ‘‘or (7)(A)(ii)’’, and
(B) by striking ‘‘or (14)’’ and inserting ‘‘(14), or (15)’’.

(3) The material preceding subparagraph (A) of section 6103(p)(4) is amend-
ed—

(A) by striking ‘‘(5), or (8)’’ and inserting ‘‘or (5)’’,
(B) by striking ‘‘(i)(3)(B)(i), or (8)’’ and inserting ‘‘(i)(3)(B)(i),’’, and
(C) by striking ‘‘or (12)’’ and inserting ‘‘(12), or (15)’’.

(4) Clause (ii) of section 6103(p)(4)(F) is amended—
(A) by striking ‘‘(5), or (8)’’ and inserting ‘‘or (5)’’, and
(B) by striking ‘‘or (14)’’ and inserting ‘‘(14), or (15)’’.

(5) Paragraph (2) of section 7213(a) is amended by striking ‘‘or (12)’’ and in-
serting ‘‘(12), or (15)’’.

(c) EFFECTIVE DATE.—The amendments made by this section shall take effect on
the date of the enactment of this Act.
SEC. 1207. DISCLOSURE OF RETURNS AND RETURN INFORMATION TO DESIGNEE OF TAX-

PAYER.

Subsection (c) of section 6103 (relating to disclosure of returns and return infor-
mation to designee of taxpayer) is amended by striking ‘‘written request for or con-
sent to such disclosure’’ and inserting ‘‘request for or consent to such disclosure’’.
SEC. 1208. STUDY OF NETTING OF INTEREST ON OVERPAYMENTS AND LIABILITIES.

(a) IN GENERAL.—The Secretary of the Treasury or his delegate shall—
(1) conduct a study of the manner in which the Internal Revenue Service has

implemented the netting of interest on overpayments and underpayments and
of the policy and administrative implications of global netting, and

(2) before submitting the report of such study, hold a public hearing to receive
comments on the matters included in such study.

(b) REPORT.—The report of such study shall be submitted not later than 6 months
after the date of the enactment of this Act to the Committee on Ways and Means
of the House of Representatives and the Committee on Finance of the Senate.
SEC. 1209. EXPENSES OF DETECTION OF UNDERPAYMENTS AND FRAUD, ETC.

(a) IN GENERAL.—Section 7623 (relating to expenses of deduction and punishment
of frauds) is amended to read as follows:
‘‘SEC. 7623. EXPENSES OF DETECTION OF UNDERPAYMENTS AND FRAUD, ETC.

‘‘The Secretary, under regulations prescribed by the Secretary, is authorized to
pay such sums as he deems necessary for—

‘‘(1) detecting underpayments of tax, and
‘‘(2) detecting and bringing to trial and punishment persons guilty of violating

the internal revenue laws or conniving at the same,

in cases where such expenses are not otherwise provided for by law. Any amount
payable under the preceding sentence shall be paid from the proceeds of amounts
(other than interest) collected by reason of the information provided, and any
amount so collected shall be available for such payments.’’.

(b) CLERICAL AMENDMENT.—The table of sections for subchapter B of chapter 78
is amended by striking the item relating to section 7623 and inserting the following
new item:

‘‘Sec. 7623. Expenses of detection of underpayments and fraud, etc.’’.

(c) EFFECTIVE DATE.—The amendments made by this section shall take effect on
the date which is 6 months after the date of the enactment of this Act.

(d) REPORT.—The Secretary of the Treasury or his delegate shall submit an an-
nual report to the Committee on Ways and Means of the House of Representatives
and the Committee on Finance of the Senate on the payments under section 7623
of the Internal Revenue Code of 1986 during the year and on the amounts collected
for which such payments were made.
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SEC. 1210. USE OF PRIVATE DELIVERY SERVICES FOR TIMELY-MAILING-AS-TIMELY-FILING
RULE.

Section 7502 (relating to timely mailing treated as timely filing and paying) is
amended by adding at the end the following new subsection:

‘‘(f) TREATMENT OF PRIVATE DELIVERY SERVICES.—
‘‘(1) IN GENERAL.—Any reference in this section to the United States mail

shall be treated as including a reference to any designated delivery service, and
any reference in this section to a postmark by the United States Postal Service
shall be treated as including a reference to any date recorded or marked as de-
scribed in paragraph (2)(C) by any designated delivery service.

‘‘(2) DESIGNATED DELIVERY SERVICE.—For purposes of this subsection, the
term ‘designated delivery service’ means any delivery service provided by a
trade or business if such service is designated by the Secretary for purposes of
this section. The Secretary may designate a delivery service under the preced-
ing sentence only if the Secretary determines that such service—

‘‘(A) is available to the general public,
‘‘(B) is at least as timely and reliable on a regular basis as the United

States mail,
‘‘(C) records electronically to its data base, kept in the regular course of

its business, or marks on the cover in which any item referred to in this
section is to be delivered, the date on which such item was given to such
trade or business for delivery, and

‘‘(D) meets such other criteria as the Secretary may prescribe.
‘‘(3) EQUIVALENTS OF REGISTERED AND CERTIFIED MAIL.—The Secretary may

provide a rule similar to the rule of paragraph (1) with respect to any service
provided by a designated delivery service which is substantially equivalent to
United States registered or certified mail.’’

SEC. 1211. REPORTS ON MISCONDUCT OF IRS EMPLOYEES.

On or before June 1 of each calendar year after 1996, the Secretary of the Treas-
ury shall submit to the Committee on Ways and Means of the House of Representa-
tives and the Committee on Finance of the Senate a report on—

(1) all categories of instances involving the misconduct of employees of the In-
ternal Revenue Service during the preceding calendar year, and

(2) the disposition during the preceding calendar year of any such instances
(without regard to the year of the misconduct).

TITLE XIII—REVENUE OFFSETS

Subtitle A—Application of Failure-to-Pay Penalty to
Substitute Returns

SEC. 1301. APPLICATION OF FAILURE-TO-PAY PENALTY TO SUBSTITUTE RETURNS.

(a) GENERAL RULE.—Section 6651 (relating to failure to file tax return or to pay
tax) is amended by adding at the end the following new subsection:

‘‘(g) TREATMENT OF RETURNS PREPARED BY SECRETARY UNDER SECTION 6020(b).—
In the case of any return made by the Secretary under section 6020(b)—

‘‘(1) such return shall be disregarded for purposes of determining the amount
of the addition under paragraph (1) of subsection (a), but

‘‘(2) such return shall be treated as the return filed by the taxpayer for pur-
poses of determining the amount of the addition under paragraphs (2) and (3)
of subsection (a).’’.

(b) EFFECTIVE DATE.—The amendment made by subsection (a) shall apply in the
case of any return the due date for which (determined without regard to extensions)
is after the date of the enactment of this Act.

Subtitle B—Excise Taxes on Amounts of Private Excess
Benefits

SEC. 1311. EXCISE TAXES FOR FAILURE BY CERTAIN CHARITABLE ORGANIZATIONS TO MEET
CERTAIN QUALIFICATION REQUIREMENTS.

(a) IN GENERAL.—Chapter 42 (relating to private foundations and certain other
tax-exempt organizations) is amended by redesignating subchapter D as subchapter
E and by inserting after subchapter C the following new subchapter:
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‘‘Subchapter D—Failure by Certain Charitable Organizations To Meet
Certain Qualification Requirements

‘‘Sec. 4958. Taxes on excess benefit transactions.

‘‘SEC. 4958. TAXES ON EXCESS BENEFIT TRANSACTIONS.

‘‘(a) INITIAL TAXES.—
‘‘(1) ON THE DISQUALIFIED PERSON.—There is hereby imposed on each excess

benefit transaction a tax equal to 25 percent of the excess benefit. The tax im-
posed by this paragraph shall be paid by any disqualified person referred to in
subsection (f)(1) with respect to such transaction.

‘‘(2) ON THE MANAGEMENT.—In any case in which a tax is imposed by para-
graph (1), there is hereby imposed on the participation of any organization man-
ager in the excess benefit transaction, knowing that it is such a transaction, a
tax equal to 10 percent of the excess benefit, unless such participation is not
willful and is due to reasonable cause. The tax imposed by this paragraph shall
be paid by any organization manager who participated in the excess benefit
transaction.

‘‘(b) ADDITIONAL TAX ON THE DISQUALIFIED PERSON.—In any case in which an ini-
tial tax is imposed by subsection (a)(1) on an excess benefit transaction and the ex-
cess benefit involved in such transaction is not corrected within the taxable period,
there is hereby imposed a tax equal to 200 percent of the excess benefit involved.
The tax imposed by this subsection shall be paid by any disqualified person referred
to in subsection (f)(1) with respect to such transaction.

‘‘(c) EXCESS BENEFIT TRANSACTION; EXCESS BENEFIT.—For purposes of this sec-
tion—

‘‘(1) EXCESS BENEFIT TRANSACTION.—
‘‘(A) IN GENERAL.—The term ‘excess benefit transaction’ means any trans-

action in which an economic benefit is provided by an applicable tax-exempt
organization directly or indirectly to or for the use of any disqualified per-
son if the value of the economic benefit provided exceeds the value of the
consideration (including the performance of services) received for providing
such benefit. For purposes of the preceding sentence, an economic benefit
shall not be treated as consideration for the performance of services unless
such organization clearly indicated its intent to so treat such benefit.

‘‘(B) EXCESS BENEFIT.—The term ‘excess benefit’ means the excess re-
ferred to in subparagraph (A).

‘‘(2) AUTHORITY TO INCLUDE CERTAIN OTHER PRIVATE INUREMENT.—To the ex-
tent provided in regulations prescribed by the Secretary, the term ‘excess bene-
fit transaction’ includes any transaction in which the amount of any economic
benefit provided to or for the use of a disqualified person is determined in whole
or in part by the revenues of 1 or more activities of the organization but only
if such transaction results in inurement not permitted under paragraph (3) or
(4) of section 501(c), as the case may be. In the case of any such transaction,
the excess benefit shall be the amount of the inurement not so permitted.

‘‘(d) SPECIAL RULES.—For purposes of this section—
‘‘(1) JOINT AND SEVERAL LIABILITY.—If more than 1 person is liable for any

tax imposed by subsection (a) or subsection (b), all such persons shall be jointly
and severally liable for such tax.

‘‘(2) LIMIT FOR MANAGEMENT.—With respect to any 1 excess benefit trans-
action, the maximum amount of the tax imposed by subsection (a)(2) shall not
exceed $10,000.

‘‘(e) APPLICABLE TAX-EXEMPT ORGANIZATION.—For purposes of this subchapter,
the term ‘applicable tax-exempt organization’ means—

‘‘(1) any organization which (without regard to any excess benefit) would be
described in paragraph (3) or (4) of section 501(c) and exempt from tax under
section 501(a), and

‘‘(2) any organization which was described in paragraph (1) at any time dur-
ing the 5-year period ending on the date of the transaction.

Such term shall not include a private foundation (as defined in section 509(a)).
‘‘(f) OTHER DEFINITIONS.—For purposes of this section—

‘‘(1) DISQUALIFIED PERSON.—The term ‘disqualified person’ means, with re-
spect to any transaction—

‘‘(A) any person who was, at any time during the 5-year period ending
on the date of such transaction, in a position to exercise substantial influ-
ence over the affairs of the organization,

‘‘(B) a member of the family of an individual described in subparagraph
(A), and

‘‘(C) a 35-percent controlled entity.
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‘‘(2) ORGANIZATION MANAGER.—The term ‘organization manager’ means, with
respect to any applicable tax-exempt organization, any officer, director, or
trustee of such organization (or any individual having powers or responsibilities
similar to those of officers, directors, or trustees of the organization).

‘‘(3) 35-PERCENT CONTROLLED ENTITY.—
‘‘(A) IN GENERAL.—The term ‘35-percent controlled entity’ means—

‘‘(i) a corporation in which persons described in subparagraph (A) or
(B) of paragraph (1) own more than 35 percent of the total combined
voting power,

‘‘(ii) a partnership in which such persons own more than 35 percent
of the profits interest, and

‘‘(iii) a trust or estate in which such persons own more than 35 per-
cent of the beneficial interest.

‘‘(B) CONSTRUCTIVE OWNERSHIP RULES.—Rules similar to the rules of
paragraphs (3) and (4) of section 4946(a) shall apply for purposes of this
paragraph.

‘‘(4) FAMILY MEMBERS.—The members of an individual’s family shall be deter-
mined under section 4946(d); except that such members also shall include the
brothers and sisters (whether by the whole or half blood) of the individual and
their spouses.

‘‘(5) TAXABLE PERIOD.—The term ‘taxable period’ means, with respect to any
excess benefit transaction, the period beginning with the date on which the
transaction occurs and ending on the earliest of—

‘‘(A) the date of mailing a notice of deficiency under section 6212 with re-
spect to the tax imposed by subsection (a)(1), or

‘‘(B) the date on which the tax imposed by subsection (a)(1) is assessed.
‘‘(6) CORRECTION.—The terms ‘correction’ and ‘correct’ mean, with respect to

any excess benefit transaction, undoing the excess benefit to the extent possible,
and taking any additional measures necessary to place the organization in a fi-
nancial position not worse than that in which it would be if the disqualified per-
son were dealing under the highest fiduciary standards.’’

(b) APPLICATION OF PRIVATE INUREMENT RULE TO TAX-EXEMPT ORGANIZATIONS
DESCRIBED IN SECTION 501(c)(4).—

(1) IN GENERAL.—Paragraph (4) of section 501(c) is amended by inserting
‘‘(A)’’ after ‘‘(4)’’ and by adding at the end the following:

‘‘(B) Subparagraph (A) shall not apply to an entity unless no part of the net
earnings of such entity inures to the benefit of any private shareholder or indi-
vidual.’’

(2) SPECIAL RULE FOR CERTAIN COOPERATIVES.—In the case of an organization
operating on a cooperative basis which, before the date of the enactment of this
Act, was determined by the Secretary of the Treasury or his delegate, to be de-
scribed in section 501(c)(4) of the Internal Revenue Code of 1986 and exempt
from tax under section 501(a) of such Code, the allocation or return of net mar-
gins or capital to the members of such organization in accordance with its incor-
porating statute and bylaws shall not be treated for purposes of such Code as
the inurement of the net earnings of such organization to the benefit of any pri-
vate shareholder or individual. The preceding sentence shall apply only if such
statute and bylaws are substantially as such statute and bylaws were in exist-
ence on the date of the enactment of this Act.

(c) TECHNICAL AND CONFORMING AMENDMENTS.—
(1) Subsection (e) of section 4955 is amended—

(A) by striking ‘‘SECTION 4945’’ in the heading and inserting ‘‘SECTIONS
4945 AND 4958’’, and

(B) by inserting before the period ‘‘or an excess benefit for purposes of
section 4958’’.

(2) Subsections (a), (b), and (c) of section 4963 are each amended by inserting
‘‘4958,’’ after ‘‘4955,’’.

(3) Subsection (e) of section 6213 is amended by inserting ‘‘4958 (relating to
private excess benefit),’’ before ‘‘4971’’.

(4) Paragraphs (2) and (3) of section 7422(g) are each amended by inserting
‘‘4958,’’ after ‘‘4955,’’.

(5) Subsection (b) of section 7454 is amended by inserting ‘‘or whether an or-
ganization manager (as defined in section 4958(f)(2)) has ‘knowingly’ partici-
pated in an excess benefit transaction (as defined in section 4958(c)),’’ after ‘‘sec-
tion 4912(b),’’.

(6) The table of subchapters for chapter 42 is amended by striking the last
item and inserting the following:
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‘‘SUBCHAPTER D. Failure by certain charitable organizations to meet certain qualification
requirements.

‘‘SUBCHAPTER E. Abatement of first and second tier taxes in certain cases.’’

(d) EFFECTIVE DATES.—
(1) IN GENERAL.—The amendments made by this section (other than sub-

section (b)) shall apply to excess benefit transactions occurring on or after Sep-
tember 14, 1995.

(2) BINDING CONTRACTS.—The amendments referred to in paragraph (1) shall
not apply to any benefit arising from a transaction pursuant to any written con-
tract which was binding on September 13, 1995, and at all times thereafter be-
fore such transaction occurred.

(3) APPLICATION OF PRIVATE INUREMENT RULE TO TAX-EXEMPT ORGANIZATIONS
DESCRIBED IN SECTION 501(c)(4).—

(A) IN GENERAL.—The amendment made by subsection (b) shall apply to
inurement occurring on or after September 14, 1995.

(B) BINDING CONTRACTS.—The amendment made by subsection (b) shall
not apply to any inurement occurring before January 1, 1997, pursuant to
a written contract which was binding on September 13, 1995, and at all
times thereafter before such inurement occurred.

SEC. 1312. REPORTING OF CERTAIN EXCISE TAXES AND OTHER INFORMATION.

(a) REPORTING BY ORGANIZATIONS DESCRIBED IN SECTION 501(c)(3).—Subsection
(b) of section 6033 (relating to certain organizations described in section 501(c)(3))
is amended by striking ‘‘and’’ at the end of paragraph (9), by redesignating para-
graph (10) as paragraph (14), and by inserting after paragraph (9) the following new
paragraphs:

‘‘(10) the respective amounts (if any) of the taxes paid by the organization
during the taxable year under the following provisions:

‘‘(A) section 4911 (relating to tax on excess expenditures to influence leg-
islation),

‘‘(B) section 4912 (relating to tax on disqualifying lobbying expenditures
of certain organizations), and

‘‘(C) section 4955 (relating to taxes on political expenditures of section
501(c)(3) organizations),

‘‘(11) the respective amounts (if any) of the taxes paid by the organization,
or any disqualified person with respect to such organization, during the taxable
year under section 4958 (relating to taxes on private excess benefit from certain
charitable organizations),

‘‘(12) such information as the Secretary may require with respect to any ex-
cess benefit transaction (as defined in section 4958),

‘‘(13) such information with respect to disqualified persons as the Secretary
may prescribe, and’’.

(b) ORGANIZATIONS DESCRIBED IN SECTION 501(c)(4).—Section 6033 is amended by
redesignating subsection (f) as subsection (g) and by inserting after subsection (e)
the following new subsection:

‘‘(f) CERTAIN ORGANIZATIONS DESCRIBED IN SECTION 501(c)(4).—Every organiza-
tion described in section 501(c)(4) which is subject to the requirements of subsection
(a) shall include on the return required under subsection (a) the information re-
ferred to in paragraphs (11), (12) and (13) of subsection (b) with respect to such or-
ganization.’’

(c) EFFECTIVE DATE.—The amendments made by this section shall apply to re-
turns for taxable years beginning after the date of the enactment of this Act.
SEC. 1313. EXEMPT ORGANIZATIONS REQUIRED TO PROVIDE COPY OF RETURN.

(a) REQUIREMENT TO PROVIDE COPY.—
(1) Subparagraph (A) of section 6104(e)(1) (relating to public inspection of an-

nual returns) is amended to read as follows:
‘‘(A) IN GENERAL.—During the 3-year period beginning on the filing

date—
‘‘(i) a copy of the annual return filed under section 6033 (relating to

returns by exempt organizations) by any organization to which this
paragraph applies shall be made available by such organization for in-
spection during regular business hours by any individual at the prin-
cipal office of such organization and, if such organization regularly
maintains 1 or more regional or district offices having 3 or more em-
ployees, at each such regional or district office, and

‘‘(ii) upon request of an individual made at such principal office or
such a regional or district office, a copy of such annual return shall be
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provided to such individual without charge other than a reasonable fee
for any reproduction and mailing costs.

The request described in clause (ii) must be made in person or in writing.
If the request under clause (ii) is made in person, such copy shall be pro-
vided immediately and, if made in writing, shall be provided within 30
days.’’

(2) Clause (ii) of section 6104(e)(2)(A) is amended by inserting before the pe-
riod at the end the following: ‘‘(and, upon request of an individual made at such
principal office or such a regional or district office, a copy of the material re-
quested to be available for inspection under this subparagraph shall be provided
(in accordance with the last sentence of paragraph (1)(A)) to such individual
without charge other than reasonable fee for any reproduction and mailing
costs)’’.

(3) Subsection (e) of section 6104 is amended by adding at the end the follow-
ing new paragraph:

‘‘(3) LIMITATION.—Paragraph (1)(A)(ii) (and the corresponding provision of
paragraph (2)) shall not apply to any request if, in accordance with regulations
promulgated by the Secretary, the organization has made the requested docu-
ments widely available, or, the Secretary determines, upon application by an or-
ganization, that such request is part of a harassment campaign and that com-
pliance with such request is not in the public interest.’’

(b) INCREASE IN PENALTY FOR WILLFUL FAILURE TO ALLOW PUBLIC INSPECTION OF
CERTAIN RETURNS, ETC.—Section 6685 is amended by striking ‘‘$1,000’’ and insert-
ing ‘‘$5,000’’.

(c) EFFECTIVE DATE.—The amendments made by this section shall apply to re-
quests made on or after the 60th day after the Secretary of the Treasury first issues
the regulations referred to section 6104(e)(3) of the Internal Revenue Code of 1986
(as added by subsection (a)(3)).
SEC. 1314. INCREASE IN PENALTIES ON EXEMPT ORGANIZATIONS FOR FAILURE TO FILE COM-

PLETE AND TIMELY ANNUAL RETURNS.

(a) IN GENERAL.—Subparagraph (A) of section 6652(c)(1) (relating to annual re-
turns under section 6033) is amended by striking ‘‘$10’’ and inserting ‘‘$20’’ and by
striking ‘‘$5,000’’ and inserting ‘‘$10,000’’.

(b) LARGER PENALTY ON ORGANIZATIONS HAVING GROSS RECEIPTS IN EXCESS OF
$1,000,000.—Subparagraph (A) of section 6652(c)(1) is amended by adding at the
end the following new sentence: ‘‘In the case of an organization having gross re-
ceipts exceeding $1,000,000 for any year, with respect to the return required under
section 6033 for such year, the first sentence of this subparagraph shall be applied
by substituting ‘$100’ for ‘$20’ and, in lieu of applying the second sentence of this
subparagraph, the maximum penalty under this subparagraph shall not exceed
$50,000.’’

(c) EFFECTIVE DATE.—The amendments made by this section shall apply to re-
turns for taxable years ending on or after the date of the enactment of this Act.

I. INTRODUCTION

A. Purpose and summary

H.R. 2337, as amended, provides amendments relating to ‘‘Tax-
payer Bill of Rights 2’’ (Titles I–XII) and two revenue offsets to pay
for these provisions (Title XIII). The revenue offsets are (1) apply
failure-to-pay penalty to substitute returns and (2) intermediate
sanctions for certain tax-exempt organizations.

B. Background and need for legislation

The bill, as amended, is intended to provide for increased protec-
tions of taxpayer rights in complying with the Internal Revenue
Code and in dealing with the Internal Revenue Service (IRS) in its
administration of the tax laws.

The bill, as amended, establishes a Taxpayer Advocate within
the IRS, expands the authority to issue Taxpayer Assistance Or-
ders, modifies installment payment agreement provisions, revises
provisions relating to abatement of interest and penalties and joint
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returns, modifies lien and levy and offers-in-compromise provisions,
provides that the Government must establish that its position in a
proceeding was substantially justified, increases the limit on recov-
ery of civil damages for unauthorized collection actions from
$100,000 to $1,000,000, provides safeguards relating to designated
summonses, provides relief from retroactive application of Treasury
Department Regulations, requires notice to taxpayers of certain
payments and annual reminders to taxpayers with outstanding de-
linquent accounts, and certain other provisions. The bill also ap-
plies the failure-to-pay penalty to substitute returns in the same
manner as the penalty applies to delinquent filers. Further, the bill
provides intermediate sanctions for certain tax-exempt organiza-
tions.

C. Legislative history

H.R. 2337 was introduced by Mrs. Johnson of Connecticut and
Mr. Matsui on September 14, 1995, and was amended by the Com-
mittee in a markup on March 21, 1996. An amendment in the na-
ture of a substitute (offered by Mrs. Johnson and Mr. Matsui) was
adopted, as amended, by a voice vote. The bill, as amended, was
ordered favorably reported by a voice vote on March 21, 1996.

Two amendments offered en bloc by Mrs. Johnson to the amend-
ment in the nature of a substitute were adopted in one voice vote:
(1) require annual reports on misconduct by IRS employees and (2)
authorize the use of ‘‘qualified private delivery services’’ as meeting
the ‘‘timely-mailing as timely-filing’’ rule of Code section 7502.

The provisions of Titles I–XII of the bill generally were included
in the Committee’s 1995 reconciliation submission to the House
Committee on the Budget: Subtitle C of Title XIII of H.R. 2491 as
passed by the House of Representatives in 1995. (See H.Rept. 104–
280, October 17, 1995.) The conference agreement on H.R. 2491
contained certain of the House-passed Taxpayer Bill of Rights 2
provisions. The revenue-offset provisions in title XIII of the bill also
were included in H.R. 2491 as passed by the Congress. H.R. 2491
was vetoed by the President.

II. EXPLANATION OF THE BILL

A. Taxpayer bill of rights 2 provisions

1. TAXPAYER ADVOCATE

a. Establishment of position of taxpayer advocate within Internal
Revenue Service (sec. 101 of the bill and sec. 7802 of the code)

Present Law
The Office of the Taxpayer Ombudsman was created by the In-

ternal Revenue Service (IRS) in 1979. The Taxpayer Ombudsman’s
duties are to serve as the primary advocate, within the IRS, for
taxpayers. As the taxpayers’ advocate, the Taxpayer Ombudsman
participates in an ongoing review of IRS policies and procedures to
determine their impact on taxpayers, receives ideas from the public
concerning tax administration, identifies areas of the tax law that
confuse or create an inequity for taxpayers, and supervises cases
handled under the Problem Resolution Program. Under current
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procedures, the Taxpayer Ombudsman is selected by the Commis-
sioner of the IRS and serves at the Commissioner’s discretion.

Reasons for change
To date, the Taxpayer Ombudsman has been a career civil serv-

ant selected by and serving at the pleasure of the IRS Commis-
sioner. Some may perceive that the Taxpayer Ombudsman is not
an independent advocate for taxpayers. In order to ensure that the
Taxpayer Ombudsman has the necessary stature within the IRS to
represent fully the interests of taxpayers, it is believed to be appro-
priate that the position be elevated to a position comparable to that
of the Chief Counsel. In addition, in order to ensure that the Con-
gress is systematically made aware of recurring and unresolved
problems and difficulties taxpayers encounter in dealing with the
IRS, the Taxpayer Ombudsman should have the authority and re-
sponsibility to make independent reports to the Congress in order
to advise the tax-writing committees of those areas.

Explanation of provision
The bill establishes a new position, Taxpayer Advocate, within

the IRS. This replaces the position of Taxpayer Ombudsman. The
Taxpayer Advocate is appointed by and reports directly to the Com-
missioner. Compensation of the Taxpayer Advocate is at a level
equal to that of the highest level official reporting directly to the
Deputy Commissioner of the IRS.

The bill also establishes the Office of Taxpayer Advocate within
the IRS. The functions of the office are (1) to assist taxpayers in
resolving problems with the IRS, (2) to identify areas in which tax-
payers have problems in dealings with the IRS, (3) to propose
changes (to the extent possible) in the administrative practices of
the IRS that will mitigate those problems, and (4) to identify poten-
tial legislative changes that may mitigate those problems.

While the Taxpayer Advocate would not have direct line author-
ity over the regional and local Problem Resolution Officers (PROs),
the Committee believes that all PROs should take direction from
the Taxpayer Advocate and that they should operate with sufficient
independence to assure that taxpayer rights are not being subordi-
nated to pressure from local revenue officers, district directors, etc.
Accordingly, the Committee recommends and encourages that re-
gional PROs actively participate in the selection and evaluation of
local PROs.

The Taxpayer Advocate is required to make two annual reports
to the tax-writing committees. The first report is to contain the ob-
jectives of the Taxpayer Advocate for the next calendar year. This
report is to contain full and substantive analysis, in addition to sta-
tistical information, and is due not later than June 30 of each year.

The second report is on the activities of the Taxpayer Advocate
during the previous fiscal year. The report must identify the initia-
tives the Taxpayer Advocate has taken to improve taxpayer serv-
ices and IRS responsiveness, contain recommendations received
from individuals who have the authority to issue a Taxpayer As-
sistance Order (TAO), describe in detail the progress made in im-
plementing these recommendations, contain a summary of at least
20 of the most serious problems which taxpayers have in dealing
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with the IRS, include recommendations for such administrative
and legislative action as may be appropriate to resolve such prob-
lems, describe the extent to which regional problem resolution offi-
cers participate in the selection and evaluation of local problem res-
olution officers, and include other such information as the Tax-
payer Advocate may deem advisable. The Commissioner is required
to establish internal procedures that will ensure a formal IRS re-
sponse within three months to all recommendations submitted to
the Commissioner by the Taxpayer Advocate. This second report is
due not later than December 31 of each year.

The reports submitted to Congress by the Taxpayer Advocate are
not subject to prior review by the Commissioner, the Secretary of
the Treasury, any other officer or employee of the Department of
the Treasury, or the Office of Management and Budget. The objec-
tive is for Congress to receive an unfiltered and candid report of
the problems taxpayers are experiencing and what can be done to
address them. The reports by the Taxpayer Advocate are not offi-
cial legislative recommendations of the Administration; providing
official legislative recommendations remains the responsibility of
the Department of Treasury.

Effective date
The provision is effective on the date of enactment. The first an-

nual reports of the Taxpayer Advocate are due in June and Decem-
ber, 1996.

b. Expansion of authority to issue taxpayer assistance orders (sec.
102 of the bill and sec. 7811 of the Code)

Present law
Section 7811(a) authorizes the Taxpayer Ombudsman to issue a

Taxpayer Assistance Order (TAO). TAOs may order the release of
taxpayer property levied upon by the IRS and may require the IRS
to cease any action, or refrain from taking any action if, in the de-
termination of the Taxpayer Ombudsman, the taxpayer is suffering
or about to suffer a significant hardship as a result of the manner
in which the internal revenue laws are being administered.

Reasons for change
The requirement that the significant hardship be as a result of

the manner in which the internal revenue laws are being adminis-
tered has resulted in confusion as to the circumstances which jus-
tify the issuance of a TAO. The most frequent situation where a
TAO may be needed, but may not be authorized under present law,
involves income tax refunds that are needed to relieve severe hard-
ship of taxpayers. Another example involves the re-issuance of re-
fund checks which have been sent by the IRS to an address at
which the taxpayer no longer resides. While the mailing of the
check to the incorrect address might in no way be due to the fault
of the IRS, the normal delays in reissuing such a check may cause
great hardship for the taxpayer. Also, the IRS Collection Division
may take an enforcement action when the taxpayer has had no ac-
tual notice of the deficiency and is not afforded any opportunity to
obtain an administrative review of the validity of the tax defi-
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ciency. In cases like these, it may be appropriate for the Taxpayer
Advocate to issue a TAO to temporarily stay the IRS collection ac-
tion in order to allow for a review of the appropriateness of the pro-
posed action.

Explanation of provision
The bill provides the Taxpayer Advocate with broader authority

to affirmatively take any action as permitted by law with respect
to taxpayers who would otherwise suffer a significant hardship as
a result of the manner in which the IRS is administering the tax
laws. In addition, the bill provides that a TAO may specify a time
period within which the TAO must be followed. Further, the bill
provides that only the Taxpayer Advocate, the Commissioner of the
IRS, or the Deputy Commissioner, may modify or rescind a TAO.
Any official who modifies or rescinds a TAO must provide the Tax-
payer Advocate a written explanation of the reasons for the modi-
fication or rescission.

Effective date
The provision is effective on the date of enactment.

2. MODIFICATIONS TO INSTALLMENT AGREEMENT PROVISIONS

a. Notification of reasons for termination of installment agreements
(sec. 201 of the bill and sec. 6159 of the Code)

Present law
Section 6159 authorizes the IRS to enter into written installment

agreements with taxpayers to facilitate the collection of tax liabil-
ities. In general, the IRS has the right to terminate (or in some in-
stances, alter or modify) such agreements if the taxpayer provided
inaccurate or incomplete information before the agreement was en-
tered into, if the taxpayer fails to make a timely payment of an in-
stallment or another tax liability, if the taxpayer fails to provide
the IRS with a requested update of financial condition, if the IRS
determines that the financial condition of the taxpayer has changed
significantly, or if the IRS believes collection of the tax liability is
in jeopardy. If the IRS determines that the financial condition of
a taxpayer that has entered into an installment agreement has
changed significantly, the IRS must provide the taxpayer with a
written notice that explains the IRS determination at least 30 days
before altering, modifying, or terminating the installment agree-
ment. No notice is statutorily required if the installment agreement
is altered, modified, or terminated for other reasons.

Reasons for change
The Committee believes that the IRS generally should notify tax-

payers if an installment agreement is altered, modified, or termi-
nated.

Explanation of provision
The bill requires the IRS to notify taxpayers 30 days before alter-

ing, modifying, or terminating any installment agreement for any
reason other than that the collection of tax is determined to be in



27

jeopardy. The IRS must include in the notification an explanation
of why the IRS intends to take this action.

Effective date
The provision is effective six months after the date of enactment.

b. Administrative review of termination of installment agreements
(sec. 202 of the bill and sec. 6159 of the Code)

Present law
The IRS is currently testing an appeal process for various collec-

tion actions, including installment agreements, that will permit
taxpayers to appeal these collection actions to Appeals Division
personnel.

Reasons for change
The Committee believes that taxpayers should be able to obtain

an independent administrative review of terminations of install-
ment agreements.

Explanation of provision
The bill requires the IRS to establish additional procedures for

an independent administrative review of terminations of install-
ment agreements for taxpayers who request a review.

Effective Date
The provision is effective on January 1, 1997.

3. ABATEMENT OF INTEREST AND PENALTIES

a. Expansion of authority to abate interest (sec. 301 of the bill and
sec. 6404 of the code)

Present law
Any assessment of interest on any deficiency attributable in

whole or in part to any error or delay by an officer or employee of
the IRS (acting in his official capacity) in performing a ministerial
act may be abated.

Reasons for change
The Committee believes that it is appropriate to expand the au-

thority to abate interest to include delays caused by managerial
acts of the IRS.

Explanation of provision
The bill permits the IRS to abate interest with respect to any un-

reasonable error or delay resulting from managerial acts as well as
ministerial acts. This would include extensive delays resulting from
managerial acts such as: the loss of records by the IRS, IRS person-
nel transfers, extended illnesses, extended personnel training, or
extended leave. On the other hand, interest would not be abated
for delays resulting from general administrative decisions. For ex-
ample, the taxpayer could not claim that the IRS’s decision on how
to organize the processing of tax returns or its delay in implement-
ing an improved computer system resulted in an unreasonable
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delay in the Service’s action on the taxpayer’s tax return, and so
the interest on any subsequent deficiency should be waived.

Effective date
The provision applies to interest accruing with respect to defi-

ciencies or payments for taxable years beginning after the date of
enactment.

b. Review of IRS failure to abate interest (sec. 302 of the bill and
sec. 6404 of the Code)

Present law
Federal courts generally do not have the jurisdiction to review

the IRS’s failure to abate interest.

Reasons for change
The Committee believes that it is appropriate for the Tax Court

to have jurisdiction to review IRS’s failure to abate interest with
respect to certain taxpayers.

Explanation of provision
The bill grants the Tax Court jurisdiction to determine whether

the IRS’s failure to abate interest for an eligible taxpayer was an
abuse of discretion. The Tax Court may order an abatement of in-
terest. The action must be brought within 180 days after the date
of mailing of the Secretary’s final determination not to abate inter-
est. An eligible taxpayer must meet the net worth and size require-
ments imposed with respect to awards of attorney’s fees. No infer-
ence is intended as to whether under present law any court has ju-
risdiction to review IRS’s failure to abate interest.

Effective date
The provision applies to requests for abatement after the date of

enactment.

c. Extension of interest-free period for payment of tax after notice
and demand (sec. 303 of the bill and sec. 6601 of the code)

Present law
In general, a taxpayer must pay interest on late payments of tax.

An interest-free period of 10 calendar days is provided to taxpayers
who pay the tax due within 10 calendar days of notice and demand.

Reasons for change
The 10-day interest-free period was designed to give taxpayers

time to receive the notice and pay the amount due. Because it may
be very difficult for some taxpayers to remit payment within the
ten-day period, particularly if the mail has delayed delivery of the
notice, the IRS must recompute interest and send another notice
to taxpayers.

Explanation of provision
The bill extends the interest-free period provided to taxpayers for

the payment of the tax liability reflected in the notice from 10 cal-
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endar days to 10 business days (21 calendar days, provided that
the total tax liability shown on the notice of deficiency is less than
$100,000).

Effective date
The provision applies in the case of any notice and demand given

after December 31, 1996.

d. Abatement of penalty for failure to make required deposits of pay-
roll taxes in certain cases (sec. 304 of the bill and sec. 6656 of the
Code)

Present law
If any person who is required to deposit taxes imposed by the In-

ternal Revenue Code with a government depository fails to deposit
such taxes on or before the prescribed date, a penalty may be im-
posed, unless it is shown that such failure is due to reasonable
cause and not willful neglect. The penalty contains a four-tiered
structure in which the amount of the penalty varies with the
length of time within which the taxpayer corrects the failure. The
amount of the underpayment for this purpose is the excess of the
amount of the tax required to be deposited over the amount of the
tax, if any, deposited on or before the prescribed date.

Reasons for change
The Committee believes that it is appropriate to enumerate addi-

tional circumstances under which this penalty may be waived or
abated.

Explanation of provision
The bill provides that the Secretary may waive this penalty with

respect to an inadvertent failure to deposit any employment tax if:
(a) the depositing entity meets the net worth requirements applica-
ble for awards of attorney’s fees; (b) the failure to deposit occurs
during the first quarter that the depositing entity was required to
deposit any employment tax; and (c) the return for the employment
tax was filed on or before the due date.

The bill also provides that the Secretary may abate any penalty
for failure to make deposits for the first time a depositing entity
makes a deposit if it inadvertently sends the deposit to the Sec-
retary instead of to the required government depository.

Effective date
The provision is effective on the date of enactment.

4. JOINT RETURNS

a. Studies of joint and several liability for married persons filing
joint tax returns and other joint return-related issues (sec. 401 of
the bill)

Present law
Spouses who file a joint tax return are each fully responsible for

the accuracy of the return and for the full tax liability. This is true
even though only one spouse may have earned the wages or income
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which is shown on the return. This is ‘‘joint and several’’ liability.
Spouses who wish to avoid joint liability may file as a ‘‘married
person filing separately.’’

Spouses often file a joint tax return but then later are separated
or divorced. If the IRS later disputes the accuracy of the joint tax
returns, one spouse may be held liable for the entire tax deficiency
stemming from erroneous deductions or omitted income attrib-
utable to the other spouse. Therefore, the ‘‘innocent’’ spouse may be
held liable for the full deficiency in a subsequent audit occurring
after the separation or divorce. This has resulted in a serious hard-
ship being imposed on an ‘‘innocent spouse’’ in a number of cases.

In some cases, a couple addresses the responsibility for tax liabil-
ity as part of their divorce decree. However, these agreements are
not binding on the IRS because the IRS was not a party to the di-
vorce proceeding. Thus, if a former spouse violates the tax respon-
sibilities assigned to him or her in a divorce decree, the other
spouse may not rely on the decree in dealing with the IRS.

While present law does contain provisions which give relief to
certain innocent spouses in these situations, the provisions are nar-
rowly drawn and strictly interpreted. Therefore, many former
spouses are not able to qualify for the protections of the current
‘‘innocent spouse’’ rules.

In 1930, the Supreme Court ruled in Poe v. Seaborn, 282 U.S.
101 (1930), that all the earnings of a married couple in community
property states were part of the marital property to which each
spouse had an equal right. At the time, married couples generally
welcomed this decision because it allowed couples in community
property states to benefit from income ‘‘splitting’’ between the hus-
band and wife for income tax purposes. Later, the Federal tax law
was changed to allow all married taxpayers to ‘‘split’’ their income
by means of filing a joint tax return.

While the income-splitting effect of Poe v. Seaborn is now moot,
the decision continues to affect married couples in community prop-
erty states, but in an adverse way. For example, there are cases
where a divorced spouse owes the IRS a tax liability based on his
or her joint return filed during the marital years. When this spouse
remarries, the new spouse’s income may become subject to levy in
order to satisfy the tax deficiency of the prior spouse. In contrast,
if the couple did not live in a community property state, the second
spouse’s wages could not be levied to pay a tax liability arising
from this spouse’s first marriage.

Reasons for change
The Committee believes that the traditional standard of joint and

several liability for married couples filing a joint tax return should
be re-examined.

Explanation of provision
The bill directs the Treasury Department and the General Ac-

counting Office (GAO) to conduct separate studies analyzing the
following:

(1) The effects of changing the current standard of ‘‘joint and sev-
eral’’ liability for married couples to a ‘‘proportionate’’ liability
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standard. That is, each spouse would be liable only for the income
tax attributable to the income of each spouse.

(2) The effects of requiring the IRS to be bound by the terms of
a divorce decree which addresses the responsibility for the tax li-
ability on prior joint tax returns.

(3) Whether the current ‘‘innocent spouse’’ provisions provide
meaningful relief to former spouses.

(4) The effects of overturning the application of Poe v. Seaborn
for income tax purposes in community property states.

The Treasury Department and the GAO must examine the tax
policy implications, the equity implications, and operational
changes which would face the IRS if the liability standard were
changed. For example, the studies must consider how a system of
proportionate liability would change the way the IRS commu-
nicates with taxpayers, conducts audits of joint returns, and en-
forces tax lien and levies against married couples.

Effective date
The studies are due six months after the date of enactment.

b. Joint return may be made after separate returns without full
payment of tax (sec. 402 of the bill and sec. 6013 of the Code)

Present law
Taxpayers who file separate returns and subsequently determine

that their tax liability would have been less if they had filed a joint
return are precluded by statute from reducing their tax liability by
filing jointly if they are unable to pay the entire amount of the
joint return liability before the expiration of the three-year period
for making the election to file jointly.

Reasons for change
Not all taxpayers are able to pay the full amount owed on their

returns by the filing deadline. In such circumstances, the IRS en-
courages the taxpayer to pay the tax as soon as possible or enter
into an installment agreement. However, taxpayers who file sepa-
rate returns and subsequently determine that their tax liability
would have been less if they had filed a joint return are precluded
from reducing their tax liability by filing jointly if they are unable
to pay the entire amount of the joint return liability. This rule may
be unfair to taxpayers experiencing financial difficulties.

Explanation of provision
The bill repeals the requirement of full payment of tax liability

as a precondition to switching from married filing separately status
to married filing jointly status.

Effective date
The provision applies to taxable years beginning after the date

of the enactment.
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c. Disclosure of collection activities with respect to joint returns (sec.
403 of the bill and sec. 6103 of the Code)

Present law
The IRS does not routinely disclose collection information to a

former spouse that relates to tax liabilities attributable to a joint
return that was filed when married.

Reasons for change
The Committee believes that it is appropriate to require the IRS

to discuss with one former spouse the efforts it has made to collect
the joint return tax liability from the other spouse.

Explanation of provision
If a tax deficiency with respect to a joint return is assessed, and

the individuals filing the return are no longer married or no longer
reside in the same household, the bill requires the IRS to disclose
in writing (in response to a written request by one of the individ-
uals) to that individual whether the IRS has attempted to collect
the deficiency from the other individual, the general nature of the
collection activities, and the amount (if any) collected.

Such requests must be made in writing. The IRS may develop
procedures to address the frequency of such requests in order to
prevent taxpayers from abusing this provision by making numer-
ous requests without good cause. For example, one request per
quarter would be a reasonable rate unless the taxpayer had good
cause to seek more frequent information.

In making these disclosures, the IRS may omit the current home
address and business location of the former spouse. This is de-
signed to prevent the disclosure of such personal information to
persons who might be hostile towards a former spouse.

Effective date
The provision is effective on the date of enactment.

5. COLLECTION ACTIVITIES

a. Modifications to lien and levy provisions

i. Withdrawal of public notice of lien (sec. 501(a) the bill and sec.
6323 of the Code)

Present law
The IRS must file a notice of lien in the public record, in order

to protect the priority of a tax lien. A notice of tax lien provides
public notice that a taxpayer owes the Government money. The
IRS has discretion in filing such a notice, but may withdraw a filed
notice only if the notice (and the underlying lien) was erroneously
filed or if the underlying lien has been paid, bonded, or become un-
enforceable.

Reasons for change
The Committee believes that it is appropriate to give the IRS dis-

cretion to withdraw a notice of lien in other situations as well.



33

Explanation of provision
The bill allows the IRS to withdraw a public notice of tax lien

prior to payment in full by the indebted taxpayer without preju-
dice, if the Secretary determines that (1) the filing of the notice
was premature or otherwise not in accordance with the administra-
tive procedures of the IRS, (2) the taxpayer has entered into an in-
stallment agreement to satisfy the tax liability with respect to
which the lien was filed, (3) the withdrawal of the lien will facili-
tate collection of the tax liability, or (4) the withdrawal of the lien
would be in the best interests of the taxpayer (as determined by
the Taxpayer Advocate) and of the Government. The IRS must also
provide a copy of the notice of withdrawal to the taxpayer. The bill
also requires that, at the written request of the taxpayer, the IRS
make reasonable efforts to give notice of the withdrawal of a lien
to creditors, credit reporting agencies, and financial institutions
specified by the taxpayer.

Effective date
The provision is effective on the date of enactment.

ii. Return of levied property (sec. 501(b) of the bill and sec. 6343 of
the Code)

Present law
The IRS is authorized to levy on the property of a taxpayer as

a means of collecting unpaid taxes. The IRS is able to return levied
property to a taxpayer only when the taxpayer has fully paid its
liability with respect to tax, interest, and penalty for which the
property was levied.

Reasons for change
There are several situations where the IRS is not authorized to

return levied-upon amounts, even when it believes doing so would
be equitable and in the best interests of the taxpayer and the Gov-
ernment. For example, if the IRS enters into an installment agree-
ment and, in contradiction to the terms of the installment agree-
ment, the IRS levies on the taxpayer’s property, the IRS is prohib-
ited from returning the property to the taxpayer. The Committee
believes that it is appropriate to give the IRS authority to return
levied property in other circumstances as well.

Explanation of provision
The bill allows the IRS to return property (including money de-

posited in the Treasury) that has been levied upon if the Secretary
determines that (1) the levy was premature or otherwise not in ac-
cordance with the administrative procedures of the IRS, (2) the tax-
payer has entered into an installment agreement to satisfy the tax
liability, (3) the return of the property will facilitate collection of
the tax liability, or (4) the return of the property would be in the
best interests of the taxpayer (as determined by the Taxpayer Ad-
vocate) and the Government.

Effective date
The provision is effective on the date of enactment.
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iii. Modifications in certain levy exemption amounts (sec. 502 of the
bill and sec. 6334 of the Code)

Present law
Property exempt from levy includes personal property with a

value of up to $1,650 and books and tools of a trade with a value
of up to $1,100.

Reasons for change
The Committee believes that these amounts should be increased

and indexed for inflation.

Explanation of provision
The bill increases the exemption amount to $2,500 for personal

property and increases the exemption amount to $1,250 for books
and tools of a trade. These amounts are indexed for inflation com-
mencing January 1, 1997.

Effective date
The provision is effective with respect to levies issued after De-

cember 31, 1996.

b. Offers-in-compromise (sec. 503 of the bill and sec. 7122 of the
Code)

Present law
The IRS has the authority to settle a tax debt pursuant to an

offer-in-compromise. IRS regulations provide that such offers can
be accepted if: the taxpayer is unable to pay the full amount of the
tax liability and it is doubtful that the tax, interest, and penalties
can be collected or there is doubt as to the validity of the actual
tax liability. Amounts over $500 can only be accepted if the reasons
for the acceptance are documented in detail and supported by an
opinion of the IRS Chief Counsel.

Reasons for change
The Committee believes that the $500 threshold amount requir-

ing a written opinion from the IRS Chief Counsel slows the ap-
proval process for most offers-in-compromise and is unnecessarily
low.

Explanation of provision
The bill increases from $500 to $50,000 the amount requiring a

written opinion from the Office of Chief Counsel. Compromises
below the $50,000 threshold must be subject to continuing quality
review by the IRS.

Effective date
The provision is effective on the date of enactment.
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6. INFORMATION RETURNS

a. Civil damages for fraudulent filing of information returns (sec.
601 of the bill and new sec. 7434 of the Code)

Present law
Federal law provides no private cause of action to a taxpayer

who is injured because a fraudulent information return has been
filed with the IRS asserting that payments have been made to the
taxpayer.

Reasons for change
Some taxpayers may suffer significant personal loss and incon-

venience as the result of the IRS receiving fraudulent information
returns, which have been filed by persons intent on either defraud-
ing the IRS or harassing taxpayers.

Explanation of provision
The bill provides that, if any person willfully files a fraudulent

information return with respect to payments purported to have
been made to another person, the other person may bring a civil
action for damages against the person filing that return. A copy of
the complaint initiating the action must be provided to the IRS. Re-
coverable damages are the greater of (1) $5,000 or (2) the amount
of actual damages (including the costs of the action) and, in the
court’s discretion, reasonable attorney’s fees. The court must speci-
fy in any decision awarding damages the correct amount (if any)
that should have been reported on the information return. An ac-
tion seeking damages under this provision must be brought within
six years after the filing of the fraudulent information return, or
one year after the fraudulent information return would have been
discovered through the exercise of reasonable care, whichever is
later.

The Committee does not want to open the door to unwarranted
or frivolous actions or abusive litigation practices. The Committee
is concerned, for example, about the possibility that an unfounded
or frivolous action might be brought under this section by a current
or former employee of an employer who is not pleased with one or
more items that his or her current or former employer has included
on the employee’s Form W–2. Therefore, actions brought under this
section will be subject to Rule 11 of the Federal Rules of Civil Pro-
cedure, relating to the imposition of sanctions in the case of un-
founded or frivolous claims, to the same extent as other civil ac-
tions.

Effective date
The provision applies to fraudulent information returns filed

after the date of enactment.
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b. Requirement to conduct reasonable investigations of information
returns (sec. 602 of the bill and sec. 6201 of the Code)

Present law
Deficiencies determined by the IRS are generally afforded a pre-

sumption of correctness.

Reasons for change
Taxpayers may encounter difficulties when a payor issues an er-

roneous information return and refuses to correct the information
and report the change to the IRS, or when a fraudulent informa-
tion return is filed.

Explanation of provision
The bill provides that, in any court proceeding, if a taxpayer as-

serts a reasonable dispute with respect to any item of income re-
ported on an information return (Form 1099 or Form W-2) filed by
a third party and the taxpayer has fully cooperated with the IRS,
the Government has the burden of producing reasonable and pro-
bative information concerning the deficiency (in addition to the in-
formation return itself). Fully cooperating with the IRS includes
(but is not limited to) the following: bringing the reasonable dis-
pute over the item of income to the attention of the IRS within a
reasonable period of time, and providing (within a reasonable pe-
riod of time) access to and inspection of all witnesses, information,
and documents within the control of the taxpayer (as reasonably
requested by the Secretary).

Effective date
The provision is effective on the date of enactment.

7. AWARDING OF COSTS AND CERTAIN FEES

a. United States must establish that its position in a proceeding was
substantially justified (sec. 701 of the bill and sec. 7430 of the Code)

Present law
Under section 7430, a taxpayer who successfully challenges a de-

termination of deficiency by the IRS may recover attorney’s fees
and other administrative and litigation costs if the taxpayer quali-
fies as a ‘‘prevailing party.’’ A taxpayer qualifies as a prevailing
party if it: (1) establishes that the position of the United States
was not substantially justified; (2) substantially prevails with re-
spect to the amount in controversy or with respect to the most sig-
nificant issue or set of issues presented; and (3) meets certain net
worth and (if the taxpayer is a business) size requirements. A tax-
payer must exhaust administrative remedies to be eligible to re-
ceive an award of attorney’s fees.

Reasons for change
The Committee believes that it is appropriate for the IRS to dem-

onstrate that it was substantially justified in maintaining its posi-
tion when the taxpayer substantially prevails and that the IRS
should be required to follow its published guidance and private
guidance provided to taxpayers.



37

Explanation of provision
The bill provides that, once a taxpayer substantially prevails

over the IRS in a tax dispute, the IRS has the burden of proof to
establish that it was substantially justified in maintaining its posi-
tion against the taxpayer. This will switch the current procedure
which places the burden of proof on the taxpayer to establish that
the IRS was not substantially justified in maintaining its position.
Therefore, the successful taxpayer will receive an award of attor-
ney’s fees unless the IRS satisfies its burden of proof. The bill also
establishes a rebuttable presumption that the position of the Unit-
ed States was not substantially justified if the IRS did not follow
in the administrative proceeding (1) its published regulations, reve-
nue rulings, revenue procedures, information releases, notices, or
announcements, or (2) a private letter ruling, determination letter,
or technical advice memorandum issued to the taxpayer. This pro-
vision only applies to the version of IRS guidance that is most cur-
rent on the date the IRS’s position was taken.

Effective date
The provision is effective for proceedings commenced after the

date of enactment.

b. Increased limit on attorney’s fees (sec. 702 of the bill and sec.
7430 of the Code)

Present law
Attorney’s fees recoverable by prevailing parties as litigation or

administrative costs was originally set at $75 per hour.

Reasons for change
The Committee believes that these amounts should be raised and

indexed for inflation.

Explanation of provision
The bill raises the statutory rate to $110 per hour, indexed for

inflation beginning after 1996.

Effective date
The provision applies to proceedings commenced after the date of

enactment.

c. Failure to agree to extension not taken into account (sec. 703 of
the bill and sec. 7430 of the Code)

Present law
To qualify for an award of attorney’s fees, the taxpayer must

have exhausted the administrative remedies available within the
IRS.

Reasons for change
The IRS has taken the position in regulations that attorney’s fees

cannot be awarded if the taxpayer has not agreed to extend the
statute of limitations. In Minahan v. Commissioner, 88 T.C. 492
(1987), the Tax Court held that regulation invalid insofar as it pro-
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vides that a taxpayer’s refusal to consent to extend the statute of
limitations is to be taken into account in determining whether the
taxpayer has exhausted administrative remedies available to the
taxpayer.

Explanation of provision
The bill provides that any failure to agree to an extension of the

statute of limitations cannot be taken into account for purposes of
determining whether a taxpayer has exhausted the administrative
remedies for purposes of determining eligibility for an award of at-
torney’s fees.

Effective date
The provision applies to proceedings commenced after the date of

enactment.

d. Award of litigation costs permitted in declaratory judgment
proceedings (sec. 704 of the bill and sec. 7430 of the Code)

Present law
Section 7430(b)(3) denies any reimbursement for attorney’s fees

in all declaratory judgment actions, except those actions related to
the revocation of an organization’s qualification under section
501(c)(3) (relating to tax-exempt status).

Reasons for change
It is appropriate to treat declaratory judgment proceedings simi-

lar to other tax proceedings, with respect to eligibility for attorney’s
fees.

Explanation of provision
The bill eliminates the present-law restrictions on awarding at-

torney’s fees in all declaratory judgment proceedings.

Effective date
The provision applies to proceedings commenced after the date of

enactment.

8. MODIFICATION TO RECOVERY OF CIVIL DAMAGES FOR
UNAUTHORIZED COLLECTION ACTIONS

a. Increase in limit on recovery of civil damages for unauthorized
collection actions (sec. 801 of the bill and sec. 7433 of the Code)

Present law
A taxpayer may sue the United States for up to $100,000 of dam-

ages caused by an officer or employee of the IRS who recklessly or
intentionally disregards provisions of the Internal Revenue Code or
the Treasury regulations promulgated thereunder in connection
with the collection of Federal tax with respect to the taxpayer.

Reasons for change
The Committee believes that the cap for damages caused by IRS

employees should be raised.
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Explanation of provision
The bill increases the cap from $100,000 to $1 million.

Effective date
The provision applies to unauthorized collection actions by IRS

employees that occur after the date of enactment.

b. Court discretion to reduce award for litigation costs for failure
to exhaust administrative remedies (sec. 802 of the bill and sec.
7433 of the Code)

Present law
A taxpayer suing the United States for civil damages for unau-

thorized collection activities must exhaust administrative remedies
to be eligible for an award.

Reasons for change
There may be circumstances in which it is inappropriate to re-

quire a taxpayer to exhaust administrative remedies.

Explanation of provision
The bill permits (but does not require) a court to reduce an

award if the taxpayer has not exhausted administrative remedies.

Effective date
The provision is effective for proceedings commenced after the

date of enactment.

9. MODIFICATION TO PENALTY FOR FAILURE TO COLLECT AND PAY
OVER TAX

a. Preliminary notice requirement (sec. 901 of the bill and sec. 6672
of the Code)

Present law
Under section 6672, a ‘‘responsible person’’ is subject to a penalty

equal to the amount of trust fund taxes that are not collected or
paid to the government on a timely basis. An individual the IRS
has identified as a responsible person is permitted an administra-
tive appeal on the question of responsibility.

Reasons for change
Some employees may not be fully aware of their personal liability

under section 6672 for the failure to pay over trust fund taxes. The
Committee believes that IRS could make additional efforts to assist
the public in understanding its responsibilities.

Explanation of provision
The bill requires the IRS to issue a notice to an individual the

IRS had determined to be a responsible person with respect to un-
paid trust fund taxes at least 60 days prior to issuing a notice and
demand for the penalty. The statute of limitations shall not expire
before the date 90 days after the date on which the notice was
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mailed. The provision does not apply if the Secretary finds that the
collection of the penalty is in jeopardy.

Effective date
The provision applies to assessments made after June 30, 1996.

b. Disclosure of certain information where more than one person
subject to penalty (sec. 902 of the bill and sec. 6103 of the Code)

Present law
The IRS may not disclose to a responsible person the IRS’s ef-

forts to collect unpaid trust fund taxes from other responsible per-
sons, who may also be liable for the same tax liability.

Reasons for change
The Committee believes that it is appropriate to permit the IRS

to disclose to a responsible person whether the IRS is imposing the
penalty on any other responsible person, and whether the IRS has
been successful in collecting the penalty against such a person.

Explanation of provision
The bill requires the IRS, if requested in writing by a person con-

sidered by the IRS to be a responsible person, to disclose in writing
to that person the name of any other person the IRS has deter-
mined to be a responsible person with respect to the tax liability.
The IRS is required to disclose in writing whether it has attempted
to collect this penalty from other responsible persons, the general
nature of those collection activities, and the amount (if any) col-
lected. Failure by the IRS to follow this provision does not absolve
any individual for any liability for this penalty.

Effective date
The provision is effective on the date of enactment.

c. Right of contribution from multiple responsible parties (sec. 903
of the bill and sec. 6672 of the code)

Present law
A responsible person may seek to recover part of the amount

which he has paid to the IRS from other individuals who also may
have the obligations of a responsible person but who have not yet
contributed their proportionate share of their liability under section
6672. Taxpayers must pursue such claims for contribution under
state law (to the extent state law permits such claims). The vari-
ations in state law sometimes make it difficult or impossible to
press successful suits in state courts to force a contribution from
other responsible persons.

Reasons for change
The IRS may collect this penalty from a responsible person from

whom it can collect most easily, rather than from the person with
the greatest culpability for the failure. It would accordingly pro-
mote fairness in the administration of the tax laws to establish a
right of contribution among multiple responsible parties.
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Explanation of provision
If more than one person is liable for this penalty, each person

who paid the penalty is entitled to recover from other persons who
are liable for the penalty an amount equal to the excess of the
amount paid by such person over such person’s proportionate share
of the penalty. This proceeding is a Federal cause of action and
must be entirely separate from any proceeding involving IRS’s col-
lection of the penalty from any responsible party (including a pro-
ceeding in which the United States files a counterclaim or third-
party complaint for collection of the penalty).

Effective date
The provision applies to penalties assessed after the date of en-

actment.

d. Board members of tax-exempt organizations (sec. 904 of the bill
and sec. 6672 of the code)

Present law
Under section 6672, ‘‘responsible persons’’ of tax-exempt organi-

zations are subject to a penalty equal to the amount of trust fund
taxes that are not collected and paid to the Government on a time-
ly basis.

Reasons for change
Individuals who serve on the boards of tax-exempt organizations,

on a voluntary or honorary basis, are often concerned that they will
be held liable for unpaid taxes of the organization as a responsible
person, even though their service may be strictly voluntary in na-
ture, and they may not be involved in the day-to-day operations
and financial decisions of the organization. The Committee believes
that the IRS has not made adequate efforts to clarify the rules ap-
plicable to tax-exempt organizations.

Explanation of provision
The bill clarifies that the section 6672 responsible person penalty

is not to be imposed on volunteer, unpaid members of any board
of trustees or directors of a tax-exempt organization to the extent
such members are solely serving in an honorary capacity, do not
participate in the day-to-day or financial activities of the organiza-
tion, and do not have actual knowledge of the failure. The provision
cannot operate in such a way as to eliminate all responsible per-
sons from responsibility.

The bill requires the IRS to develop materials to better inform
board members of tax-exempt organizations (including voluntary or
honorary members) that they may be treated as responsible per-
sons. The IRS is required to make such materials routinely avail-
able to tax-exempt organizations. The bill also requires the IRS to
clarify its instructions to IRS employees on application of the re-
sponsible person penalty with regard to honorary or volunteer
members of boards of trustees or directors of tax-exempt organiza-
tions.
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Effective date
The provision is effective on the date of enactment.

10. MODIFICATIONS OF RULES RELATING TO SUMMONSES

a. Enrolled agents included as third-party recordkeepers (sec. 1001
of the bill and sec. 7609 of the code)

Present law
Section 7609 contains special procedures that the IRS must fol-

low before it issues a third-party summons. A third-party summons
is a summons issued to a third-party recordkeeper compelling him
to provide information with respect to the taxpayer. An example of
this would be a summons served on a stock brokerage house to pro-
vide data on the securities trading of the taxpayer-client.

If a third-party summons is served on a third-party recordkeeper
listed in section 7609(a)(3), then the taxpayer must receive notice
of the summons and have an opportunity to challenge the sum-
mons in court. Otherwise the taxpayer has no statutory right to re-
ceive notice of the summons and accordingly he will not have the
opportunity to challenge it in court.

Section 7609(a)(3) lists attorneys and accountants as third-party
recordkeepers, but it does not list ‘‘enrolled agents’’, who are au-
thorized to practice before the IRS.

Reasons for change
Because enrolled agents are authorized to practice before the IRS

in a similar manner to attorneys and accountants, they should be
accorded the same status as third-party recordkeepers as are attor-
neys and accountants.

Explanation of provision
The bill includes enrolled agents as third-party recordkeepers.

Effective date
The provision applies to summonses issued after the date of en-

actment.

b. Safeguards relating to designated summonses; annual report to
Congress on designated summonses (secs. 1002 and 1003 of the
bill and sec. 6503 of the Code)

Present law
The period for assessment of additional tax with respect to most

tax returns, corporate or otherwise, is three years. The IRS and the
taxpayer can together agree to extend the period, either for a speci-
fied period of time or indefinitely. The taxpayer may terminate an
indefinite agreement to extend the period by providing notice to the
IRS.

During an audit, the IRS may informally request that the tax-
payer provide additional information necessary to arrive at a fair
and accurate audit adjustment, if any adjustment is warranted.
Not all taxpayers cooperate by providing the requested information
on a timely basis. In some cases the IRS seeks information by issu-
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1 Petitions to quash are permitted, for example, in connection with the examination of certain
related party transactions under section 6038A(e)(4), and in the case of certain third-party sum-
monses under section 7609(b)(2).

ing an administrative summons. Such a summons will not be judi-
cially enforced unless the Government (as a practical matter, the
Department of Justice) seeks and obtains an order for enforcement
in Federal court. In addition, a taxpayer may petition the court to
quash an administrative summons where this is permitted by stat-
ute.1

In certain cases, the running of the assessment period is sus-
pended during the period when the parties are in court to obtain
or avoid judicial enforcement of an administrative summons. Such
a suspension is provided in the case of litigation over a third-party
summons (sec. 7609(e)) or litigation over a summons regarding the
examination of a related party transaction. Such a suspension can
also occur with respect to a corporate tax return if a summons is
issued at least 60 days before the day on which the assessment pe-
riod (as extended) is scheduled to expire. In this case, suspension
is only permitted if the summons clearly states that it is a ‘‘des-
ignated summons’’ for this purpose. Only one summons may be
treated as a designated summons for purposes of any one tax re-
turn. The limitations period is suspended during the judicial en-
forcement period of the designated summons and of any other sum-
mons relating to the same tax return that is issued within 30 days
after the designated summons is issued.

Under current internal procedures of the IRS, no designated
summons is issued unless first reviewed by the Office of Chief
Counsel to the IRS, including review by an IRS Deputy Regional
Counsel for the Region in which the examination of the corpora-
tion’s return is being conducted.

Reasons for change
The Committee recognizes that issuance of a designated sum-

mons is a serious step in the examination of a tax return, given the
fact that litigation over the summons would suspend the running
of the period for assessing additional tax against the taxpayer
under audit. The Committee believes that, in recognition of the se-
riousness of such a step, the IRS should be required to institute ad-
ditional procedures to ensure high-level IRS review before any such
summons is issued. The Committee also believes that it is impor-
tant to place some restrictions on the taxpayers to whom IRS can
issue a designated summons.

Explanation of provision
The bill requires that issuance of any designated summons with

respect to a corporation’s tax return must be preceded by review
of such issuance by the Regional Counsel, Office of Chief Counsel
to the IRS, for the Region in which the examination of the corpora-
tion’s return is being conducted.

The bill also limits the use of a designated summons to corpora-
tions (or to any other person to whom the corporation has trans-
ferred records) that are being examined as part of the Coordinated
Examination Program (CEP) or its successor. CEP audits cover
about 1,600 of the largest corporate taxpayers. If a corporation
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moves between CEP and non-CEP audit categories, only the tax
years covered by the CEP may be the subject of a designated sum-
mons. The bill does not affect Code section 6038A(e)(1), which re-
lates to a U.S. reporting corporation that acts merely as the agent
of the foreign related party by receiving summonses on behalf of
the foreign party.

The bill also requires that the Treasury report annually to the
Congress on the number of designated summonses issued in the
preceding 12 months.

Effective date
The provision applies to summonses issued after date of enact-

ment.

11. RELIEF FROM RETROACTIVE APPLICATION OF TREASURY DEPART-
MENT REGULATIONS (SEC. 1101 OF THE BILL AND SEC. 7805 OF THE
CODE)

Present law
Under section 7805(b), Treasury may prescribe the extent (if any)

to which regulations shall be applied without retroactive effect.

Reasons for change
The Committee believes that it is generally inappropriate for

Treasury to issue retroactive regulations.

Explanation of provision
The bill provides that temporary and proposed regulations must

have an effective date no earlier than the date of publication in the
Federal Register or the date on which any notice substantially de-
scribing the expected contents of such regulation is issued to the
public. Any regulations filed or issued within 18 months of the en-
actment of the statutory provision to which the regulation relates
may be issued with retroactive effect. This general prohibition on
retroactive regulations may be superseded by a legislative grant
authorizing the Treasury to prescribe the effective date with re-
spect to a statutory provision. The Treasury may issue retroactive
temporary or proposed regulations to prevent abuse. The Treasury
also may issue retroactive temporary, proposed, or final regulations
to correct a procedural defect in the issuance of a regulation. Treas-
ury may provide that taxpayers may elect to apply a temporary or
proposed regulation retroactively from the date of publication of the
regulation. Final regulations may take effect from the date of publi-
cation of the temporary or proposed regulation to which they relate.
The provision does not apply to any regulation relating to internal
Treasury Department policies, practices, or procedures. Present law
with respect to rulings is unchanged.

Effective date
The provision applies with respect to regulations that relate to

statutory provisions enacted on or after the date of enactment.
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12. MISCELLANEOUS PROVISIONS

a. Phone numbers of person providing payee statement required to
be shown on such statement (sec. 1201 of the bill and secs. 6041,
6041A, 6042, 6044, 6045, 6049, 6050B, 6050H, 6050I, 6050J,
6050K and 6050N of the Code)

Present law
Information returns must contain the name and address of the

payor.

Reasons for change
Taxpayers often need to contact payors issuing information re-

turns in order to resolve questions about the accuracy of the infor-
mation provided to the IRS. Currently, payors are only required to
provide their names and addresses on information returns. As a re-
sult, taxpayers may have difficulty in contacting the payor and re-
solving questions quickly.

Explanation of provision
The bill requires that information returns contain the name, ad-

dress, and phone number of the information contact of the person
required to make the information return. A payor may, for exam-
ple, provide the phone number of the department with the relevant
information. It is intended that the telephone number provide di-
rect access to individuals with immediate resources to resolve a
taxpayer’s questions in an expeditious manner.

Effective date
The provision applies to statements required to be furnished

after December 31, 1996 (determined without regard to any exten-
sion).

b. Required notice to taxpayers of certain payments (sec. 1202 of the
bill)

Present law
If the IRS receives a payment without sufficient information to

properly credit it to a taxpayer’s account, the IRS may attempt to
contact the taxpayer. If contact cannot be made, the IRS places the
payment in an unidentified remittance file.

Reasons for change
If the IRS cannot associate a taxpayer’s payment with a balance

due, the IRS generally deposits the money and may not inform the
taxpayer of the overpayment. For example, a check that is sepa-
rated from a balance-due income tax return, which is subsequently
lost, may not get credited to that taxpayer’s account.

Explanation of provision
The bill requires the IRS to make reasonable efforts to notify,

within 60 days, those taxpayers who have made payments which
the IRS cannot associate with the taxpayer.
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Effective date
The provision is effective on the date of enactment.

c. Unauthorized enticement of information disclosure (sec. 1203 of
the bill and new sec. 7435 of the Code)

Present law
No statutory disincentive applies to IRS employees who entice a

tax professional to disclose information about clients in exchange
for the favorable treatment of the taxes of the professional.

Reasons for change
The Committee believes that it is improper for IRS employees to

entice tax professionals into breaching their fiduciary responsibil-
ities to their clients in exchange for favorable treatment on their
own returns.

Explanation of provision
If any officer or employee of the United States intentionally com-

promises the determination or collection of any tax due from an at-
torney, certified public accountant, or enrolled agent representing
a taxpayer in exchange for information conveyed by the taxpayer
to the attorney, certified public accountant, or enrolled agent for
purposes of obtaining advice concerning the taxpayer’s tax liability,
the taxpayer may bring a civil action for damages against the Unit-
ed States in a district court of the United States. Upon a finding
of liability, damages shall equal the lesser of $500,000 or the sum
of (1) actual economic damages sustained by the taxpayer as a
proximate result of the information disclosure and (2) the costs of
the action. These remedies shall not apply to information conveyed
to an attorney, certified public accountant, or enrolled agent for the
purpose of perpetrating a fraud or crime.

Effective date
The provision applies to actions taken after the date of enact-

ment.

d. Annual reminders to taxpayers with outstanding delinquent
accounts (sec. 1204 of the bill and new sec. 7524 of the Code)

Present law
There is no statutory requirement in the Code that the IRS send

annual reminders to persons who have outstanding tax liabilities.

Reasons for change
Numerous taxpayers become delinquent in paying their tax li-

ability. The delinquencies may occur because the person did not
make enough payments through payroll withholding or quarterly
estimated payments or because of an adjustment following an
audit.

The IRS generally pursues larger tax deficiencies first, and then
it pursues small deficiencies. Because of the limited amount of IRS
resources to work collection cases, cases with smaller deficiencies
may not be addressed for years. In the meantime, the taxpayer
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may come to believe that the apparent lack of IRS collection activ-
ity means that it has abandoned its claim against the taxpayer.
The taxpayer may be surprised when the IRS resumes collection
action years later, when the 10-year statute of limitations on collec-
tions is close to expiring.

Explanation of provision
The bill requires the IRS to send taxpayers an annual reminder

of their outstanding tax liabilities. The fact that a taxpayer did not
receive a timely, annual reminder notice does not affect the tax li-
ability.

Effective date
The provision requires the IRS to send annual reminder notices

beginning in 1997.

e. Five-year extension of authority for undercover operations (sec.
1205 of the bill and sec. 7608 of the Code)

Present law
The Anti-Drug Abuse Act of 1988 exempted IRS undercover oper-

ations from the otherwise applicable statutory restrictions control-
ling the use of Government funds (which generally provide that all
receipts be deposited in the general fund of the Treasury and all
expenses be paid out of appropriated funds). In general, the exemp-
tion permits the IRS to ‘‘churn’’ the income earned by an under-
cover operation to pay additional expenses incurred in the under-
cover operation. The IRS is required to conduct a detailed financial
audit of large undercover operations in which the IRS is churning
funds and to provide an annual audit report to the Congress on all
such large undercover operations. The exemption originally expired
on December 31, 1989, and was extended by the Comprehensive
Crime Control Act of 1990 to December 31, 1991. The IRS has not
had the authority to churn funds from its undercover operations
since 1991.

Reasons for change
Many other law enforcement agencies have churning authority.

It is appropriate for IRS to have this authority as well.

Explanation of provision
The bill reinstates the IRS’s offset authority under section

7608(c) from the date of enactment until January 1, 2001. The bill
amends the IRS annual reporting requirement under section
7608(c)(4)(B) to require the provision of the following data: (1) the
date the operation was initiated; (2) the date offsetting was ap-
proved; (3) the total current expenditures and the amount and use
of proceeds of the operation; (4) a detailed description of the under-
cover operation projected to generate proceeds, including the poten-
tial violation being investigated, and whether the operation is
being conducted under grand jury auspices; and (5) the results of
the operation to date, including the results of criminal proceedings.
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Effective date
The provision would be effective on the date of enactment.

f. Disclosure of returns on cash transactions (sec. 1206 of the bill
and sec. 6103 of the Code)

Present law
The Internal Revenue Code prohibits disclosure of tax returns

and return information, except to the extent specifically authorized
by the Internal Revenue Code (sec. 6103). Unauthorized disclosure
is a felony punishable by a fine not exceeding $5,000 or imprison-
ment of not more than five years, or both (sec. 7213). An action for
civil damages also may be brought for unauthorized disclosure (sec.
7431). No tax information may be furnished by the IRS to another
agency unless the other agency establishes procedures satisfactory
to the IRS for safeguarding the tax information it receives (sec.
6103(p)).

Under section 6050I, any person who receives more than $10,000
in cash in one transaction (or two or more related transactions) in
the course of a trade or business generally must file an information
return (Form 8300) with the IRS specifying the name, address, and
taxpayer identification number of the person from whom the cash
was received and the amount of cash received.

The Anti-Drug Abuse Act of 1988 provided a special rule permit-
ting the IRS to disclose these information returns to other Federal
agencies for the purpose of administering Federal criminal stat-
utes. The special rule originally was to expire after November 18,
1990, and was extended by the Comprehensive Crime Control Act
of 1990 to November 18, 1992.

Reasons for change
Information filed on Form 8300 is very similar to information

filed on Currency Transaction Reports (CTRs) under the Bank Se-
crecy Act. Both types of information reports should be subject to
the same disclosure rules.

Explanation of provision
The bill permanently extends the special rule for disclosing Form

8300 information. Moreover, the bill permits disclosures not only to
Federal agencies but also to State, local and foreign agencies and
for civil, criminal and regulatory purposes (i.e., generally in the
same manner as Currency Transaction Reports filed by financial
institutions under the Bank Secrecy Act). Disclosure, however, is
not permitted to any such agency for purposes of tax administra-
tion. The bill also (1) extends the dissemination policies and guide-
lines under section 6103 to people having access to Form 8300 in-
formation, and (2) applies section 6103 sanctions to persons having
access to Form 8300 information that disclose this information
without proper authorization.

Effective date
The provision is effective on the date of enactment.
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g. Disclosure of returns and return information to designee of
taxpayer (sec. 1207 of the bill and sec. 6103 of the Code)

Present law
Under present law, the IRS is authorized to disclose the return

of any taxpayer, or return information pertaining to a taxpayer, to
such person(s) as the taxpayer has designated in a written request.

Reasons for change
The IRS’s move to a paperless system depends on the ease and

functionality of electronic communication systems, e.g., telephones,
facsimile machines, computers, communications networks, etc.

Explanation of provision
The bill deletes the word ‘‘written’’ from the requirement that

‘‘written consent’’ from the taxpayer is necessary for the disclosure
of taxpayer information to a designated third party. Allowing the
IRS to adopt alternatives to the written request requirement will
expedite such changes and facilitate the development and imple-
mentation of Tax System Modernization projects. It is anticipated
that the IRS will continue to utilize its regulatory authority to im-
pose reasonable restrictions on the form in which a request is
made, and that the IRS will in no event accept an unconfirmed
verbal request.

Effective date
The provision is effective on the date of enactment.

h. Report on netting of interest on overpayments and liabilities (sec.
1208 of the bill)

Present law
If any portion of a tax is satisfied through the crediting of an

overpayment of tax, no interest is imposed on that portion of the
tax for any period during which, if the credit had not been made,
interest would have been allowable.

The Tax Reform Act of 1986 first implemented an interest rate
differential. The underpayment rate was set 1 percent higher than
the overpayment rate. The Conference Report to the Tax Reform
Act of 1986 stated:

[t]o the extent a portion of tax due is satisfied by a credit
of an overpayment, no interest is imposed on that portion
of the tax. Consequently, if an underpayment of $1,000 oc-
curs in year 1, and an overpayment of $1,000 occurs in
year 2, no interest is imposed in year 2 because of the rule
of section 6601(f). The IRS can at present net many of
these offsetting overpayments and underpayments. Never-
theless, the IRS will require a transition period during
which to coordinate differential interest rates . . . [t]he
Secretary of the Treasury may prescribe regulations pro-
viding for netting of tax underpayments and overpayments
through the period ending three years after the date of en-
actment of the bill. By that date, the IRS should have im-
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plemented the most comprehensive netting procedures
that are consistent with sound administrative practice.

The Omnibus Budget Reconciliation Act of 1990 increased the
underpayment rate on certain large corporate underpayments to 3
percent higher than the overpayment rate. The Conference Report
stated:

Under present law, the Secretary has the authority to
credit the amount of any overpayment against any liability
under the Code * * * to the extent a portion of tax due is
satisfied by a credit of an overpayment, no interest is im-
posed on that portion of the tax * * *. The Secretary
should implement the most comprehensive crediting proce-
dures under section 6402 that are consistent with sound
administrative practice.

The General Agreement on Tariffs and Trade (GATT) reduced
the overpayment rate on certain corporate tax refunds. The legisla-
tive history of the GATT legislation stated that:

The Secretary of the Treasury should implement the
most comprehensive crediting procedures under section
6402 that are consistent with sound administrative prac-
tice, and should do so as rapidly as is practicable.

Reasons for change
The Committee believes that it is important for the Committee

to understand in detail how the IRS has implemented netting pro-
cedures to date. Congress has never adopted differential interest
rates, or increased the amount of such differential, without at the
same time also encouraging the IRS to implement comprehensive
interest netting procedures. The Committee is concerned that the
IRS has failed to implement comprehensive interest netting proce-
dures and is interested in learning whether the delay stems from
technical difficulties or substantive questions about the scope of
such interest netting procedures.

Explanation of provision
The bill requires the Secretary of the Treasury to conduct a

study of the manner in which the IRS has implemented the netting
of interest on overpayments and underpayments and the policy and
administrative implications of global netting. The Treasury is re-
quired to hold a public hearing to receive comments from any inter-
ested party prior to submitting the report of its study to the tax
writing committees.

Effective date
The report is due six months after the date of enactment. The

Committee understands that the Treasury has already announced
that it will conduct this study and will complete it by October 1,
1996. The Committee anticipates that the Treasury will meet its
own deadline.
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i. Expenses of detection of underpayments and fraud (sec. 1209 of
the bill and sec. 7623 of the Code)

Present law
Secretary may, pursuant to regulations, pay rewards for informa-

tion leading to the detection and punishment of violations of the In-
ternal Revenue laws.

Reasons for change
The Committee believes that improvements should be made to

this program.

Explanation of provision
The bill clarifies that rewards may be paid for information relat-

ing to civil violations, as well as criminal violations. The bill also
provides that the rewards are to be paid out of the proceeds of
amounts (other than interest) collected by reason of the informa-
tion provided. The bill also requires an annual report on the re-
wards program.

Effective date
The provision is effective six months after the date of enactment.

j. Use of private delivery services for timely-mailing-as-timely-filing
rule (sec. 1210 of the bill and sec. 7502 of the Code)

Present law
The Code sets forth the rules for determining when a return,

payment of tax, or other document required to be filed with the IRS
is deemed to be filed or delivered on a timely basis (sec. 7502). In
a recent case interpreting this section (V.L.Correia, 58 F.3d 468
(1995)), the U.S. Court of Appeals for the 9th Circuit upheld the
Tax Court’s ruling that the section’s so-called ‘‘timely-mailing as
timely-filing’’ rule does not apply to private delivery companies. Al-
though the Appeals Court agreed that there is a legitimate policy
rationale for extending the rule to private delivery companies, it
concluded that only Congress, and not the courts, had the power
to make such a change.

Reasons for change
There are many private delivery companies operating today

which meet the U.S. Postal Service’s ability to deliver documents
quickly and securely. Every year, many taxpayers needlessly run
afoul of the present-law rule because they make a reasonable as-
sumption that using a private delivery service is adequate to show
timely filing of their tax returns.

Explanation of provision
The Secretary of the Treasury is given authority to expand the

‘‘timely-mailing as timely-filing’’ rule to include a designated deliv-
ery service. A designated delivery service must be designated as
such by the Secretary. The Secretary may designate a delivery
service only if it meets the following criteria: (1) it is available to
the general public; (2) it is at least as timely and reliable on a reg-
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ular basis as the United States mail; (3) it satisfies recordkeeping
criteria; and (4) it meets any additional criteria as the Secretary
may prescribe. The provision also gives the Secretary similar au-
thority with respect to equivalents for United States certified or
registered mail.

Effective date
The provision is effective on the date of enactment.

k. Reports on misconduct by IRS employees (sec. 1211 of the bill)

Present law
The IRS Inspection Division investigates allegations of criminal

misconduct or serious violations of the ‘‘Standards of Ethical Con-
duct for Employees of the Executive Branch’’ (5 CFR 2635) by IRS
employees. In addition, IRS management addresses other types of
taxpayer complaints relating to inappropriate behavior by IRS em-
ployees.

Reasons for change
Criminal actions resulting from Inspection Service investigations

are a matter of public record, and press releases are issued in con-
junction with the U.S. Attorney’s office about such matters in ac-
cordance with exceptions that exist to tax disclosure and privacy
constraints. However, information about administrative discipli-
nary actions are generally not available to the public. This may
lead to a public perception that allegations of misconduct by IRS
employees are not investigated or that misconduct goes
unpunished.

Explanation of provision
The bill requires the IRS to make an annual report to the tax-

writing committees, beginning June 1, 1997, on all categories of in-
stances involving allegations of misconduct by IRS employees, aris-
ing either from internally identified cases or from taxpayer or
third-party initiated complaints. The report must identify by IRS
Region and primary activity involved (e.g., examination, collection,
etc.), the nature of the misconduct or complaint, the number of in-
stances received by category, and the disposition of these instances.
This would include, but not be limited to, the following categories:
number of employees reprimanded, terminated, or prosecuted; in-
stances dismissed because of a finding that proper procedures were
followed; and those initiated but not yet resolved. Instances covered
by this process must include both written complaints of misconduct
and those received by telephone through management channels.
Each annual report will cover instances of misconduct that oc-
curred during the preceding calendar year. Disposition of com-
plaints not resolved by the time the report is prepared must be in-
cluded in the report for the year in which resolution occurs.

Effective date
The first report is due by June 1, 1997.
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2 Even where no prohibited private inurement exists, however, more than incidental private
benefits conferred on individuals may result in the organization not being operated ‘‘exclusively’’

Continued

B. Revenue Offsets

1. APPLICATION OF FAILURE-TO-PAY PENALTY TO SUBSTITUTE
RETURNS (SEC. 1301 OF THE BILL AND SEC. 6651 OF THE CODE)

Present law
Section 6651(a)(2) provides that the IRS may assess a penalty for

failure to pay tax from the due date of the return until the tax is
paid. If no return is filed by the taxpayer and the IRS files a sub-
stitute return under section 6020, the tax on which the penalty is
measured is considered a deficiency assessable under section 6212
or 6213, and the failure to pay penalty begins to accumulate 10
days after the IRS sends the taxpayer a notice and demand for
payment of the tax.

Reasons for change
Under the current penalty system, there is an inequity between

voluntarily filed delinquent returns and substitute returns. Tax-
payers who file delinquent returns must pay a failure to file pen-
alty from the due date of the return, whereas the taxpayer who
forces the IRS to utilize a substitute return is not assessed the pen-
alty until billed by the IRS.

Explanation of provision
The bill applies the failure to pay penalty to substitute returns

in the same manner as the penalty applies to delinquent filers.

Effective date
The provision applies in the case of any return the due date for

which (determined without regard to extensions) is after the date
of enactment.

2. EXCISE TAXES ON AMOUNTS OF PRIVATE EXCESS BENEFITS (SEC.
1311–1314 OF THE BILL AND SECS. 501, 6033, 6104, 6652, 6685 AND NEW
SECS. 4958, 6116, AND 6716 OF THE CODE)

Present law

Private inurement
Charities.—Section 501(c)(3) specifically conditions tax-exempt

status for all organizations described in that section on the require-
ment that no part of the net earnings of the organization inures to
the benefit of any private shareholder or individual (the so-called
‘‘private inurement test’’).

Social welfare organizations.—A tax-exempt social welfare orga-
nization described in section 501(c)(4) must be organized on a non-
profit basis and must be operated exclusively for the promotion of
social welfare. In contrast to section 501(c)(3), however, there is no
specific statutory rule in section 501(c)(4) prohibiting the net earn-
ings of a social welfare organization described in section 501(c)(4)
from inuring to the benefit of a private shareholder or individual.2
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for an exempt purpose. See, e.g., American Campaign Academy v. Commissioner, 92 T.C. 1053
(1989).

Other organizations.—Other tax-exempt organizations, such as
labor and agricultural organizations described in section 501(c)(5)
and business leagues described in section 501(c)(6) are subject to
the private inurement test, as a result of explicit statutory lan-
guage or Treasury Department regulations.

Sanctions for private inurement and other violations of exemption
standards

Organizations described in section 501(c)(3) are classified as ei-
ther public charities or private foundations. Penalty excise taxes
may be imposed under the Code when a public charity makes polit-
ical expenditures (sec. 4955) or excessive lobbying expenditures
(secs. 4911 and 4912). However, the Code generally does not pro-
vide for the imposition of penalty excise taxes in cases where a
501(c)(3) public charity or a section 501(c)(4) social welfare organi-
zation engages in a transaction that results in private inurement.
In such cases, the only sanction that specifically is authorized
under the Code is revocation of the organization’s tax-exempt sta-
tus. A transaction engaged in by a private foundation (but not a
public charity) is subject to special penalty excise taxes under the
Code if the transaction is a prohibited ‘‘self-dealing’’ transaction
(sec. 4941) or does not accomplish a charitable purpose (sec. 4945).

Filing and public disclosure rules
Tax-exempt organizations (other than churches and certain small

organizations) are required to file an annual information return
(Form 990) with the Internal Revenue Service (‘‘IRS’’), setting forth
the organization’s items of gross income and expenses attributable
to such income, disbursements for tax-exempt purposes, plus cer-
tain other information for the taxable year. Private foundations are
required to allow public inspection at the foundation’s principal of-
fice of their current annual information return. Other tax-exempt
organizations, including public charities, are required to allow pub-
lic inspection at the organization’s principal office (and certain re-
gional or district offices) of their annual information returns for the
three most recent taxable years (sec. 6104(e)). The Code also re-
quires that tax-exempt organizations allow public inspection of the
organization’s application to the IRS for recognition of tax-exempt
status, the IRS determination letter, and certain related docu-
ments. In addition, upon written request to the IRS, members of
the general public are permitted to inspect annual information re-
turns of tax-exempt organizations and applications for recognition
of tax-exempt status (and related documents) at the National Office
of the IRS in Washington, D.C. A person making such a written re-
quest is notified by the IRS when the material is available for in-
spection at the National Office, where notes may be taken of the
material open for inspection, photographs taken with the person’s
own equipment, or copies of such material obtained from the IRS
for a fee (Treas. Reg. secs. 301.6104(a)–6 and 301.6104(b)–1).

Section 6652(c)(1)(A) provides that a tax-exempt organization
that fails to file a complete and accurate Form 990 is subject to a
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penalty of $10 for each day during which such failure continues
(with a maximum penalty with respect to any one return of the
lesser of $5,000 or five percent of the organization’s gross receipts
for the year). Section 6652(c)(1)(C) provides that tax-exempt organi-
zations that fail to make certain annual returns and applications
for exemption available for public inspection are subject to a pen-
alty of $10 for each day the failure continues (with a maximum
penalty with respect to any one return not to exceed $5,000, and
without limitation with respect to applications). In addition, section
6685 provides a penalty for willfully failing to make an annual re-
turn or application available for public inspection of $1,000 per re-
turn or application.

Reasons for change
To ensure that the advantages of tax-exempt status ultimately

benefit the community and not private individuals, the bill extends
the present-law section 501(c)(3) private inurement prohibition to
nonprofit organizations described in section 501(c)(4) and provides
for intermediate sanctions that may be imposed when nonprofit or-
ganizations described in section 501(c)(3) or 501(c)(4) engage in
transactions with certain insiders that result in private inurement.
The bill also enhances the oversight and public accountability of
nonprofit organizations through additional reporting of information
by nonprofit organizations to the Internal Revenue Service (IRS)
and increased public access to documents filed by such organiza-
tions with the IRS.

Explanation of provision

Extend private inurement prohibition to social welfare organiza-
tions

The bill amends section 501(c)(4) explicitly to provide that a so-
cial welfare organization or other organization described in that
section would be eligible for tax-exempt status only if no part of its
net earnings inures to the benefit of any private shareholder or in-
dividual.

In addition, the bill provides that the private inurement rule will
not be violated solely because of an allocation or return of net mar-
gins or capital to the members of a nonprofit association or organi-
zation that operates on a cooperative basis in accordance with its
incorporating statute and bylaws (substantially as in existence on
the date of enactment) and was determined to be exempt from Fed-
eral income tax under section 501(c)(4) prior to the date of enact-
ment. However, such cooperative organizations are subject to the
general private inurement proscription with respect to any other
type of transaction.

Effective date.—This provision generally is effective on Septem-
ber 14, 1995. However, under a special transition rule, the provi-
sion does not apply to inurement occurring prior to January 1,
1997, if such inurement results from a written contract that was
binding on September 13, 1995, and at all times thereafter before
such inurement occurred, and the terms of which have not materi-
ally changed.



56

3 A tax-exempt organization cannot avoid the private inurement proscription by causing a con-
trolled entity to engage in an excess benefit transaction. Thus, for example, if a tax-exempt orga-
nization causes its taxable subsidiary to pay excessive compensation to an individual who is a
disqualified person with respect to the parent organization, such transaction would be an excess
benefit transaction.

4 Under present law, certain revenue sharing arrangements have been determined not to con-
stitute private inurement (see e.g., GCM 38283; GCM 38905; and GCM 39674) and, under the
proposal, it would continue to be the case that not all revenue sharing arrangements would be
improper private inurement. However, the Committee intends no inference that Treasury or the
Internal Revenue Service are bound by any particular prior unpublished rulings in this area.

5 In this regard, the Committee intends that an individual need not necessarily accept reduced
compensation merely because he or she renders services to a tax-exempt, as opposed to a tax-
able, organization. Cf. Treas. Reg. sec. 53.4941(d)–3(c)(1).

Intermediate sanctions for excess benefit transactions
The bill imposes penalty excise taxes as an intermediate sanction

in cases where organizations exempt from tax under section
501(c)(3) or 501(c)(4) (other than private foundations, which are
subject to a separate penalty regime under current law) engage in
an ‘‘excess benefit transaction.’’ In such cases, intermediate sanc-
tions may be imposed on certain disqualified persons (i.e., insiders)
who improperly benefit from an excess benefit transaction and on
organization managers who participate in such a transaction know-
ing that it is improper.

An ‘‘excess benefit transaction’’ is defined as: (1) any transaction
in which an economic benefit is provided to, or for the use of, any
disqualified person if the value of the economic benefit provided di-
rectly by the organization (or indirectly through a controlled en-
tity 3) to such person exceeds the value of consideration (including
performance of services) received by the organization for providing
such benefit; and (2) to the extent provided in Treasury Depart-
ment regulations, any transaction in which the amount of any eco-
nomic benefit provided to, or for the use of, any disqualified person
is determined in whole or in part by the revenues of the organiza-
tion, provided that the transaction constitutes prohibited
inurement under present-law section 501(c)(3) or under section
501(c)(4), as amended. Thus, ‘‘excess benefit transactions’’ subject
to excise taxes include transactions in which a disqualified person
engages in a non-fair-market-value transaction with an organiza-
tion or receives unreasonable compensation, as well as financial ar-
rangements (to the extent provided in Treasury regulations) under
which a disqualified person receives payment based on the organi-
zation’s income in a transaction that violates the present-law pri-
vate inurement prohibition. The Treasury Department is instructed
to issue prompt guidance providing examples of revenue-sharing
arrangements that violate the private inurement prohibition; such
guidance shall be applicable on a prospective basis. 4

Existing tax-law standards (see sec. 162) apply in determining
reasonableness of compensation and fair market value. 5 In apply-
ing such standards, the Committee intends that the parties to a
transaction are entitled to rely on a rebuttable presumption of rea-
sonableness with respect to a compensation arrangement with a
disqualified person if such arrangement was approved by a board
of directors or trustees (or committee thereof) that: (1) was com-
posed entirely of individuals unrelated to and not subject to the
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6 A reciprocal approval arrangement whereby an individual approves compensation of the dis-
qualified person, and the disqualified person, in turn, approves the individual’s compensation
does not satisfy the independence requirement.

7 The fact that a State or local legislative or agency body may have authorized or approved
of a particular compensation package paid to a disqualified person is not determinative of the
reasonableness of compensation paid for purposes of the excise tax penalties provided for by the
proposal. Similarly, such authorization or approval is not determinative of whether a revenue
sharing arrangement violates the private inurement proscription.

8 With the exception of nontaxable fringe benefits described in present-law section 132 and
other types of nontaxable transfers such as employer-provided health benefits and contributions
to qualified pension plans, an organization cannot demonstrate at the time of an IRS audit that
it clearly indicated its intent to treat economic benefits provided to a disqualified person as com-
pensation for services merely by claiming that such benefits may be viewed as part of the dis-
qualified person’s total compensation package. Rather, the organization would be required to
provide substantiation that is contemporaneous with the transfer of economic benefits at issue.

control of the disqualified person(s) involved in the arrangement;6
(2) obtained and relied upon appropriate data as to comparability
(e.g., compensation levels paid by similarly situated organizations,
both taxable and tax-exempt, for functionally comparable positions;
the location of the organization, including the availability of similar
specialties in the geographic area; independent compensation sur-
veys by nationally recognized independent firms; or actual written
offers from similar institutions competing for the services of the
disqualified person); and (3) adequately documented the basis for
its determination (e.g., the record includes an evaluation of the in-
dividual whose compensation was being established and the basis
for determining that the individual’s compensation was reasonable
in light of that evaluation and data).7 If these three criteria are
satisfied, penalty excise taxes could be imposed under the proposal
only if the IRS develops sufficient contrary evidence to rebut the
probative value of the evidence put forth by the parties to the
transaction (e.g., the IRS could establish that the compensation
data relied upon by the parties was not for functionally comparable
positions or that the disqualified person, in fact, did not substan-
tially perform the responsibilities of such position). A similar rebut-
table presumption would arise with respect to the reasonableness
of the valuation of property sold or otherwise transferred (or pur-
chased) by an organization to (or from) a disqualified person if the
sale or transfer (or purchase) is approved by an independent board
that uses appropriate comparability data and adequately docu-
ments its determination. The Secretary of the Treasury and IRS
are instructed to issue guidance in connection with the reasonable-
ness standard that incorporates this presumption.

The bill specifically provides that the payment of personal ex-
penses and benefits to or for the benefit of disqualified persons, and
non-fair-market-value transactions benefiting such persons, would
be treated as compensation only if it is clear that the organization
intended and made the payments as compensation for services. In
determining whether such payments or transactions are, in fact,
compensation, the relevant factors include whether the appropriate
decision-making body approved the transfer as compensation in ac-
cordance with established procedures and whether the organization
and the recipient reported the transfer (except in the case of non-
taxable fringe benefits) as compensation on the relevant forms (i.e.,
the organization’s Form 990, the Form W–2 or Form 1099 provided
by the organization to the recipient, the recipient’s Form 1040, and
other required returns). 8
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9 In addition, because individuals may be both members of, and disqualified persons with re-
spect to, a non-exclusive applicable tax-exempt organization (e.g., a museum or neighborhood
civic organization) and receive certain benefits (e.g., free admission, discounted gift shop pur-
chases) in their capacity as members (rather than in their capacity as disqualified persons), the
Committee expects that the Treasury Department will provide guidance clarifying that such
membership benefits may be excluded from consideration under the private inurement proscrip-
tion and intermediate sanction rules.

10 Under the bill, a person could be in a position to exercise substantial influence over a tax-
exempt organization despite the fact that such person is not an employee of (and receives no
compensation directly from) a tax-exempt organization, but is formally an employee of (and is
directly compensated by) a subsidiary—even a taxable subsidiary—controlled by the parent tax-
exempt organization.

11 Family members are determined under present-law section 4946(d), except that such mem-
bers also would include siblings (whether by whole or half blood) of the individual, and spouses
of such siblings. ‘‘35-percent owned entities’’ mean corporations in which disqualified persons
own stock possessing more than 35 percent of the combined voting power, as well as partner-
ships and trusts or estates in which disqualified persons own more than 35 percent of the profits
interest or beneficial interest. As under present-law section 4946(a), the term ‘‘combined voting
power’’ includes voting power represented by holdings of voting stock, actual or constructive, but
does not include voting rights held only as a director or trustee. See Treas. Reg. sec. 53.4946–
1(a)(5).

12 The IRS has issued a general counsel memorandum indicating that all physicians are con-
sidered ‘‘insiders’’ for purposes of applying the private inurement proscription. The Committee
intends that physicians will be disqualified persons only if they are in a position to exercise sub-
stantial influence over the affairs of an organization.

Consistent with the rule that payment of personal expenses and
benefits to or for the benefit of disqualified persons and nonfair-
market value transactions benefiting such persons are treated as
compensation only if it is clear that the organization intended and
made the payments as compensation for services, any reimburse-
ments by the organization of excise tax liability are treated as an
excess benefit unless they are included in the disqualified person’s
compensation during the year the reimbursement is made. The
total compensation package, including the amount of any reim-
bursement, is subject to the reasonableness requirement. Similarly,
the payment by an applicable tax-exempt organization of premiums
for an insurance policy providing liability insurance to a disquali-
fied person for excess benefit taxes is an excess benefit transaction
unless such premiums are treated as part of the compensation paid
to such disqualified person. 9

‘‘Disqualified person’’ means any individual who is in a position
to exercise substantial influence over the affairs of the organiza-
tion, whether by virtue of being an organization manager or other-
wise.10 In addition, ‘‘disqualified persons’’ include certain family
members and 35-percent owned entities 11 of a disqualified person,
as well as any person who was a disqualified person at any time
during the five-year period prior to the transaction at issue. A per-
son having the title of ‘‘officer, director, or trustee’’ does not auto-
matically have the status of a disqualified person.12 In addition,
the Secretary of Treasury has authority to promulgate rules ex-
empting broad categories of individuals from the category of ‘‘dis-
qualified persons’’ (e.g., full-time bona fide employees who receive
economic benefits of less than a threshold amount or persons who
have taken a vow of poverty).

A disqualified person who benefits from an excess benefit trans-
action is subject to a first-tier penalty tax equal to 25 percent of
the amount of the excess benefit (i.e., the amount by which a trans-
action differs from fair market value, the amount of compensation
exceeding reasonable compensation, or (under Treasury regula-
tions) the amount of a prohibited transaction based on the organi-
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13 In determining who is an organization manager, the Committee intends that principles
similar to those set forth in regulations issued under sections 4946 and 4955 with respect to
final authority or responsibility for an expenditure be applied. (See Treas. Reg. secs. 53.4946–
1(f)(1)(ii), 53.4946–1(f)(2), 53.4955–1(b)(2)(ii)(B), and 53.4955–1(b)(2)(iii)).

14 Correction must be made on or prior to the earlier of (1) the date of mailing of a notice
of deficiency under section 6212 with respect to the first-tier penalty excise tax imposed on the
disqualified person, or (2) the date on which such tax is assessed.

15 In general, the intermediate sanctions are the sole sanction imposed in those cases in which
the excess benefit does not rise to a level where it calls into question whether, on the whole,
the organization functions as a charitable or other tax-exempt organization. In practice, revoca-
tion of tax-exempt status, with or without the imposition of excise taxes, would occur only when
the organization no longer operates as a charitable organization.

zation’s gross or net income). Organization managers who partici-
pate in an excess benefit transaction knowing that it is an im-
proper transaction are subject to a first-tier penalty tax of 10 per-
cent of the amount of the excess benefit (subject to a maximum
penalty of $10,000).13

Additional, second-tier taxes may be imposed on a disqualified
person if there is no correction of the excess benefit transaction
within a specified time period.14 In such cases, the disqualified per-
son is subject to a penalty tax equal to 200 percent of the amount
of excess benefit. For this purpose, the term ‘‘correction’’ means
undoing the excess benefit to the extent possible and taking any
additional measures necessary to place the organization in a finan-
cial position not worse than that in which it would be if the dis-
qualified person were dealing under the highest fiduciary stand-
ards.

The intermediate sanctions for ‘‘excess benefit transactions’’ may
be imposed by the IRS in lieu of (or in addition to) revocation of
an organization’s tax-exempt status.15 If more than one disqualified
person or manager is liable for a penalty excise tax, then all such
persons are jointly and severally liable for such tax. As under cur-
rent law, a three-year statute of limitations applies, except in the
case of fraud (sec. 6501). Under the bill, the IRS has authority to
abate the excise tax penalty (under present-law section 4962) if it
is established that the violation was due to reasonable cause and
not due to willful neglect and the transaction at issue was cor-
rected within the specified period.

To prevent avoidance of the penalty excise taxes in cases of pri-
vate inurement of assets of a previously tax-exempt organization,
the bill provides that an organization will be treated as an applica-
ble tax-exempt organization subject to the excise taxes on excess
benefit transactions if, at any time during the 5-year period preced-
ing the transaction, it was a tax-exempt organization described in
section 501(c)(3) or 501(c)(4), or a successor to such an organiza-
tion.

Effective date.—The provision generally applies to excess benefit
transactions occurring on or after September 14, 1995. The provi-
sion does not apply, however, to any benefits arising out of a trans-
action pursuant to a written contract which was binding on Sep-
tember 13, 1995, and at all times thereafter before such benefits
arose, and the terms of which have not materially changed.

In addition, the Committee intends that parties to transactions
entered into after September 13, 1995, and before January 1, 1997,
are entitled to rely on the rebuttable presumption of reasonable-
ness if, within a reasonable period (e.g., 90 days) after entering into
the compensation package, the parties satisfy the three criteria



60

16 The penalties applicable to failure to file a timely, complete, and accurate return apply for
failure to comply with these requirements. In addition, the Committee intends that the IRS im-
plement its plan to require additional Form 990 reporting regarding (1) changes to the govern-
ing board or the certified accounting firm, (2) such information as the Treasury Secretary may
require relating to professional fundraising fees paid by the organization, and (3) aggregate pay-
ments (by related entities) in excess of $100,000 to the highest-paid employees.

that give rise to the presumption. After December 31, 1996, the re-
buttable presumption should arise only if the three criteria are sat-
isfied prior to payment of the compensation (or, to the extent pro-
vided by the Secretary of the Treasury, within a reasonable period
thereafter).

Additional filing and public disclosure rules
Reporting of information with respect to certain disqualified per-

sons, excise tax penalties and excess benefit transactions.—Tax-ex-
empt organizations are required to disclose on their Form 990 such
information with respect to disqualified persons as the Secretary of
the Treasury may prescribe. The Committee intends that this re-
quirement is not intended to limit the Secretary’s authority under
section 6033(a)(1) to require information on annual returns filed by
exempt organizations for the purpose of carrying out the internal
revenue laws. In addition, exempt organizations are required to
disclose on their Form 990 such information as the Secretary of the
Treasury may require with respect to ‘‘excess benefit transactions’’
(described above) and any other excise tax penalties paid during
the year under present-law sections 4911 (excess lobbying expendi-
tures), 4912 (disqualifying lobbying expenditures), or 4955 (political
expenditures), including the amount of the excise tax penalties paid
with respect to such transactions, the nature of the activity, and
the parties involved. 16

Furnishing copies of documents.—The bill also provides that a
tax-exempt organization that is subject to the public inspection
rules of present-law section 6104(e)(1) (i.e., any tax-exempt organi-
zation, other than a private foundation, that files a Form 990) is
required to comply with requests made in writing or in person from
individuals who seek a copy of the organization’s Form 990 or the
organization’s application for recognition of tax-exempt status and
certain related documents. Upon such a request, the organization
is required to supply copies without charge other than a reasonable
fee for reproduction and mailing costs. If so requested, copies must
be supplied of the Forms 990 for any of the organization’s three
most recent taxable years. If the request for copies is made in per-
son, then the organization must immediately provide such copies.
If the request for copies is made in writing, then copies must be
provided within 30 days. However, an organization may be relieved
of its obligation to provide copies if, in accordance with regulations
to be promulgated by the Secretary of the Treasury, (1) the organi-
zation has made the requested documents widely available or (2)
the Secretary of the Treasury determined, upon application by the
organization, that the organization was subject to a harassment
campaign such that a waiver of the obligation to provide copies
would be in the public interest.

Penalties for failure to file timely or complete return.—The section
6652(c)(1)(A) penalty imposed on a tax-exempt organization that ei-
ther fails to file a Form 990 in a timely manner or fails to include



61

all required information on a Form 990 is increased from the
present-law level of $10 for each day the failure continues (with a
maximum penalty with respect to any one return of the lesser of
$5,000 or five percent of the organization’s gross receipts) to $20
for each day the failure continues (with a maximum penalty with
respect to any one return of the lesser of $10,000 or five percent
of the organization’s gross receipts). Under the bill, organizations
with annual gross receipts exceeding $1 million are subject to a
penalty under section 6652(c)(1)(A) of $100 for each day the failure
continues (with a maximum penalty with respect to any one return
of $50,000). As under present law, no penalty may be imposed
under section 6652(c)(1)(A) if it were shown that the failure to file
a complete return was due to reasonable cause (sec. 6652(c)(3)).

Penalties for failure to allow public inspection or provide copies.—
The section 6652(c)(1)(C) penalty imposed on tax-exempt organiza-
tions that fail to allow public inspection or provide copies of certain
annual returns or applications for exemption is increased from the
present-law level of $10 per day (with a maximum of $5,000) to $20
per day (with a maximum of $10,000). In addition, the section 6685
penalty for willful failure to allow public inspections or provide cop-
ies is increased from the present-law level of $1,000 to $5,000.

Effective date.—The public inspection provisions governing tax-
exempt organizations generally apply to requests made no earlier
than 60 days after the date on which the Treasury Department
publishes the anti-harassment regulations required under the pro-
visions. However, the Committee expects that organizations will
comply voluntarily with the public inspection provisions prior to
the issuance of such regulations. The provisions regarding the re-
porting on annual returns of excise tax penalties and excess benefit
transactions are effective for returns with respect to taxable years
beginning on or after the date of enactment.

III. VOTES OF THE COMMITTEE

In compliance with clause 2(l)(2)(B) of rule XI of the Rules of the
House of Representatives, the following statement is made concern-
ing the votes of the Committee in its consideration of the bill, H.R.
2337.

Motion to report the bill
The bill, H.R. 2337, as amended, was ordered favorably reported

by voice vote on March 21, 1996, with a quorum present.

IV. BUDGET EFFECTS OF THE BILL

A. Committee Estimate of Budgetary Effects

In compliance with clause 7(a) of rule XIII of the Rules of the
House of Representatives, the following statement is made concern-
ing the effects on the budget of the bill, H.R. 2337, as reported.

The bill, as amended, is estimated to have the following effects
on budget receipts for fiscal years 1996–2002:
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B. Statement Regarding New Budget Authority and Tax
Expenditures

In compliance with subdivision (B) of clause 2(l)(3) of rule XI of
the Rules of the House of Representatives, the Committee states
that the bill, as amended, involves no new or increased budget au-
thority or tax expenditures.

C. Cost Estimate Prepared by the Congressional Budget Office

In compliance with subdivision (C) of clause 2(l)(3) of rule XI of
the Rules of the House of Representatives, requiring a cost esti-
mate prepared by the Congressional Budget Office (CBO), the fol-
lowing statement by CBO is provided.

U.S. CONGRESS,
CONGRESSIONAL BUDGET OFFICE,

Washington, DC, March 27, 1996.
Hon. BILL ARCHER,
Chairman, Committee on Ways and Means, U.S. House of Rep-

resentatives, Washington, DC.
DEAR MR. CHAIRMAN: The Congressional Budget Office and the

Joint Committee on Taxation (JCT) have reviewed H.R. 2337, the
‘‘Taxpayer Bill of Rights,’’ as ordered reported by the House Com-
mittee on Ways and Means on March 21, 1996. The JCT estimates
that this bill would decrease governmental receipts by $30 million
in fiscal year 1996 and by $21 million over fiscal years 1996
through 2000. The revenue effects of H.R. 2337 are summarized in
the table below. Please refer to the enclosed table for a more de-
tailed estimate of the bill.

REVENUE EFFECTS OF H.R. 2337
[By fiscal year, in billions of dollars]

1996 1997 1998 1999 2000 2001 2002

Projected revenues under current
law a .............................................. 1417.581 1475.165 1546.076 1617.969 1697.155 1786.356 1879.335

Proposed changes: ............................ ¥0.030 ¥0.015 0.007 0.008 0.009 0.008 0.011
Projected revenues under H.R. 2337 1417.551 1475.150 1546.083 1617.977 1697.164 1786.364 1879.346

a. Includes the revenue effects of P.L. 104–7 (H.R. 831), and P.L. 104–117 (H.R. 2778).

In accordance with the requirements of Public Law 104–4, the
Unfunded Mandates Reform Act of 1995, JCT has determined that
the provisions of the bill contain one unfunded intergovernmental
mandate and three unfunded private sector mandates. These provi-
sions would impose direct costs on the private sector of less than
$100 million in each year and on governmental units of less than
$50 million in each year from 1996–2002. Please refer to the en-
closed letter for a more detailed account of these provisions.

Section 252 of the Balanced Budget and Emergency Deficit Con-
trol Act of 1985 sets up pay-as-you-go procedures for legislation af-
fecting receipts or direct spending through 1998. Because H.R.
2337 would affect receipts, pay-as-you-go procedures would apply to
the bill. These effects are summarized in the table below.
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PAY-AS-YOU-GO CONSIDERATIONS
[By fiscal year, in millions of dollars]

1996 1997 1998

Changes in receipts ............................................................................................................ ¥30 ¥15 7
Changes in outlays .............................................................................................................. (2)

If you wish further details, please feel free to contact me or your
staff may wish to contact Stephanie Weiner.

Sincerely,
JUNE E. O’NEILL, Director.

U.S. CONGRESS,
JOINT COMMITTEE ON TAXATION,

Washington, DC, March 27, 1996.
Mrs. JUNE O’NEILL,
Director, Congressional Budget Office, U.S. Congress, Washington,

DC.
DEAR MRS. O’NEILL: We have reviewed H.R. 2337, the ‘‘Taxpayer

Bill of Rights 2,’’ as amended and passed by the House Committee
on Ways and Means on March 21, 1996. In accordance with the re-
quirements of Public Law 104–4, the Unfunded Mandates Reform
Act of 1995 (the ‘‘Unfunded Mandates Act’’), we have determined
that the provisions of the bill contain one unfunded intergovern-
mental mandate and three unfunded private sector mandates.

Section 1201 of the bill requires that information returns include
the phone number of the information contact. This is in addition
to other information (such as name and address of the payor) that
is already required to be included on information returns. The bill
does not require that any additional information returns be filed.
This provision would impose direct costs on the private sector of
less than $100 million in each year and on governmental units of
less than $50 million in each year 1996–2002.

Section 1311 of the bill extends the private inurement prohibi-
tion currently applicable to organization exempt from tax under
Code section 501(c)(3) to organizations exempt from tax under Code
section 501(c)(4). Section 1312 of the bill requires tax-exempt orga-
nizations to disclose on their annual information returns certain in-
formation with respect to disqualified persons, excise tax penalties,
and excess benefit transactions. This information would be in addi-
tion to the information currently required to be provided. These
provisions would impose direct costs on the private sector of less
than $100 million in each year 1996–2002.

If you would like to discuss this matter in further detail, please
feel free to contact me. Thank you for your cooperation in this mat-
ter.

Sincerely,
KENNETH J. KIES, Chief of Staff.
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V. OTHER MATTERS TO BE DISCUSSED UNDER THE RULES OF THE
HOUSE

A. Committee Oversight Findings and Recommendations

With respect to subdivision (A) of clause 2(l)(3) of rule XI of the
Rules of the House of Representatives (relating to oversight find-
ings), the Committee advises that it was a result of the Commit-
tee’s oversight activities concerning protection of taxpayer rights
and needed revenue offsets (applying failure-to-pay penalty to sub-
stitute returns and intermediate sanctions for certain tax-exempt
organizations) that the Committee concluded that it is appropriate
and timely to enact the provisions contained in the bill as amend-
ed.

B. Summary of Findings and Recommendations of the Committee
on Government Reform and Oversight

With respect to subdivision (D) of clause 2(l)(3) of rule XI of the
Rules of the House of Representatives, the Committee advises that
no oversight findings or recommendations have been submitted to
this Committee by the Committee on Government Reform and
Oversight with respect to the provisions contained in the bill.

C. Inflationary Impact Statement

In compliance with clause 2(l)(4) of rule XI of the Rules of the
House of Representatives, the Committee states that the provisions
of the bill are not expected to have an overall inflationary impact
on prices and costs in the national economy. As indicated in Part
IV.A of this report, the estimated net budget effect of the bill, as
amended, is projected to be a revenue reduction of only $2 million
over the fiscal year period, 1996–2002.

D. Information Relating to Unfunded Mandates

This information is provided in accordance with section 423 of
the Unfunded Mandates Reform Act of 1995 (Public Law 104–4).

The Committee has determined that the provisions of the bill
contain one intergovernmental mandate and three unfunded pri-
vate sector mandates.

Section 1201 of the bill requires that information returns include
the telephone number of the information contact of the person re-
quired to make the information return. Currently, payors are only
required to provide their names and addresses on information re-
turns. This information would be in addition to the information
that is currently required to be provided, but the bill would not re-
quire that any additional information returns be filed. The Com-
mittee believes that inclusion of the telephone number of the
payor’s information contact will make it easier for taxpayers to re-
solve questions about the accuracy of the information provided to
the IRS on the information return. This provision would impose di-
rect costs on the private sector of less than $100 million in each
year and on governmental units of less than $50 million in each
year 1996–2002.
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Section 1311 of the bill extends the private inurement prohibi-
tion currently applicable to organizations exempt from tax under
Code section 501(c)(3) to organizations exempt from tax under Code
section 501(c)(4). Section 1312 of the bill requires tax-exempt orga-
nizations to disclose on their annual information returns certain in-
formation with respect to disqualified persons, excise taxes on
amounts of private excess benefits, and excess benefit transactions.
This information would be in addition to the information currently
required to be provided, but the bill would not require that any ad-
ditional information returns be filed. The Committee believes that
inclusion of this information will enhance the oversight and public
accountability of nonprofit organizations. These provisions would
impose direct costs on the private sector of less than $100 million
in each year 1996–2002.

E. Applicability of House Rule XXI5(c)

Rule XXI5(c) of the Rules of the House of Representatives pro-
vides that ‘‘No bill or joint resolution, amendment, or conference re-
port carrying a Federal income tax rate increase shall be consid-
ered as passed or agreed to unless so determined by a vote of not
less than three-fifths of the Members voting.’’ The Committee has
carefully reviewed the provisions of the bill to determine whether
any of these provisions constitute a Federal income tax rate in-
crease within the meaning of the House rules. It is the opinion of
the Committee that there is no provision in the bill that constitutes
a Federal income tax rate increase within the meaning of House
rule XXI5(c) or (d).

VI. CHANGES IN EXISTING LAW MADE BY THE BILL, AS REPORTED

In compliance with clause 3 of rule XIII of the Rules of the House
of Representatives, changes in existing law made by the bill, as re-
ported, are shown as follows (existing law proposed to be omitted
is enclosed in black brackets, new matter is printed in italic, exist-
ing law in which no change is proposed is shown in roman):

INTERNAL REVENUE CODE OF 1986

* * * * * * *

Subtitle A—Income Taxes

* * * * * * *

CHAPTER 1—NORMAL TAXES AND SURTAXES

* * * * * * *

Subchapter F—Exempt Organizations

PART I—GENERAL RULE

* * * * * * *
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SEC. 501. EXEMPTION FROM TAX ON CORPORATIONS, CERTAIN
TRUSTS, ETC.

(a) * * *

* * * * * * *
(c) LIST OF EXEMPT ORGANIZATIONS.—The following organizations

are referred to in subsection (a):
(1) * * *

* * * * * * *
(4)(A) Civic leagues or organizations not organized for profit

but operated exclusively for the promotion of social welfare, or
local associations of employees, the membership of which is
limited to the employees of a designated person or persons in
a particular municipality, and the net earnings of which are
devoted exclusively to charitable, educational, or recreational
purposes.

(B) Subparagraph (A) shall not apply to an entity unless no
part of the net earnings of such entity inures to the benefit of
any private shareholder or individual.

* * * * * * *

Subtitle D—Miscellaneous Excise Taxes

* * * * * * *

CHAPTER 42—PRIVATE EXEMPT FOUNDATIONS AND
CERTAIN OTHER TAX-EXEMPT ORGANIZATIONS

* * * * * * *
øSUBCHAPTER D. Abatement of first and second tier taxes in certain

cases.¿
SUBCHAPTER D. Failure by certain charitable organizations to meet

certain qualification requirements.
SUBCHAPTER E. Abatement of first and second tier taxes in certain

cases.

* * * * * * *

Subchapter C—Political Expenditures of Section
501(c)(3) Organizations

* * * * * * *
SEC. 4955. TAXES ON POLITICAL EXPENDITURES OF SECTION 501(c)(3)

ORGANIZATIONS.
(a) * * *

* * * * * * *
(e) COORDINATION WITH øSECTION 4945¿ SECTIONS 4945 AND

4958.—If tax is imposed under this section with respect to any po-
litical expenditure, such expenditure shall not be treated as a tax-
able expenditure for purposes of section 4945 or an excess benefit
for purposes of section 4958.

* * * * * * *
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Subchapter D—Failure by Certain Charitable Organizations
To Meet Certain Qualification Requirements

Sec. 4958. Taxes on excess benefit transactions.

SEC. 4958. TAXES ON EXCESS BENEFIT TRANSACTIONS.
(a) INITIAL TAXES.—

(1) ON THE DISQUALIFIED PERSON.—There is hereby imposed
on each excess benefit transaction a tax equal to 25 percent of
the excess benefit. The tax imposed by this paragraph shall be
paid by any disqualified person referred to in subsection (f)(1)
with respect to such transaction.

(2) ON THE MANAGEMENT.—In any case in which a tax is im-
posed by paragraph (1), there is hereby imposed on the partici-
pation of any organization manager in the excess benefit trans-
action, knowing that it is such a transaction, a tax equal to 10
percent of the excess benefit, unless such participation is not
willful and is due to reasonable cause. The tax imposed by this
paragraph shall be paid by any organization manager who par-
ticipated in the excess benefit transaction.

(b) ADDITIONAL TAX ON THE DISQUALIFIED PERSON.—In any case
in which an initial tax is imposed by subsection (a)(1) on an excess
benefit transaction and the excess benefit involved in such trans-
action is not corrected within the taxable period, there is hereby im-
posed a tax equal to 200 percent of the excess benefit involved. The
tax imposed by this subsection shall be paid by any disqualified
person referred to in subsection (f)(1) with respect to such trans-
action.

(c) EXCESS BENEFIT TRANSACTION; EXCESS BENEFIT.—For pur-
poses of this section—

(1) EXCESS BENEFIT TRANSACTION.—
(A) IN GENERAL.—The term ‘‘excess benefit transaction’’

means any transaction in which an economic benefit is pro-
vided by an applicable tax-exempt organization directly or
indirectly to or for the use of any disqualified person if the
value of the economic benefit provided exceeds the value of
the consideration (including the performance of services) re-
ceived for providing such benefit. For purposes of the pre-
ceding sentence, an economic benefit shall not be treated as
consideration for the performance of services unless such
organization clearly indicated its intent to so treat such
benefit.

(B) EXCESS BENEFIT.—The term ‘‘excess benefit’’ means
the excess referred to in subparagraph (A).

(2) AUTHORITY TO INCLUDE CERTAIN OTHER PRIVATE
INUREMENT.—To the extent provided in regulations prescribed
by the Secretary, the term ‘‘excess benefit transaction’’ includes
any transaction in which the amount of any economic benefit
provided to or for the use of a disqualified person is determined
in whole or in part by the revenues of 1 or more activities of
the organization but only if such transaction results in
inurement not permitted under paragraph (3) or (4) of section
501(c), as the case may be. In the case of any such transaction,
the excess benefit shall be the amount of the inurement not so
permitted.
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(d) SPECIAL RULES.—For purposes of this section—
(1) JOINT AND SEVERAL LIABILITY.—If more than 1 person is

liable for any tax imposed by subsection (a) or subsection (b),
all such persons shall be jointly and severally liable for such
tax.

(2) LIMIT FOR MANAGEMENT.—With respect to any 1 excess
benefit transaction, the maximum amount of the tax imposed by
subsection (a)(2) shall not exceed $10,000.

(e) APPLICABLE TAX-EXEMPT ORGANIZATION.—For purposes of this
subchapter, the term ‘‘applicable tax-exempt organization’’ means—

(1) any organization which (without regard to any excess ben-
efit) would be described in paragraph (3) or (4) of section 501(c)
and exempt from tax under section 501(a), and

(2) any organization which was described in paragraph (1) at
any time during the 5-year period ending on the date of the
transaction.

Such term shall not include a private foundation (as defined in sec-
tion 509(a)).

(f) OTHER DEFINITIONS.—For purposes of this section—
(1) DISQUALIFIED PERSON.—The term ‘‘disqualified person’’

means, with respect to any transaction—
(A) any person who was, at any time during the 5-year

period ending on the date of such transaction, in a position
to exercise substantial influence over the affairs of the orga-
nization,

(B) a member of the family of an individual described in
subparagraph (A), and

(C) a 35-percent controlled entity.
(2) ORGANIZATION MANAGER.—The term ‘‘organization man-

ager’’ means, with respect to any applicable tax-exempt organi-
zation, any officer, director, or trustee of such organization (or
any individual having powers or responsibilities similar to
those of officers, directors, or trustees of the organization).

(3) 35-PERCENT CONTROLLED ENTITY.—
(A) IN GENERAL.—The term ‘‘35-percent controlled entity’’

means—
(i) a corporation in which persons described in sub-

paragraph (A) or (B) of paragraph (1) own more than
35 percent of the total combined voting power,

(ii) a partnership in which such persons own more
than 35 percent of the profits interest, and

(iii) a trust or estate in which such persons own more
than 35 percent of the beneficial interest.

(B) CONSTRUCTIVE OWNERSHIP RULES.—Rules similar to
the rules of paragraphs (3) and (4) of section 4946(a) shall
apply for purposes of this paragraph.

(4) FAMILY MEMBERS.—The members of an individual’s fam-
ily shall be determined under section 4946(d); except that such
members also shall include the brothers and sisters (whether by
the whole or half blood) of the individual and their spouses.

(5) TAXABLE PERIOD.—The term ‘‘taxable period’’ means, with
respect to any excess benefit transaction, the period beginning
with the date on which the transaction occurs and ending on
the earliest of—
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(A) the date of mailing a notice of deficiency under sec-
tion 6212 with respect to the tax imposed by subsection
(a)(1), or

(B) the date on which the tax imposed by subsection
(a)(1) is assessed.

(6) CORRECTION.—The terms ‘‘correction’’ and ‘‘correct’’ mean,
with respect to any excess benefit transaction, undoing the ex-
cess benefit to the extent possible, and taking any additional
measures necessary to place the organization in a financial po-
sition not worse than that in which it would be if the disquali-
fied person were dealing under the highest fiduciary standards.

Subchapter øD¿ E—Abatement of First and
Second Tier Taxes in Certain Cases

* * * * * * *
SEC. 4963. DEFINITIONS.

(a) FIRST TIER TAX.—For purposes of this subchapter, the term
‘‘first tier tax’’ means any tax imposed by subsection (a) of section
4941, 4942, 4943, 4944, 4945, 4951, 4952, 4955, 4958, 4971, or
4975.

(b) SECOND TIER TAX.—For purposes of this subchapter, the term
‘‘second tier tax’’ means any tax imposed by subsection (b) of sec-
tion 4941, 4942, 4943, 4944, 4945, 4951, 4952, 4955, 4958, 4971, or
4975.

(c) TAXABLE EVENT.—For purposes of this subchapter, the term
‘‘taxable event’’ means any act (or failure to act) giving rise to li-
ability for tax under section 4941, 4942, 4943, 4944, 4945, 4951,
4952, 4955, 4958, 4971, or 4975.

Subtitle F—Procedure and Administration

* * * * * * *

CHAPTER 61—INFORMATION AND RETURNS

* * * * * * *

Subchapter A—Returns and Records

* * * * * * *

PART II—TAX RETURNS OR STATEMENTS

* * * * * * *

Subpart B—Income Tax Returns

* * * * * * *
SEC. 6013. JOINT RETURNS OF INCOME TAX BY HUSBAND AND WIFE.

(a) * * *
(b) JOINT RETURN AFTER FILING SEPARATE RETURN.—

(1) * * *
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(2) LIMITATIONS FOR MAKING OF ELECTION.—The election pro-
vided for in paragraph (1) may not be made—

ø(A) unless there is paid in full at or before the time of
the filing of the joint return the amount shown as tax
upon such joint return; or¿

ø(B)¿ (A) after the expiration of 3 years from the last
date prescribed by law for filing the return for such tax-
able year (determined without regard to any extension of
time granted to either spouse); or

ø(C)¿ (B) after there has been mailed to either spouse,
with respect to such taxable year, a notice of deficiency
under section 6212, if the spouse, as to such notice, files
a petition with the Tax Court within the time prescribed
in section 6213; or

ø(D)¿ (C) after either spouse has commenced a suit in
any court for the recovery of any part of the tax for such
taxable year; or

ø(E)¿ (D) after either spouse has entered into a closing
agreement under section 7121 with respect to such taxable
year, or after any civil or criminal case arising against ei-
ther spouse with respect to such taxable year has been
compromised under section 7122.

* * * * * * *

PART III—INFORMATION RETURNS
* * * * * * *

Subpart A—Information Concerning Persons Subject to
Special Provisions

* * * * * * *
SEC. 6033. RETURNS BY EXEMPT ORGANIZATIONS.

(a) * * *
(b) CERTAIN ORGANIZATIONS DESCRIBED IN SECTION 501(c)(3).—

Every organization described in section 501(c)(3) which is subject
to the requirements of subsection (a) shall furnish annually infor-
mation, at such time and in such manner as the Secretary may by
forms or regulations prescribe, setting forth—

(1) * * *

* * * * * * *
(9) such other information with respect to direct or indirect

transfers to, and other direct or indirect transactions and rela-
tionships with, other organizations described in section 501(c)
(other than paragraph (3) thereof) or section 527 as the Sec-
retary may require to prevent—

(A) diversion of funds from the organization’s exempt
purpose, or

(B) misallocation of revenues or expenses, øand¿
(10) the respective amounts (if any) of the taxes paid by the

organization during the taxable year under the following provi-
sions:

(A) section 4911 (relating to tax on excess expenditures to
influence legislation),
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(B) section 4912 (relating to tax on disqualifying lobbying
expenditures of certain organizations), and

(C) section 4955 (relating to taxes on political expendi-
tures of section 501(c)(3) organizations),

(11) the respective amounts (if any) of the taxes paid by the
organization, or any disqualified person with respect to such or-
ganization, during the taxable year under section 4958 (relating
to taxes on private excess benefit from certain charitable organi-
zations),

(12) such information as the Secretary may require with re-
spect to any excess benefit transaction (as defined in section
4958),

(13) such information with respect to disqualified persons as
the Secretary may prescribe, and

ø(10)¿ (14) such other information for purposes of carrying
out the internal revenue laws as the Secretary may require.

* * * * * * *
(f) CERTAIN ORGANIZATIONS DESCRIBED IN SECTION 501(c)(4).—

Every organization described in section 501(c)(4) which is subject to
the requirements of subsection (a) shall include on the return re-
quired under subsection (a) the information referred to in para-
graphs (11), (12) and (13) of subsection (b) with respect to such or-
ganization.

ø(f)¿ (g) CROSS REFERENCE.—
For provisions relating to statements, etc., regarding exempt status of

organizations, see section 6001.

* * * * * * *

Subpart B—Information Concerning Transactions With
Other Persons

* * * * * * *

SEC. 6041. INFORMATION AT SOURCE.
(a) * * *

* * * * * * *
(d) STATEMENTS TO BE FURNISHED TO PERSONS WITH RESPECT

TO WHOM INFORMATION IS REQUIRED.—Every person required to
make a return under subsection (a) shall furnish to each person
with respect to whom such a return is required a written statement
showing—

(1) the øname and address¿ name, address, and phone number
of the information contact of the person required to make such re-
turn, and

* * * * * * *

SEC. 6041A. RETURNS REGARDING PAYMENTS OF REMUNERATION
FOR SERVICES AND DIRECT SALES.

(a) * * *

* * * * * * *
(e) STATEMENTS TO BE FURNISHED TO PERSONS WITH RESPECT TO

WHOM INFORMATION IS REQUIRED TO BE FURNISHED.—Every per-
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son required to make a return under subsection (a) or (b) shall fur-
nish to each person whose name is required to be set forth in such
return a written statement showing—

(1) the øname and address¿name, address, and phone num-
ber of the information contact of the person required to make
such return, and * * *

SEC. 6042. RETURNS REGARDING PAYMENTS OF DIVIDENDS AND COR-
PORATE EARNINGS AND PROFITS.

(a) * * *

* * * * * * *
(c) STATEMENTS TO BE FURNISHED TO PERSONS WITH RESPECT TO

WHOM INFORMATION IS REQUIRED.—Every person required to make
a return under subsection (a) shall furnish to each person whose
name is required to be set forth in such return a written statement
showing—

(1) the øname and address¿ name, address, and phone number
of the information contact of the person required to make such re-
turn, and

* * * * * * *
SEC. 6044. RETURNS REGARDING PAYMENTS OF PATRONAGE DIVI-

DENDS.
(a) * * *

* * * * * * *
(e) STATEMENTS TO BE FURNISHED TO PERSONS WITH RESPECT TO

WHOM INFORMATION IS REQUIRED.—Every cooperative required to
make a return under subsection (a) shall furnish to each person
whose name is required to be set forth in such return a written
statement showing—

(1) the øname and address¿ name, address, and phone number
of the information contact of the cooperative required to make such
return, and

* * * * * * *
SEC. 6045. RETURNS OF BROKERS.

(a) * * *
(b) STATEMENTS TO BE FURNISHED TO CUSTOMERS.—Every per-

son required to make a return under subsection (a) shall furnish
to each customer whose name is required to be set forth in such
return a written statement showing—

(1) the øname and address¿ name, address, and phone num-
ber of the information contact of the person required to make
such return, and

* * * * * * *
SEC. 6049. RETURNS REGARDING PAYMENTS OF INTEREST.

(a) * * *

* * * * * * *
(c) STATEMENTS TO BE FURNISHED TO PERSONS WITH RESPECT TO

WHOM INFORMATION IS REQUIRED.—
(1) IN GENERAL.—Every person required to make a return

under subsection (a) shall furnish to each person whose name
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is required to be set forth in such return a written statement
showing—

(A) the øname and address¿ name, address, and phone
number of the information contact of the person required
to make such return, and

* * * * * * *
SEC. 6050B. RETURNS RELATING TO UNEMPLOYMENT COMPENSA-

TION.
(a) * * *
(b) Statements To Be Furnished to Individuals With Respect to

Whom Information is Required.—Every person required to make a
return under subsection (a) shall furnish to each individual whose
name is required to be set forth in such return a written statement
showing—

(1) the øname and address¿ name, address, and phone num-
ber of the information contact of the person required to make
such return, and

* * * * * * *
SEC. 6050H. RETURNS RELATING TO MORTGAGE INTEREST RECEIVED

IN TRADE OR BUSINESS FROM INDIVIDUALS.
(a) * * *

* * * * * * *
(d) STATEMENTS TO BE FURNISHED TO INDIVIDUALS WITH RE-

SPECT TO WHOM INFORMATION IS REQUIRED.—Every person re-
quired to make a return under subsection (a) shall furnish to each
individual whose name is required to be set forth in such return
a written statement showing—

(1) the øname and address¿ name, address, and phone num-
ber of the information contact of the person required to make
such return, and

* * * * * * *
SEC. 6050I. RETURNS RELATING TO CASH RECEIVED IN TRADE OR

BUSINESS, ETC.
(a) * * *

* * * * * * *
(e) STATEMENTS TO BE FURNISHED TO PERSONS WITH RESPECT TO

WHOM INFORMATION IS REQUIRED.—Every person required to make
a return under subsection (a) shall furnish to each person whose
name is required to be set forth in such return a written statement
showing—

(1) the øname and address¿ name, address, and phone num-
ber of the information contact of the person required to make
such return, and

* * * * * * *
SEC. 6050J. RETURNS RELATING TO FORECLOSURES AND ABANDON-

MENTS OF SECURITY.
(a) * * *

* * * * * * *
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(e) Statements To Be Furnished to Persons With Respect to
Whom Information is Required To Be Furnished.—Every person re-
quired to make a return under subsection (a) shall furnish to each
person whose name is required to be set forth in such return a
written statement showing the øname and address¿ name, address,
and phone number of the information contact of the person required
to make such return. The written statement required under the
preceding sentence shall be furnished to the person on or before
January 31 of the year following the calendar year for which the
return under subsection (a) was made.
SEC. 6050K. RETURNS RELATING TO EXCHANGES OF CERTAIN PART-

NERSHIP INTERESTS.
(a) * * *
(b) STATEMENTS TO BE FURNISHED TO TRANSFEROR AND TRANS-

FEREE.—Every partnership required to make a return under sub-
section (a) shall furnish to each person whose name is required to
be set forth in such return a written statement showing—

(1) the øname and address¿ name, address, and phone num-
ber of the information contact of the partnership required to
make such return, and

SEC. 6050N. RETURNS REGARDING PAYMENTS OF ROYALTIES.
(a) * * *
(b) STATEMENTS TO BE FURNISHED TO PERSONS WITH RESPECT

TO WHOM INFORMATION IS FURNISHED.—Every person required to
make a return under subsection (a) shall furnish to each person
whose name is required to be set forth in such return a written
statement showing—

(1) the øname and address¿ name, address, and phone num-
ber of the information contact of the person required to make
such return, and

* * * * * * *

Subchapter B—Miscellaneous Provisions

* * * * * * *
SEC. 6103. CONFIDENTIALITY AND DISCLOSURE OF RETURNS AND RE-

TURN INFORMATION.
(a) * * *

* * * * * * *
(c) DISCLOSURE OF RETURNS AND RETURN INFORMATION TO DES-

IGNEE OF TAXPAYER.—The Secretary may, subject to such require-
ments and conditions as he may prescribe by regulations, disclose
the return of any taxpayer, or return information with respect to
such taxpayer, to such person or persons as the taxpayer may des-
ignate in a øwritten request for or consent to such disclosure¿ re-
quest for or consent to such disclosure, or to any other person at
the taxpayer’s request to the extent necessary to comply with a re-
quest for information or assistance made by the taxpayer to such
other person. However, return information shall not be disclosed to
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such person or persons if the Secretary determines that such dis-
closure would seriously impair Federal tax administration.

* * * * * * *
(e) DISCLOSURE TO PERSONS HAVING MATERIAL INTEREST.

(1) * * *

* * * * * * *
(8) DISCLOSURE OF COLLECTION ACTIVITIES WITH RESPECT TO

JOINT RETURN.—If any deficiency of tax with respect to a joint
return is assessed and the individuals filing such return are no
longer married or no longer reside in the same household, upon
request in writing by either of such individuals, the Secretary
shall disclose in writing to the individual making the request
whether the Secretary has attempted to collect such deficiency
from such other individual, the general nature of such collec-
tion activities, and the amount collected. The preceding sentence
shall not apply to any deficiency which may not be collected by
reason of section 6502.

(9) DISCLOSURE OF CERTAIN INFORMATION WHERE MORE THAN
1 PERSON SUBJECT TO PENALTY UNDER SECTION 6672.—If the
Secretary determines that a person is liable for a penalty under
section 6672(a) with respect to any failure, upon request in writ-
ing of such person, the Secretary shall disclose in writing to
such person—

(A) the name of any other person whom the Secretary has
determined to be liable for such penalty with respect to
such failure, and

(B) whether the Secretary has attempted to collect such
penalty from such other person, the general nature of such
collection activities, and the amount collected.

* * * * * * *
(i) Disclosure to Federal Officers or Employees for Administra-

tion of Federal Laws Not Relating to Tax Administration.—
(1) * * *

* * * * * * *
ø(8) DISCLOSURE OF RETURNS FILED UNDER SECTION 6050I.—

The Secretary may, upon written request, disclose returns filed
under section 6050I to officers and employees of any Federal
agency whose official duties require such disclosure for the ad-
ministration of Federal criminal statutes not related to tax ad-
ministration.¿

* * * * * * *
(l) DISCLOSURE OF RETURNS AND RETURN INFORMATION FOR PUR-

POSES OTHER THAN TAX ADMINISTRATION.—
(1) * * *

* * * * * * *
(15) DISCLOSURE OF RETURNS FILED UNDER SECTION 6050I.—

The Secretary may, upon written request, disclose to officers
and employees of—

(A) any Federal agency,
(B) any agency of a State or local government, or
(C) any agency of the government of a foreign country,
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information contained on returns filed under section 6050I. Any
such disclosure shall be made on the same basis, and subject
to the same conditions, as apply to disclosures of information
on reports filed under section 5313 of title 31, United States
Code; except that no disclosure under this paragraph shall be
made for purposes of the administration of any tax law.

* * * * * * *
(p) PROCEDURE AND RECORDKEEPING.—

(1) * * *

* * * * * * *
(3) RECORDS OF INSPECTION AND DISCLOSURE.—

(A) System of recordkeeping.—Except as otherwise pro-
vided by this paragraph, the Secretary shall maintain a
permanent system of standardized records or accountings
of all requests for inspection or disclosure of returns and
return information (including the reasons for and dates of
such requests) and of returns and return information in-
spected or disclosed under this section. Notwithstanding
the provisions of section 552a(c) of title 5, United States
Code, the Secretary shall not be required to maintain a
record or accounting of requests for inspection or disclo-
sure of returns and return information, or of returns and
return information inspected or disclosed, under the au-
thority of subsections (c), (e), (h)(1), (3)(A), or (4), (i)(4),
ø(7)(A)(ii), or (8)¿ or (7)(A)(ii), (k)(1), (2), or (6), (l)(1),
(4)(B), (5), (7), (8), (9), (10), or (11), (12), (13), øor (14)¿
(14), or (15), (m) or (n). The records or accountings re-
quired to be maintained under this paragraph shall be
available for examination by the Joint Committee on Tax-
ation or the Chief of Staff of such joint committee. Such
record or accounting shall also be available for examina-
tion by such person or persons as may be, but only to the
extent, authorized to make such examination under section
552a(c)(3) of title 5, United States Code.

* * * * * * *
(4) SAFEGUARDS.—Any Federal agency described in sub-

section (h)(2), (h)(6), (i)(1), (2), (3), ø(5), or (8)¿ or (5), (j)(1) or
(2), (l)(1), (2), (3), (5), (10), (11), (13), or (14) or (o)(1), the Gen-
eral Accounting Office, or any agency, body, or commission de-
scribed in subsection (d), ø(i)(3)(B)(i) or (8)¿ (i)(3)(B)(i), or (l)(6),
(7), (8), (9), øor (12)¿ (12), or (15) shall, as a condition for re-
ceiving returns or return information—

(A) * * *

* * * * * * *
(F) upon completion of use of such returns or return in-

formation—
(i) in the case of an agency, body, or commission de-

scribed in subsection (d), (i)(3)(B)(i), or (l)(6), (7), (8),
or (9) return to the Secretary such returns or return
information (along with any copies made therefrom) or
make such returns or return information undisclosable
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in any manner and furnish a written report to the Sec-
retary describing such manner,

(ii) in the case of an agency described in subsections
(h)(2), (h)(6), (i)(1), (2), (3), ø(5), or (8)¿ or (5), (j)(1) or
(2), (l)(1), (2), (3), (5), (10), or (11), (12), (13), øor (14)¿
(14), or (15), or (o)(1), or the General Accounting Of-
fice, either—

(I) * * *

* * * * * * *
SEC. 6104. PUBLICITY OF INFORMATION REQUIRED FROM CERTAIN

EXEMPT ORGANIZATIONS AND CERTAIN TRUSTS.
(a) * * *

* * * * * * *
(e) PUBLIC INSPECTION OF CERTAIN ANNUAL RETURNS AND APPLI-

CATIONS FOR EXEMPTION.—
(1) ANNUAL RETURNS.

ø(A) IN GENERAL.—During the 3-year period beginning
on the filing date, a copy of the annual return filed under
section 6033 (relating to returns by exempt organizations)
by any organization to which this paragraph applies shall
be made available by such organization for inspection dur-
ing regular business hours by any individual at the prin-
cipal office of the organization and, if such organization
regularly maintains 1 or more regional or district offices
having 3 or more employees, at each such regional or dis-
trict office.¿

(A) IN GENERAL.—During the 3-year period beginning on
the filing date—

(i) a copy of the annual return filed under section
6033 (relating to returns by exempt organizations) by
any organization to which this paragraph applies shall
be made available by such organization for inspection
during regular business hours by any individual at the
principal office of such organization and, if such orga-
nization regularly maintains 1 or more regional or dis-
trict offices having 3 or more employees, at each such
regional or district office, and

(ii) upon request of an individual made at such prin-
cipal office or such a regional or district office, a copy
of such annual return shall be provided to such indi-
vidual without charge other than a reasonable fee for
any reproduction and mailing costs.

The request described in clause (ii) must be made in person
or in writing. If the request under clause (ii) is made in
person, such copy shall be provided immediately and, if
made in writing, shall be provided within 30 days.

* * * * * * *
(2) APPLICATION FOR EXEMPTION.—

(A) IN GENERAL.—If—
(i) an organization described in subsection (c) or (d)

of section 501 is exempt from taxation under section
501(a), and
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(ii) such organization filed an application for rec-
ognition of exemption under section 501, a copy of
such application (together with a copy of any papers
submitted in support of such application and any let-
ter or other document issued by the Internal Revenue
Service with respect to such application) shall be made
available by the organization for inspection during
regular business hours by any individual at the prin-
cipal office of the organization and, if the organization
regularly maintains 1 or more regional or district of-
fices having 3 or more employees, at each such re-
gional or district office (and, upon request of an indi-
vidual made at such principal office or such a regional
or district office, a copy of the material requested to be
available for inspection under this subparagraph shall
be provided (in accordance with the last sentence of
paragraph (1)(A)) to such individual without charge
other than reasonable fee for any reproduction and
mailing costs).

* * * * * * *
(3) LIMITATION.—Paragraph (1)(A)(ii) (and the corresponding

provision of paragraph (2)) shall not apply to any request if, in
accordance with regulations promulgated by the Secretary, the
organization has made the requested documents widely avail-
able, or, the Secretary determines, upon application by an orga-
nization, that such request is part of a harassment campaign
and that compliance with such request is not in the public in-
terest.

* * * * * * *

CHAPTER 62—TIME AND PLACE FOR PAYING
TAX

* * * * * * *

Subchapter A—Place and Due Date for Payment
of Tax

* * * * * * *
SEC. 6159. AGREEMENTS FOR PAYMENT OF TAX LIABILITY IN IN-

STALLMENTS.
(a) * * *
(b) EXTENT TO WHICH AGREEMENTS REMAIN IN EFFECT.—

(1) * * *

* * * * * * *
ø(3) SUBSEQUENT CHANGE IN FINANCIAL CONDITIONS.—

ø(A) IN GENERAL.—If the Secretary makes a determina-
tion that the financial condition of a taxpayer with whom
the Secretary has entered into an agreement under sub-
section (a) has significantly changed, the Secretary may
alter, modify, or terminate such agreement.



82

ø(B) NOTICE.—Action may be taken by the Secretary
under subparagraph (A) only if—

ø(i) notice of such determination is provided to the
taxpayer no later than 30 days prior to the date of
such action, and

ø(ii) such notice includes the reasons why the Sec-
retary believes a significant change in the financial
condition of the taxpayer has occurred.¿

(3) SUBSEQUENT CHANGE IN FINANCIAL CONDITIONS.—If the
Secretary makes a determination that the financial condition of
a taxpayer with whom the Secretary has entered into an agree-
ment under subsection (a) has significantly changed, the Sec-
retary may alter, modify, or terminate such agreement.

* * * * * * *
(5) NOTICE REQUIREMENTS.—The Secretary may not take any

action under paragraph (2), (3), or (4) unless—
(A) a notice of such action is provided to the taxpayer not

later than the day 30 days before the date of such action,
and

(B) such notice includes an explanation why the Sec-
retary intends to take such action.

The preceding sentence shall not apply in any case in which the
Secretary believes that collection of any tax to which an agree-
ment under this section relates is in jeopardy.

(c) ADMINISTRATIVE REVIEW.—The Secretary shall establish proce-
dures for an independent administrative review of terminations of
installment agreements under this section for taxpayers who request
such a review.

* * * * * * *

CHAPTER 63—ASSESSMENT

* * * * * * *

Subchapter A—In General

* * * * * * *
SEC. 6201. ASSESSMENT AUTHORITY.

(a) * * *

* * * * * * *
(d) REQUIRED REASONABLE VERIFICATION OF INFORMATION RE-

TURNS.—In any court proceeding, if a taxpayer asserts a reasonable
dispute with respect to any item of income reported on an informa-
tion return filed with the Secretary under subpart B or C of part
III of subchapter A of chapter 61 by a third party and the taxpayer
has fully cooperated with the Secretary (including providing, within
a reasonable period of time, access to and inspection of all wit-
nesses, information, and documents within the control of the tax-
payer as reasonably requested by the Secretary), the Secretary shall
have the burden of producing reasonable and probative information
concerning such deficiency in addition to such information return.
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ø(d)¿ (e) DEFICIENCY PROCEEDINGS.—For special rules applicable
to deficiencies of income, estate, gift, and certain excise taxes, see
subchapter B.

* * * * * * *

Subchapter B—Deficiency Procedures in the Case
of Income, Estate, Gift, and Certain Excise Taxes

* * * * * * *
SEC. 6213. RESTRICTIONS APPLICABLE TO DEFICIENCIES; PETITION

TO TAX COURT.
(a) * * *

* * * * * * *
(e) SUSPENSION OF FILING PERIOD FOR CERTAIN EXCISE TAXES.—

The running of the time prescribed by subsection (a) for filing a pe-
tition in the Tax Court with respect to the taxes imposed by section
4941 (relating to taxes on self-dealing), 4942 (relating to taxes on
failure to distribute income), 4943 (relating to taxes on excess busi-
ness holdings), 4944 (relating to investments which jeopardize
charitable purpose), 4945 (relating to taxes on taxable expendi-
tures), 4951 (relating to taxes on self-dealing), or 4952 (relating to
taxes on taxable expenditures), 4955 (relating to taxes on political
expenditures), 4958 (relating to private excess benefit), 4971 (relat-
ing to excise taxes on failure to meet minimum funding standard),
4975 (relating to excise taxes on prohibited transactions) shall be
suspended for any period during which the Secretary has extended
the time allowed for making correction under section 4963(e).

* * * * * * *

CHAPTER 64—COLLECTION

* * * * * * *

Subchapter C—Lien for Taxes

* * * * * * *
SEC. 6323. VALIDITY AND PRIORITY AGAINST CERTAIN PERSONS.

(a) * * *

* * * * * * *
(j) WITHDRAWAL OF NOTICE IN CERTAIN CIRCUMSTANCES.—

(1) IN GENERAL.—The Secretary may withdraw a notice of a
lien filed under this section and this chapter shall be applied
as if the withdrawn notice had not been filed, if the Secretary
determines that—

(A) the filing of such notice was premature or otherwise
not in accordance with administrative procedures of the
Secretary,

(B) the taxpayer has entered into an agreement under
section 6159 to satisfy the tax liability for which the lien
was imposed by means of installment payments, unless
such agreement provides otherwise,
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(C) the withdrawal of such notice will facilitate the col-
lection of the tax liability, or

(D) with the consent of the taxpayer or the Taxpayer Ad-
vocate, the withdrawal of such notice would be in the best
interests of the taxpayer (as determined by the Taxpayer
Advocate) and the United States.

Any such withdrawal shall be made by filing notice at the same
office as the withdrawn notice. A copy of such notice of with-
drawal shall be provided to the taxpayer.

(2) NOTICE TO CREDIT AGENCIES, ETC.—Upon written request
by the taxpayer with respect to whom a notice of a lien was
withdrawn under paragraph (1), the Secretary shall promptly
make reasonable efforts to notify credit reporting agencies, and
any financial institution or creditor whose name and address is
specified in such request, of the withdrawal of such notice. Any
such request shall be in such form as the Secretary may pre-
scribe.

* * * * * * *

Subchapter D—Seizure of Property for Collection
of Taxes

* * * * * * *
SEC. 6334. PROPERTY EXEMPT FROM LEVY.

(a) ENUMERATION.—There shall be exempt from levy—
(1) WEARING APPAREL AND SCHOOL BOOKS.—Such items of

wearing apparel and such school books as are necessary for the
taxpayer or for members of his family;

(2) FUEL, PROVISIONS, FURNITURE, AND PERSONAL EFFECTS.—
øIf the taxpayer is the head of a family, so¿ So much of the
fuel, provisions, furniture, and personal effects in øhis house-
hold¿ the taxpayer’s household, and of the arms for personal
use, livestock, and poultry of the taxpayer, as does not exceed
ø$1,650 ($1,550 in the case of levies issued during 1989)¿
$2,500 in value;

(3) BOOKS AND TOOLS OF A TRADE, BUSINESS, OR PROFES-
SION.—So many of the books and tools necessary for the trade,
business, or profession of the taxpayer as do not exceed in the
aggregate ø$1,100 ($1,050 in the case of levies issued during
1989)¿ $1,250, in value;

* * * * * * *
(f) INFLATION ADJUSTMENT.—

(1) IN GENERAL.—In the case of any calendar year beginning
after 1997, each dollar amount referred to in paragraphs (2)
and (3) of subsection (a) shall be increased by an amount equal
to—

(A) such dollar amount, multiplied by
(B) the cost-of-living adjustment determined under sec-

tion 1(f)(3) for such calendar year, by substituting ‘calendar
year 1996’ for ‘‘calendar year 1992’’ in subparagraph (B)
thereof.
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(2) ROUNDING.—If any dollar amount after being increased
under paragraph (1) is not a multiple of $10, such dollar
amount shall be rounded to the nearest multiple of $10.

* * * * * * *
SEC. 6343. AUTHORITY TO RELEASE LEVY AND RETURN PROPERTY.

(a) * * *

* * * * * * *
(d) RETURN OF PROPERTY IN CERTAIN CASES.—If—

(1) any property has been levied upon, and
(2) the Secretary determines that—

(A) the levy on such property was premature or otherwise
not in accordance with administrative procedures of the
Secretary,

(B) the taxpayer has entered into an agreement under
section 6159 to satisfy the tax liability for which the levy
was imposed by means of installment payments, unless
such agreement provides otherwise,

(C) the return of such property will facilitate the collec-
tion of the tax liability, or

(D) with the consent of the taxpayer or the Taxpayer Ad-
vocate, the return of such property would be in the best in-
terests of the taxpayer (as determined by the Taxpayer Ad-
vocate) and the United States,

the provisions of subsection (b) shall apply in the same manner as
if such property had been wrongly levied upon, except that no inter-
est shall be allowed under subsection (c).

* * * * * * *

CHAPTER 65—ABATEMENTS, CREDITS, AND
REFUNDS

* * * * * * *

Subchapter A—Procedure in General

* * * * * * *
SEC. 6404. ABATEMENTS.

(a) * * *

* * * * * * *
(e) øASSESSMENTS¿ ABATEMENT OF INTEREST ATTRIBUTABLE TO

UNREASONABLE ERRORS AND DELAYS BY INTERNAL REVENUE SERV-
ICE.—

(1) IN GENERAL.—In the case of any assessment of interest
on—

(A) any deficiency attributable in whole or in part to any
unreasonable error or delay by an officer or employee of
the Internal Revenue Service (acting in his official capac-
ity) in performing a ministerial or managerial act, or

(B) any payment of any tax described in section 6212(a)
to the extent that any unreasonable error or delay in such
payment is attributable to such an officer or employee
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being erroneous or dilatory in performing a ministerial or
managerial act,

the Secretary may abate the assessment of all or any part of
such interest for any period. For purposes of the preceding sen-
tence, an error or delay shall be taken into account only if no
significant aspect of such error or delay can be attributed to
the taxpayer involved, and after the Internal Revenue Service
has contacted the taxpayer in writing with respect to such defi-
ciency or payment.

* * * * * * *
(g) REVIEW OF DENIAL OF REQUEST FOR ABATEMENT OF INTER-

EST.—
(1) IN GENERAL.—The Tax Court shall have jurisdiction over

any action brought by a taxpayer who meets the requirements
referred to in section 7430(c)(4)(A)(ii) to determine whether the
Secretary’s failure to abate interest under this section was an
abuse of discretion, and may order an abatement, if such action
is brought within 180 days after the date of the mailing of the
Secretary’s final determination not to abate such interest.

(2) SPECIAL RULES.—
(A) DATE OF MAILING.—Rules similar to the rules of sec-

tion 6213 shall apply for purposes of determining the date
of the mailing referred to in paragraph (1).

(B) RELIEF.—Rules similar to the rules of section 6512(b)
shall apply for purposes of this subsection.

(C) REVIEW.—An order of the Tax Court under this sub-
section shall be reviewable in the same manner as a deci-
sion of the Tax Court, but only with respect to the matters
determined in such order.

* * * * * * *

CHAPTER 66—LIMITATIONS

* * * * * * *

Subchapter A—Limitations on Assessment and
Collection

* * * * * * *
SEC. 6503. SUSPENSION OF RUNNING OF PERIOD OF LIMITATION.

(a) * * *

* * * * * * *
ø(k)¿ (j) EXTENSION IN CASE OF CERTAIN SUMMONSES.—

(1) IN GENERAL.—If any designated summons is issued by
the Secretary øwith respect to any return of tax by a corpora-
tion¿ to a corporation (or to any other person to whom the cor-
poration has transferred records) with respect to any return of
tax by such corporation for a taxable year (or other period) for
which such corporation is being examined under the coordi-
nated examination program (or any successor program) of the
Internal Revenue Service, the running of any period of limita-
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tions provided in section 6501 on the assessment of such tax
shall be suspended—

(A) * * *

* * * * * * *
(2) DESIGNATED SUMMONS.—For purposes of this sub-

section—
(A) IN GENERAL.—The term ‘‘designated summons’’

means any summons issued for purposes of determining
the amount of any tax imposed by this title if—

(i) the issuance of such summons is preceded by a re-
view of such issuance by the regional counsel of the Of-
fice of Chief Counsel for the region in which the exam-
ination of the corporation is being conducted,

ø(i)¿ (ii) such summons is issued at least 60 days be-
fore the day on which the period prescribed in section
6501 for the assessment of such tax expires (deter-
mined with regard to extensions), and

ø(ii)¿ (iii) such summons clearly states that it is a
designated summons for purposes of this subsection.

ø(l)¿ (k) CROSS REFERENCES.—
For suspension in case of—

* * * * * * *

CHAPTER 67—INTEREST

* * * * * * *

Subchapter A—Interest on Underpayments

* * * * * * *
SEC. 6601. INTEREST ON UNDERPAYMENT, NONPAYMENT, OR EXTEN-

SIONS OF TIME FOR PAYMENT, OF TAX.
(a) * * *

* * * * * * *
(e) APPLICABLE RULES.—Except as otherwise provided in this

title—
(1) * * *
(2) INTEREST ON PENALTIES, ADDITIONAL AMOUNTS, OR ADDI-

TIONS TO THE TAX.—
(A) IN GENERAL.—Interest shall be imposed under sub-

section (a) in respect of any assessable penalty, additional
amount, or addition to the tax (other than an addition to
tax imposed under section 6651(a)(1), or 6653 or under
part II of subchapter A of chapter 68) only if such assess-
able penalty, additional amount, or addition to the tax is
not paid within ø10 days from the date of notice and de-
mand therefor¿ 21 calendar days from the date of notice
and demand therefor (10 business days if the amount for
which such notice and demand is made equals or exceeds
$100,000), and in such case interest shall be imposed only
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for the period from the date of the notice and demand to
the date of payment.

* * * * * * *
ø(3) PAYMENTS MADE WITHIN 10 DAYS AFTER NOTICE AND DE-

MAND.—–If notice and demand is made for payment of any
amount, and if such amount is paid within 10 days after the
date of such notice and demand interest under this section on
the amount so paid shall not be imposed for the period after
the date of such notice and demand.¿

(3) PAYMENTS MADE WITHIN SPECIFIED PERIOD AFTER NOTICE
AND DEMAND.—If notice and demand is made for payment of
any amount and if such amount is paid within 21 calendar
days (10 business days if the amount for which such notice and
demand is made equals or exceeds $100,000) after the date of
such notice and demand, interest under this section on the
amount so paid shall not be imposed for the period after the
date of such notice and demand.

* * * * * * *

CHAPTER 68—ADDITIONS TO THE TAX, ADDI-
TIONAL AMOUNTS, AND ASSESSABLE PEN-
ALTIES

* * * * * * *

Subchapter A—Additions to the Tax and Additionl
Amounts

* * * * * * *

PART I—GENERAL PROVISIONS

* * * * * * *
SEC. 6651. FAILURE TO FILE TAX RETURN OR TO PAY TAX.

(a) ADDITION TO THE TAX.—In case of failure—
(1) * * *

* * * * * * *
(3) to pay any amount in respect of any tax required to be

shown on a return specified in paragraph (1) which is not so
shown (including an assessment made pursuant to section
6213(b)) within ø10 days of the date of the notice and demand
therefor¿ 21 calendar days from the date of notice and demand
therefor (10 business days if the amount for which such notice
and demand is made equals or exceeds $100,000), unless it is
shown that such failure is due to reasonable cause and not due
to willful neglect, there shall be added to the amount of tax
stated in such notice and demand 0.5 percent of the amount
of such tax if the failure is for not more than 1 month, with
an additional 0.5 percent for each additional month or fraction
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thereof during which such failure continues, not exceeding 25
percent in the aggregate.

* * * * * * *
(g) TREATMENT OF RETURNS PREPARED BY SECRETARY UNDER

SECTION 6020(b).—In the case of any return made by the Secretary
under section 6020(b)—

(1) such return shall be disregarded for purposes of determin-
ing the amount of the addition under paragraph (1) of sub-
section (a), but

(2) such return shall be treated as the return filed by the tax-
payer for purposes of determining the amount of the addition
under paragraphs (2) and (3) of subsection (a).

SEC. 6652. FAILURE TO FILE CERTAIN INFORMATION RETURNS, REG-
ISTRATION STATEMENTS, ETC.

(a) * * *

* * * * * * *
(c) RETURNS BY EXEMPT ORGANIZATIONS AND BY CERTAIN

TRUSTS.—
(1) ANNUAL RETURNS UNDER SECTION 6033.—

(A) PENALTY ON ORGANIZATION.—In the case of—
(i) a failure to file a return required under section

6033 (relating to returns by exempt organizations) on
the date and in the manner prescribed therefor (deter-
mined with regard to any extension of time for filing),
or

(ii) a failure to include any of the information re-
quired to be shown on a return filed under section
6033 or to show the correct information,

there shall be paid by the exempt organization ø$10¿ $20
for each day during which such failure continues. The
maximum penalty under this subparagraph on failures
with respect to any 1 return shall not exceed the lesser of
ø$5,000¿ $10,000 or 5 percent of the gross receipts of the
organization for the year. In the case of an organization
having gross receipts exceeding $1,000,000 for any year,
with respect to the return required under section 6033 for
such year, the first sentence of this subparagraph shall be
applied by substituting ‘‘$100’’ for ‘‘$20’’ and, in lieu of ap-
plying the second sentence of this subparagraph, the maxi-
mum penalty under this subparagraph shall not exceed
$50,000.

* * * * * * *
SEC. 6656. FAILURE TO MAKE DEPOSIT OF TAXES OR OVERSTATE-

MENT OF DEPOSITS.
(a) * * *

* * * * * * *
(c) EXCEPTION FOR FIRST-TIME DEPOSITORS OF EMPLOYMENT

TAXES.—The Secretary may waive the penalty imposed by sub-
section (a) on a person’s inadvertent failure to deposit any employ-
ment tax if—
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(1) such person meets the requirements referred to in section
7430(c)(4)(A)(ii),

(2) such failure occurs during the 1st quarter that such per-
son was required to deposit any employment tax, and

(3) the return of such tax was filed on or before the due date.
For purposes of this subsection, the term ‘‘employment taxes’’ means
the taxes imposed by subtitle C.

(d) AUTHORITY TO ABATE PENALTY WHERE DEPOSIT SENT TO
SECRETARY.—The Secretary may abate the penalty imposed by sub-
section (a) with respect to the first time a depositor is required to
make a deposit if the amount required to be deposited is inadvert-
ently sent to the Secretary instead of to the appropriate government
depository.

* * * * * * *

Subchapter B—Assessable Penalties

* * * * * * *

PART I—GENERAL PROVISIONS

* * * * * * *
SEC. 6672. FAILURE TO COLLECT AND PAY OVER TAX, OR ATTEMPT TO

EVADE OR DEFEAT TAX.
(a) * * *
(b) PRELIMINARY NOTICE REQUIREMENT.—

(1) IN GENERAL.—No penalty shall be imposed under sub-
section (a) unless the Secretary notifies the taxpayer in writing
by mail to an address as determined under section 6212(b) that
the taxpayer shall be subject to an assessment of such penalty.

(2) TIMING OF NOTICE.—The mailing of the notice described
in paragraph (1) shall precede any notice and demand of any
penalty under subsection (a) by at least 60 days.

(3) STATUTE OF LIMITATIONS.—If a notice described in para-
graph (1) with respect to any penalty is mailed before the expi-
ration of the period provided by section 6501 for the assessment
of such penalty (determined without regard to this paragraph),
the period provided by such section for the assessment of such
penalty shall not expire before the later of—

(A) the date 90 days after the date on which such notice
was mailed, or

(B) if there is a timely protest of the proposed assessment,
the date 30 days after the Secretary makes a final adminis-
trative determination with respect to such protest.

(4) EXCEPTION FOR JEOPARDY.—This subsection shall not
apply if the Secretary finds that the collection of the penalty is
in jeopardy.

ø(b)¿ (c) EXTENSION OF PERIOD OF COLLECTION WHERE BOND IS
FILED.—

(1) IN GENERAL.—If, within 30 days after the day on which
notice and demand of any penalty under subsection (a) is made
against any person, such person—
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(A) * * *

* * * * * * *
(d) RIGHT OF CONTRIBUTION WHERE MORE THAN 1 PERSON LIA-

BLE FOR PENALTY.—If more than 1 person is liable for the penalty
under subsection (a) with respect to any tax, each person who paid
such penalty shall be entitled to recover from other persons who are
liable for such penalty an amount equal to the excess of the amount
paid by such person over such person’s proportionate share of the
penalty. Any claim for such a recovery may be made only in a pro-
ceeding which is separate from, and is not joined or consolidated
with—

(1) an action for collection of such penalty brought by the
United States, or

(2) a proceeding in which the United States files a counter-
claim or third-party complaint for the collection of such pen-
alty.

(e) EXCEPTION FOR VOLUNTARY BOARD MEMBERS OF TAX-EXEMPT
ORGANIZATIONS.—No penalty shall be imposed by subsection (a) on
any unpaid, volunteer member of any board of trustees or directors
of an organization exempt from tax under subtitle A if such mem-
ber—

(1) is solely serving in an honorary capacity,
(2) does not participate in the day-to-day or financial oper-

ations of the organization, and
(3) does not have actual knowledge of the failure on which

such penalty is imposed.
The preceding sentence shall not apply if it results in no person
being liable for the penalty imposed by subsection (a).

* * * * * * *
SEC. 6685. ASSESSABLE PENALTY WITH RESPECT TO PUBLIC INSPEC-

TION REQUIREMENTS FOR CERTAIN TAX-EXEMPT ORGA-
NIZATIONS.

In addition to the penalty imposed by section 7207 (relating
to fraudulent returns, statements, or other documents), any
person who is required to comply with the requirements of sub-
section (d) or (e) of section 6104 and who fails to so comply
with respect to any return or application, if such failure is will-
ful, shall pay a penalty of ø$1,000¿ $5,000 with respect to each
such return or application.

* * * * * * *

CHAPTER 74—CLOSING AGREEMENTS AND
COMPROMISES

* * * * * * *
SEC. 7122. COMPROMISES.

(a) AUTHORIZATION.—The Secretary may compromise any civil or
criminal case arising under the internal revenue laws prior to ref-
erence to the Department of Justice for prosecution or defense; and
the Attorney General or his delegate may compromise any such
case after reference to the Department of Justice for prosecution or
defense.
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(b) RECORD.—Whenever a compromise is made by the Secretary
in any case, there shall be placed on file in the office of the Sec-
retary the opinion of the General Counsel for the Department of
the Treasury or his delegate, with his reasons therefor, with a
statement of—

(1) The amount of tax assessed,
(2) The amount of interest, additional amount, addition to

the tax, or assessable penalty, imposed by law on the person
against whom the tax is assessed, and

(3) The amount actually paid in accordance with the terms
of the compromise.

Notwithstanding the foregoing provisions of this subsection, no
such opinion shall be required with respect to the compromise of
any civil case in which the unpaid amount of tax assessed (includ-
ing any interest, additional amount, addition to the tax, or assess-
able penalty) is less than ø$500.¿ $50,000. However, such com-
promise shall be subject to continuing quality review by the Sec-
retary.

* * * * * * *

CHAPTER 75—CRIMES, OTHER OFFENSES, AND
FORFEITURES

* * * * * * *

Subchapter A—Crimes

* * * * * * *

PART I—GENERAL PROVISIONS

* * * * * * *
SEC. 7213. UNAUTHORIZED DISCLOSURE OF INFORMATION.

(a) RETURNS AND RETURN INFORMATION.—
(1) FEDERAL EMPLOYEES AND OTHER PERSONS.—It shall be

unlawful for any officer or employee of the United States or
any person described in section 6103(n) (or an officer or em-
ployee of any such person), or any former officer or employee,
willfully to disclose to any person, except as authorized in this
title, any return or return information (as defined in section
6103(b)). Any violation of this paragraph shall be a felony pun-
ishable upon conviction by a fine in any amount not exceeding
$5,000, or imprisonment of not more than 5 years, or both, to-
gether with the costs of prosecution, and if such offense is com-
mitted by any officer or employee of the United States, he
shall, in addition to any other punishment, be dismissed from
office or discharged from employment upon conviction for such
offense.

(2) STATE AND OTHER EMPLOYEES.—It shall be unlawful for
any person (not described in paragraph (1)) willfully to disclose
to any person, except as authorized in this title, any return or
return information (as defined in section 6103(b)) acquired by
him or another person under subsection (d), (i)(3)(B)(i), (l)(6),
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(7), (8), (9), (10), øor (12)¿ (12), or (15), or (m)(2), (4), (6), or (7)
of section 6103. Any violation of this paragraph shall be a fel-
ony punishable by a fine in any amount not exceeding $5,000,
or imprisonment of not more than 5 years, or both, together
with the costs of prosecution.

* * * * * * *

CHAPTER 76—JUDICIAL PROCEEDINGS

* * * * * * *

Subchapter B—Proceedings by Taxpayers and
Third Parties

Sec. 7421. Prohibition of suits to restrain assessment or collection.
* * * * * * *

øSec. 7434. Cross references.¿
Sec. 7434. Civil damages for fraudulent filing of information returns.
Sec. 7435. Civil damages for unauthorized enticement of information

disclosure.
Sec. 7436. Cross references.

* * * * * * *
SEC. 7422. CIVIL ACTIONS FOR REFUND

(a) * * *

* * * * * * *
(g) SPECIAL RULES FOR CERTAIN EXCISE TAXES IMPOSED BY

CHAPTER 42 OR 43.—
(1) * * *
(2) LIMITATION ON SUIT FOR REFUND.—No suit may be main-

tained under this section for the credit or refund of any tax im-
posed under section 4941, 4942, 4943, 4944, 4945, 4951, 4952,
4955, 4958, 4971, or 4975 with respect to any act (or failure
to act) giving rise to liability for tax under such sections, un-
less no other suit has been maintained for credit or refund of,
and no petition has been filed in the Tax Court with respect
to a deficiency in, any other tax imposed by such sections with
respect to such act (or failure to act).

(3) FINAL DETERMINATION OF ISSUES.—For purposes of this
section, any suit for the credit or refund of any tax imposed
under section 4941, 4942, 4943, 4944, 4945, 4951, 4952, 4955,
4958, 4971, or 4975 with respect to any act (or failure to act)
giving rise to liability for tax under such sections, shall con-
stitute a suit to determine all questions with respect to any
other tax imposed with respect to such act (or failure to act)
under such sections, and failure by the parties to such suit to
bring any such question before the Court shall constitute a bar
to such question.

* * * * * * *
SEC. 7430. AWARDING OF COSTS AND CERTAIN FEES

(a) * * *
(b) LIMITATIONS.—
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(1) REQUIREMENT THAT ADMINISTRATIVE REMEDIES BE EX-
HAUSTED.—A judgment for reasonable litigation costs shall not
be awarded under subsection (a) in any court proceeding unless
the court determines that the prevailing party has exhausted
the administrative remedies available to such party within the
Internal Revenue Service. Any failure to agree to an extension
of the time for the assessment of any tax shall not be taken into
account for purposes of determining whether the prevailing
party meets the requirements of the preceding sentence.

(2) ONLY COSTS ALLOCABLE TO THE UNITED STATES.—An
award under subsection (a) shall be made only for reasonable
litigation and administrative costs which are allocable to the
United States and not to any other party.

ø(3) EXCLUSION OF DECLARATORY JUDGMENT PROCEEDINGS.—
ø(A) IN GENERAL.—No award for reasonable litigation

costs may be made under subsection (a) with respect to
any declaratory judgment proceeding.

ø(B) EXCEPTION FOR SECTION 501(C)(3) DETERMINATION
REVOCATION PROCEEDINGS.—Subparagraph (A) shall not
apply to any proceeding which involves the revocation of a
determination that the organization is described in section
501(c)(3).

ø(4)¿ (3) COSTS DENIED WHERE PARTY PREVAILING PROTRACTS
PROCEEDINGS.—No award for reasonable litigation and admin-
istrative costs may be made under subsection (a) with respect
to any portion of the administrative or court proceeding during
which the prevailing party has unreasonably protracted such
proceeding.

(c) DEFINITIONS.—For purposes of this section—
(1) REASONABLE LITIGATION COSTS.—The term ‘‘reasonable

litigation costs’’ includes—
(A) reasonable court costs, and
(B) based upon prevailing market rates for the kind or

quality of services furnished—
(i) * * *

* * * * * * *
(iii) reasonable fees paid or incurred for the services

of attorneys in connection with the court proceeding,
except that such fees shall not be in excess of ø$75¿
$110 per hour unless the court determines that øan
increase in the cost of living or¿ a special factor, such
as the limited availability of qualified attorneys for
such proceeding, justifies a higher rate.

In the case of any calendar year beginning after 1996, the dol-
lar amount referred to in clause (iii) shall be increased by an
amount equal to such dollar amount multiplied by the cost-of-
living adjustment determined under section 1(f)(3) for such cal-
endar year, by substituting ‘‘calendar year 1995’’ for ‘‘calendar
year 1992’’ in subparagraph (B) thereof. If any dollar amount
after being increased under the preceding sentence is not a mul-
tiple of $10, such dollar amount shall be rounded to the nearest
multiple of $10.

(2) REASONABLE ADMINISTRATIVE COSTS.—The term ‘‘reason-
able administrative costs’’ means—
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(A) any administrative fees or similar charges imposed
by the Internal Revenue Service, and

(B) expenses, costs, and fees described in paragraph
(1)(B), except that any determination made by the court
under clause (ii) or (iii) thereof shall be made by the Inter-
nal Revenue Service in cases where the determination
under øparagraph (4)(B)¿ paragraph (4)(C) of the award-
ing of reasonable administrative costs is made by the In-
ternal Revenue Service.

Such term shall only include costs incurred on or after the
earlier of (i) the date of the receipt by the taxpayer of the no-
tice of the decision of the Internal Revenue Service Office of
Appeals, or (ii) the date of the notice of deficiency.

* * * * * * *
(4) PREVAILING PARTY.—

(A) IN GENERAL.—The term ‘‘prevailing party’’ means
any party in any proceeding to which subsection (a) ap-
plies (other than the United States or any creditor of the
taxpayer involved)—

ø(i) which establishes that the position of the United
States in the proceeding was not substantially justi-
fied,

ø(ii)¿ (i) which—
(I) has substantially prevailed with respect to

the amount in controversy, or
(II) has substantially prevailed with respect to

the most significant issue or set of issues pre-
sented, and

ø(iii)¿ (ii) which meets the requirements of the 1st
sentence of section 2412(d)(1)(B) of title 28, United
States Code (as in effect on October 22, 1986) except
to the extent differing procedures are established by
rule of court and meets the requirements of section
2412(d)(2)(B) of such title 28 (as so in effect).

(B) EXCEPTION IF UNITED STATES ESTABLISHES THAT ITS
POSITION WAS SUBSTANTIALLY JUSTIFIED.—

(i) GENERAL RULE.—A party shall not be treated as
the prevailing party in a proceeding to which sub-
section (a) applies if the United States establishes that
the position of the United States in the proceeding was
substantially justified.

(ii) PRESUMPTION OF NO JUSTIFICATION IF INTERNAL
REVENUE SERVICE DIDN’T FOLLOW CERTAIN PUBLISHED
GUIDANCE.—For purposes of clause (i), the position of
the United States shall be presumed not to be substan-
tially justified if the Internal Revenue Service did not
follow its applicable published guidance in the admin-
istrative proceeding. Such presumption may be rebut-
ted.

(iii) APPLICABLE PUBLISHED GUIDANCE.—For pur-
poses of clause (ii), the term ‘‘applicable published
guidance’’ means—
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(I) regulations, revenue rulings, revenue proce-
dures, information releases, notices, and announce-
ments, and

(II) any of the following which are issued to the
taxpayer: private letter rulings, technical advice
memoranda, and determination letters.

ø(B)¿ (C) DETERMINATION AS TO PREVAILING PARTY.—
Any determination under øsubparagraph (A)¿ this para-
graph as to whether a party is a prevailing party shall be
made by agreement of the parties or—

(i) * * *

* * * * * * *
SEC. 7433. CIVIL DAMAGES FOR CERTAIN UNAUTHORIZED COLLEC-

TION ACTIONS
(a) * * *
(b) DAMAGES.—In any action brought under subsection (a), upon

a finding of liability on the part of the defendant, the defendant
shall be liable to the plaintiff in an amount equal to the lesser of
ø$100,000¿ $1,000,000 or the sum of—

(1) * * *

* * * * * * *
(d) LIMITATIONS.—

ø(1) REQUIREMENT THAT ADMINISTRATIVE REMEDIES BE EX-
HAUSTED.—A judgment for damages shall not be awarded
under subsection (b) unless the court determines that the
plaintiff has exhausted the administrative remedies available
to such plaintiff within the Internal Revenue Service.¿

(1) AWARD FOR DAMAGES MAY BE REDUCED IF ADMINISTRATIVE
REMEDIES NOT EXHAUSTED.—The amount of damages awarded
under subsection (b) may be reduced if the court determines
that the plaintiff has not exhausted the administrative remedies
available to such plaintiff within the Internal Revenue Service.

* * * * * * *
SEC. 7434. CIVIL DAMAGES FOR FRAUDULENT FILING OF INFORMA-

TION RETURNS.
(a) IN GENERAL.—If any person willfully files a fraudulent infor-

mation return with respect to payments purported to be made to any
other person, such other person may bring a civil action for dam-
ages against the person so filing such return.

(b) DAMAGES.—In any action brought under subsection (a), upon
a finding of liability on the part of the defendant, the defendant
shall be liable to the plaintiff in an amount equal to the greater of
$5,000 or the sum of—

(1) any actual damages sustained by the plaintiff as a proxi-
mate result of the filing of the fraudulent information return
(including any costs attributable to resolving deficiencies as-
serted as a result of such filing),

(2) the costs of the action, and
(3) in the court’s discretion, reasonable attorneys fees.

(c) PERIOD FOR BRINGING ACTION.—Notwithstanding any other
provision of law, an action to enforce the liability created under this
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section may be brought without regard to the amount in controversy
and may be brought only within the later of—

(1) 6 years after the date of the filing of the fraudulent infor-
mation return, or

(2) 1 year after the date such fraudulent information return
would have been discovered by exercise of reasonable care.

(d) COPY OF COMPLAINT FILED WITH IRS—Any person bringing
an action under subsection (a) shall provide a copy of the complaint
to the Internal Revenue Service upon the filing of such complaint
with the court.

(e) FINDING OF COURT TO INCLUDE CORRECT AMOUNT OF PAY-
MENT.—The decision of the court awarding damages in an action
brought under subsection (a) shall include a finding of the correct
amount which should have been reported in the information return.

(f) INFORMATION RETURN.—For purposes of this section, the term
‘‘information return’’ means any statement described in section
6724(d)(1)(A).
SEC. 7435. CIVIL DAMAGES FOR UNAUTHORIZED ENTICEMENT OF IN-

FORMATION DISCLOSURE.
(a) IN GENERAL.—If any officer or employee of the United States

intentionally compromises the determination or collection of any tax
due from an attorney, certified public accountant, or enrolled agent
representing a taxpayer in exchange for information conveyed by the
taxpayer to the attorney, certified public accountant, or enrolled
agent for purposes of obtaining advice concerning the taxpayer’s tax
liability, such taxpayer may bring a civil action for damages
against the United States in a district court of the United States.
Such civil action shall be the exclusive remedy for recovering dam-
ages resulting from such actions.

(b) DAMAGES.—In any action brought under subsection (a), upon
a finding of liability on the part of the defendant, the defendant
shall be liable to the plaintiff in an amount equal to the lesser of
$500,000 or the sum of—

(1) actual, direct economic damages sustained by the plaintiff
as a proximate result of the information disclosure, and

(2) the costs of the action.
Damages shall not include the taxpayer’s liability for any civil or
criminal penalties, or other losses attributable to incarceration or
the imposition of other criminal sanctions.

(c) PAYMENT AUTHORITY.—Claims pursuant to this section shall
be payable out of funds appropriated under section 1304 of title 31,
United States Code.

(d) PERIOD FOR BRINGING ACTION.—Notwithstanding any other
provision of law, an action to enforce liability created under this
section may be brought without regard to the amount in controversy
and may be brought only within 2 years after the date the actions
creating such liability would have been discovered by exercise of rea-
sonable care.

(e) MANDATORY STAY.—Upon a certification by the Commissioner
or the Commissioner’s delegate that there is an ongoing investiga-
tion or prosecution of the taxpayer, the district court before which
an action under this section is pending shall stay all proceedings
with respect to such action pending the conclusion of the investiga-
tion or prosecution.
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(f) CRIME-FRAUD EXCEPTION.—Subsection (a) shall not apply to
information conveyed to an attorney, certified public accountant, or
enrolled agent for the purpose of perpetrating a fraud or crime.
SEC. ø7434.¿ 7436. CROSS REFERENCES

(1) * * *

* * * * * * *

Subchapter C—The Tax Court

* * * * * * *

PART II—PROCEDURE

* * * * * * *
SEC. 7454. BURDEN OF PROOF IN FRAUD, FOUNDATION MANAGER,

AND TRANSFEREE CASES
(a) * * *
(b) FOUNDATION MANAGERS.—In any proceeding involving the

issue whether a foundation manager (as defined in section 4946(b))
has ‘‘knowingly’’ participated in an act of self-dealing (within the
meaning of section 4941), participated in an investment which jeop-
ardizes the carrying out of exempt purposes (within the meaning
of section 4944), or agreed to the making of a taxable expenditure
(within the meaning of section 4945), or whether the trustee of a
trust described in section 501(c)(21) has ‘‘knowingly’’ participated
in an act of self-dealing (within the meaning of section 4951) or
agreed to the making of a taxable expenditure (within the meaning
of section 4952), or whether an organization manager (as defined
in section 4955(e)(2)) has ‘‘knowingly’’ agreed to the making of a po-
litical expenditure (within the meaning of section 4955), or whether
an organization manager (as defined in section 4912(d)(2)) has
‘‘knowingly’’ agreed to the making of disqualifying lobbying expend-
itures within the meaning of section 4912(b), or whether an organi-
zation manager (as defined in section 4958(f)(2)) has ‘‘knowingly’’
participated in an excess benefit transaction (as defined in section
4958(c)), the burden of proof in respect of such issue shall be upon
the Secretary.

* * * * * * *

CHAPTER 77—MISCELLANEOUS PROVISIONS

Sec. 7501. Liability for taxes withheld of collected.
* * * * * * *

Sec. 7524. Annual notice of tax delinquency.

* * * * * * *
SEC. 7502. TIMELY MAILING TREATED AS TIMELY FILING AND PAYING

(a) * * *

* * * * * * *
(f) TREATMENT OF PRIVATE DELIVERY SERVICES.—

(1) IN GENERAL.—Any reference in this section to the United
States mail shall be treated as including a reference to any des-
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ignated delivery service, and any reference in this section to a
postmark by the United States Postal Service shall be treated
as including a reference to any date recorded or marked as de-
scribed in paragraph (2)(C) by any designated delivery service.

(2) DESIGNATED DELIVERY SERVICE.—For purposes of this
subsection, the term ‘‘designated delivery service’’ means any de-
livery service provided by a trade or business if such service is
designated by the Secretary for purposes of this section. The
Secretary may designate a delivery service under the preceding
sentence only if the Secretary determines that such service—

(A) is available to the general public,
(B) is at least as timely and reliable on a regular basis

as the United States mail,
(C) records electronically to its data base, kept in the reg-

ular course of its business, or marks on the cover in which
any item referred to in this section is to be delivered, the
date on which such item was given to such trade or busi-
ness for delivery, and

(D) meets such other criteria as the Secretary may pre-
scribe.

(3) EQUIVALENTS OF REGISTERED AND CERTIFIED MAIL.—The
Secretary may provide a rule similar to the rule of paragraph
(1) with respect to any service provided by a designated delivery
service which is substantially equivalent to United States reg-
istered or certified mail.

* * * * * * *
SEC. 7524. ANNUAL NOTICE OF TAX DELINQUENCY.

Not less often than annually, the Secretary shall send a written
notice to each taxpayer who has a tax delinquent account of the
amount of the tax delinquency as of the date of the notice.

* * * * * * *

CHAPTER 78—DISCOVERY OF LIABILITY AND
ENFORCEMENT OF TITLE

* * * * * * *

Subchapter A—Examination and Inspection

* * * * * * *
SEC. 7608. AUTHORITY OF INTERNAL REVENUE ENFORCEMENT OFFI-

CERS
(a) * * *

* * * * * * *
(c) RULES RELATING TO UNDERCOVER OPERATIONS.—

(1) * * *

* * * * * * *
(4) AUDITS

(A) * * *
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(B) The Service shall also submit a report annually to
the Congress specifying as to its undercover investigative
operations—

(i) the number, by programs, of undercover inves-
tigative operations pending as of the end of the 1-year
period for which such report is submitted;

(ii) the number, by programs, of undercover inves-
tigative operations commenced in the 1-year period
øpreceding the period¿ for which such report is sub-
mitted; øand

ø(iii) the number, by programs, of undercover inves-
tigative operations closed in the 1-year period preced-
ing the period for which such report is submitted and,
with respect to each such closed undercover operation,
the results obtained and any civil claims made with
respect thereto.¿

(iii) the number, by programs, of undercover inves-
tigative operations closed in the 1-year period for which
such report is submitted, and

(iv) the following information with respect to each
undercover investigative operation pending as of the
end of the 1-year period for which such report is sub-
mitted or closed during such 1-year period—

(I) the date the operation began and the date of
the certification referred to in the last sentence of
paragraph (1),

(II) the total expenditures under the operation
and the amount and use of the proceeds from the
operation,

(III) a detailed description of the operation in-
cluding the potential violation being investigated
and whether the operation is being conducted
under grand jury auspices, and

(IV) the results of the operation including the re-
sults of criminal proceedings.

(5) DEFINITIONS.—For purposes of paragraph (4)—
(A) * * *

* * * * * * *
ø(C) UNDERCOVER INVESTIGATIVE OPERATION.—The

terms ‘‘undercover investigative operation’’ and ‘‘under-
cover operation’’ mean any undercover investigative oper-
ation of the Service—

ø(i) in which—
ø(I) the gross receipts (excluding interest

earned) exceed $50,000; or
ø(II) expenditures, both recoverable and

nonrecoverable (other than expenditures for sala-
ries of employees), exceed $150,000; and

ø(ii) which is exempt from section 3302 or 9102 of
title 31, United States Code.
Clauses (i) and (ii) shall not apply with respect to the
report required under subparagraph (B) of paragraph
(4).¿
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(C) UNDERCOVER INVESTIGATIVE OPERATION.—The term
‘‘undercover investigative operation’’ means any undercover
investigative operation of the Service; except that, for pur-
poses of subparagraphs (A) and (C) of paragraph (4), such
term only includes an operation which is exempt from sec-
tion 3302 or 9102 of title 31, United States Code.

(6) APPLICATION OF SECTION.—The provisions of this sub-
section—

(A) shall apply after November 17, 1988, and before Jan-
uary 1, 1990, and

(B) shall apply after the date of the enactment of this
paragraph and before January 1, 2001.

All amounts expended pursuant to this subsection during the
period described in subparagraph (B) shall be recovered to the
extent possible, and deposited in the Treasury of the United
States as miscellaneous receipts, before January 1, 2001.

SEC. 7609. SPECIAL PROCEDURES FOR THIRD-PARTY SUMMONSES
(a) NOTICE.—

(1) * * *

* * * * * * *
(3) THIRD-PARTY RECORDKEEPER DEFINED.—For purposes of

this subsection, the term ‘‘third-party recordkeeper’’ means—
(A) * * *

* * * * * * *
(G) any barter exchange (as defined in section

6045(c)(3)); øand¿
(H) any regulated investment company (as defined in

section 851) and any agent of such regulated investment
company when acting as an agent thereofø.¿; and

(I) any enrolled agent.

* * * * * * *

Subchapter B—General Powers and Duties

Sec. 7621. Internal revenue districts.
* * * * * * *

øSec. 7623. Expenses of detection and punishment of frauds.¿
Sec. 7623. Expenses of detection of underpayments and fraud, etc.

* * * * * * *
øSEC. 7623. EXPENSES OF DETECTION AND PUNISHMENT OF FRAUDS

øThe Secretary, under regulations prescribed by the Secretary, is
authorized to pay such sums, not exceeding in the aggregate the
sum appropriated therefor, as he may deem necessary for detecting
and bringing to trial and punishment persons guilty of violating
the internal revenue laws, or conniving at the same, in cases where
such expenses are not otherwise provided for by law.¿
SEC. 7623. EXPENSES OF DETECTION OF UNDERPAYMENTS AND

FRAUD, ETC.
The Secretary, under regulations prescribed by the Secretary, is

authorized to pay such sums as he deems necessary for—
(1) detecting underpayments of tax, and
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(2) detecting and bringing to trial and punishment persons
guilty of violating the internal revenue laws or conniving at the
same,

in cases where such expenses are not otherwise provided for by law.
Any amount payable under the preceding sentence shall be paid
from the proceeds of amounts (other than interest) collected by rea-
son of the information provided, and any amount so collected shall
be available for such payments.

* * * * * * *

CHAPTER 80—GENERAL RULES

* * * * * * *

Subchapter A—Application of Internal Revenue
Law

Sec. 7801. Authority of the Department of the Treasury.
øSec. 7802. Commissioner of Internal Revenue; Assistant Commis-

sioner (Employee Plans and Exempt Organiza-
tions).¿

Sec. 7802. Commissioner of Internal Revenue; Assistant Commis-
sioners; Taxpayer Advocate.

* * * * * * *
øSEC. 7802. COMMISSIONER OF INTERNAL REVENUE; ASSISTANT COM-

MISSIONER (EMPLOYEE PLANS AND EXEMPT ORGANIZA-
TIONS)¿

SEC. 7802. COMMISSIONER OF INTERNAL REVENUE; ASSISTANT COM-
MISSIONERS; TAXPAYER ADVOCATE.

(a) * * *

* * * * * * *
(d) OFFICE OF TAXPAYER ADVOCATE.—

(1) IN GENERAL.—There is established in the Internal Reve-
nue Service an office to be known as the ‘‘Office of the Taxpayer
Advocate’’. Such office shall be under the supervision and direc-
tion of an official to be known as the ‘‘Taxpayer Advocate’’ who
shall be appointed by and report directly to the Commissioner
of Internal Revenue. The Taxpayer Advocate shall be entitled to
compensation at the same rate as the highest level official re-
porting directly to the Deputy Commissioner of the Internal
Revenue Service.

(2) FUNCTIONS OF OFFICE.—
(A) IN GENERAL.—It shall be the function of the Office of

Taxpayer Advocate to—
(i) assist taxpayers in resolving problems with the In-

ternal Revenue Service,
(ii) identify areas in which taxpayers have problems

in dealings with the Internal Revenue Service,
(iii) to the extent possible, propose changes in the ad-

ministrative practices of the Internal Revenue Service
to mitigate problems identified under clause (ii), and

(iv) identify potential legislative changes which may
be appropriate to mitigate such problems.
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(B) ANNUAL REPORTS.—
(i) OBJECTIVES.—Not later than June 30 of each cal-

endar year after 1995, the Taxpayer Advocate shall re-
port to the Committee on Ways and Means of the House
of Representatives and the Committee on Finance of the
Senate on the objectives of the Taxpayer Advocate for
the fiscal year beginning in such calendar year. Any
such report shall contain full and substantive analysis,
in addition to statistical information.

(ii) ACTIVITIES.—Not later than December 31 of each
calendar year after 1995, the Taxpayer Advocate shall
report to the Committee on Ways and Means of the
House of Representatives and the Committee on Fi-
nance of the Senate on the activities of the Taxpayer
Advocate during the fiscal year ending during such
calendar year. Any such report shall contain full and
substantive analysis, in addition to statistical informa-
tion, and shall—

(I) identify the initiatives the Taxpayer Advocate
has taken on improving taxpayer services and In-
ternal Revenue Service responsiveness,

(II) contain recommendations received from indi-
viduals with the authority to issue Taxpayer As-
sistance Orders under section 7811,

(III) contain a summary of at least 20 of the
most serious problems encountered by taxpayers,
including a description of the nature of such prob-
lems,

(IV) contain an inventory of the items described
in subclauses (I), (II), and (III) for which action
has been taken and the result of such action,

(V) contain an inventory of the items described
in subclauses (I), (II), and (III) for which action re-
mains to be completed and the period during
which each item has remained on such inventory,

(VI) contain an inventory of the items described
in subclauses (II) and (III) for which no action has
been taken, the period during which each item has
remained on such inventory, the reasons for the in-
action, and identify any Internal Revenue Service
official who is responsible for such inaction,

(VII) identify any Taxpayer Assistance Order
which was not honored by the Internal Revenue
Service in a timely manner, as specified under sec-
tion 7811(b),

(VIII) contain recommendations for such admin-
istrative and legislative action as may be appro-
priate to resolve problems encountered by tax-
payers,

(IX) describe the extent to which regional prob-
lem resolution officers participate in the selection
and evaluation of local problem resolution officers,
and
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(X) include such other information as the Tax-
payer Advocate may deem advisable.

(iii) REPORT TO BE SUBMITTED DIRECTLY.—Each re-
port required under this subparagraph shall be pro-
vided directly to the Committees referred to in clauses
(i) and (ii) without any prior review or comment from
the Commissioner, the Secretary of the Treasury, any
other officer or employee of the Department of the
Treasury, or the Office of Management and Budget.

(3) RESPONSIBILITIES OF COMMISSIONER.—The Commissioner
of Internal Revenue shall establish procedures requiring a for-
mal response to all recommendations submitted to the Commis-
sioner by the Taxpayer Advocate within 3 months after submis-
sion to the Commissioner.

* * * * * * *
SEC. 7805. RULES AND REGULATIONS

(a) * * *
ø(b) RETROACTIVITY OF REGULATIONS OR RULINGS.—The Sec-

retary may prescribe the extent, if any, to which any ruling or reg-
ulation, relating to the internal revenue laws, shall be applied
without retroactive effect.¿

(b) RETROACTIVITY OF REGULATIONS.—
(1) IN GENERAL.—Except as otherwise provided in this sub-

section, no temporary, proposed, or final regulation relating to
the internal revenue laws shall apply to any taxable period end-
ing before the earliest of the following dates:

(A) The date on which such regulation is filed with the
Federal Register.

(B) In the case of any final regulation, the date on which
any proposed or temporary regulation to which such final
regulation relates was filed with the Federal Register.

(C) The date on which any notice substantially describing
the expected contents of any temporary, proposed, or final
regulation is issued to the public.

(2) EXCEPTION FOR PROMPTLY ISSUED REGULATIONS.—Para-
graph (1) shall not apply to regulations filed or issued within
18 months of the date of the enactment of the statutory provi-
sion to which the regulation relates.

(3) PREVENTION OF ABUSE.—The Secretary may provide that
any regulation may take effect or apply retroactively to prevent
abuse.

(4) CORRECTION OF PROCEDURAL DEFECTS.—The Secretary
may provide that any regulation may apply retroactively to cor-
rect a procedural defect in the issuance of any prior regulation.

(5) INTERNAL REGULATIONS.—The limitation of paragraph (1)
shall not apply to any regulation relating to internal Treasury
Department policies, practices, or procedures.

(6) CONGRESSIONAL AUTHORIZATION.—The limitation of para-
graph (1) may be superseded by a legislative grant from Con-
gress authorizing the Secretary to prescribe the effective date
with respect to any regulation.
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(7) ELECTION TO APPLY RETROACTIVELY.—The Secretary may
provide for any taxpayer to elect to apply any regulation before
the dates specified in paragraph (1).

(8) APPLICATION TO RULINGS.—The Secretary may prescribe
the extent, if any, to which any ruling (including any judicial
decision or any administrative determination other than by reg-
ulation) relating to the internal revenue laws shall be applied
without retroactive effect.

* * * * * * *
SEC. 7811. TAXPAYER ASSISTANCE ORDERS

(a) AUTHORITY TO ISSUE.—Upon application filed by a taxpayer
with øthe Office of Ombudsman¿ the Office of the Taxpayer Advo-
cate (in such form, manner, and at such time as the Secretary shall
by regulations prescribe), the øOmbudsman¿ Taxpayer Advocate
may issue a Taxpayer Assistance Order if, in the determination of
the øOmbudsman¿ Taxpayer Advocate, the taxpayer is suffering or
about to suffer a significant hardship as a result of the manner in
which the internal revenue laws are being administered by the Sec-
retary.

(b) TERMS OF A TAXPAYER ASSISTANCE ORDER.—The terms of a
Taxpayer Assistance Order may require the Secretary within a
specified time period—

(1) to release property of the taxpayer levied upon, or
(2) to cease any action, take any action as permitted by law,

or refrain from taking any action, with respect to the taxpayer
under—

(A) chapter 64 (relating to collection),
(B) subchapter B of chapter 70 (relating to bankruptcy

and receiverships),
(C) chapter 78 (relating to discovery of liability and en-

forcement of title), or
(D) any other provision of law which is specifically de-

scribed by the øOmbudsman¿ Taxpayer Advocate in such
order.

ø(c) AUTHORITY TO MODIFY OR RESCIND.—Any Taxpayer Assist-
ance Order issued by the Ombudsman under this section may be
modified or rescinded only by the Ombudsman, a district director,
a service center director, a compliance center director, a regional
director of appeals, or any superior of any such person.¿

(c) AUTHORITY TO MODIFY OR RESCIND.—Any Taxpayer Assist-
ance Order issued by the Taxpayer Advocate under this section may
be modified or rescinded—

(1) only by the Taxpayer Advocate, the Commissioner of Inter-
nal Revenue, or the Deputy Commissioner of Internal Revenue,
and

(2) only if a written explanation of the reasons for the modi-
fication or rescission is provided to the Taxpayer Advocate.

(d) SUSPENSION OF RUNNING OF PERIOD OF LIMITATION.—The
running of any period of limitation with respect to any action de-
scribed in subsection (b) shall be suspended for—

(1) the period beginning on the date of the taxpayer’s appli-
cation under subsection (a) and ending on the date of the øOm-
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budsman’s¿ Taxpayer Advocate’s decision with respect to such
application, and

(2) any period specified by the øOmbudsman¿ Taxpayer Ad-
vocate in a Taxpayer Assistance Order issued pursuant to such
application.

(e) INDEPENDENT ACTION OF øOMBUDSMAN¿ TAXPAYER ADVO-
CATE.—Nothing in this section shall prevent the øOmbudsman¿
Taxpayer Advocate from taking any action in the absence of an ap-
plication under subsection (a).

(f) øOMBUDSMAN¿ TAXPAYER ADVOCATE.—For purposes of this
section, the term ‘‘øOmbudsman¿ Taxpayer Advocate’’ includes any
designee of the øOmbudsman¿ Taxpayer Advocate.

* * * * * * *

SECTION 7601 OF THE ANTI-DRUG ABUSE ACT OF 1988

SEC. 7601. DISCLOSURE OF INFORMATION ON CASH TRANSACTIONS;
UNDERCOVER ACTIVITIES OF INTERNAL REVENUE
SERVICE.

(a) * * *

* * * * * * *
(c) ENHANCEMENT OF UNDERCOVER CAPABILITIES OF THE INTER-

NAL REVENUE SERVICE.—
(1) * * *

* * * * * * *
(3) EFFECTIVE DATE.—The amendments made by this sub-

section shall take effect on the date of the enactment of this
Act øand shall cease to apply after December 31, 1989; and all
amounts expended pursuant to such amendments shall be re-
covered to the extent possible, and deposited in the Treasury
of the United States as miscellaneous receipts, before January
1, 1990.¿.

* * * * * * *
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