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REPT. 116-39

116TH CONGRESS
HOUSE OF REPRESENTATIVES Part 1

1st Session

TAXPAYER FIRST ACT OF 2019

APRIL 9, 2019.—Committed to the Committee of the Whole House on the State of
the Union and ordered to be printed

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

REPORT

[To accompany H.R. 1957]

[Including cost estimate of the Congressional Budget Office]

The Committee on Ways and Means, to whom was referred the
bill (H.R. 1957) to amend the Internal Revenue Code of 1986 to
modernize and improve the Internal Revenue Service, and for other
purposes, having considered the same, report favorably thereon
with an amendment and recommend that the bill as amended do
pass.

The amendment is as follows:

Strike all after the enacting clause and insert the following:

SECTION 1. SHORT TITLE; ETC.

(a) SHORT TITLE.—This Act may be cited as the “Taxpayer First Act of 2019”.

(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.

(¢) TABLE OF CONTENTS.—The table of contents for this Act is as follows:

Sec. 1. Short title; ete.
TITLE I—PUTTING TAXPAYERS FIRST
Subtitle A—Independent Appeals Process
Sec. 1001. Establishment of Internal Revenue Service Independent Office of Appeals.
Subtitle B—Improved Service

Sec. 1101. Comprehensive customer service strategy.

Sec. 1102. IRS Free File Program.

Sec. 1103. Low-income exception for payments otherwise required in connection with a submission of an offer-
in-compromise.

Subtitle C—Sensible Enforcement

Sec. 1201. Internal Revenue Service seizure requirements with respect to structuring transactions.

Sec. 1202. Exclusion of interest received in action to recover property seized by the Internal Revenue Service
based on structuring transaction.

Sec. 1203. Clarification of equitable relief from joint liability.

Sec. 1204. Modification of procedures for issuance of third-party summons.
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Sec. 1205. Private debt collection and special compliance personnel program.

Sec. 1206. Reform of notice of contact of third parties.

Sec. 1207. Modification of authority to issue designated summons.

Sec. 1208. Limitation on access of non-Internal Revenue Service employees to returns and return information.

Subtitle D—Organizational Modernization

Sec. 1301. Office of the National Taxpayer Advocate.
Sec. 1302. Modernization of Internal Revenue Service organizational structure.

Subtitle E—Other Provisions

Sec. 1401. Return preparation programs for applicable taxpayers.

Sec. 1402. Provision of information regarding low-income taxpayer clinics.

Sec. 1403. Notice from IRS regarding closure of taxpayer assistance centers.

Sec. 1404. Rules for seizure and sale of perishable goods restricted to only perishable goods.
Sec. 1405. Whistleblower reforms.

Sec. 1406. Customer service information.

Sec. 1407. Misdirected tax refund deposits.

TITLE II—21ST CENTURY IRS

Subtitle A—Cybersecurity and Identity Protection

Sec. 2001. Public-private partnership to address identity theft refund fraud.

Sec. 2002.fReé:o;nmgndations of Electronic Tax Administration Advisory Committee regarding identity theft re-
und raud.

Sec. 2003. Information sharing and analysis center.

Sec. 2004. Compliance by contractors with confidentiality safeguards.

Sec. 2005. Report on electronic payments.

Sec. 2006. Identity protection personal identification numbers.

Sec. 2007. Single point of contact for tax-related identity theft victims.

Sec. 2008. Notification of suspected identity theft.

Sec. 2009. Guidelines for stolen identity refund fraud cases.

Sec. 2010. Increased penalty for improper disclosure or use of information by preparers of returns.

Subtitle B—Development of Information Technology

Sec. 2101. Management of Internal Revenue Service information technology.
Sec. 2102. Internet platform for Form 1099 filings.
Sec. 2103. Streamlined critical pay authority for information technology positions.

Subtitle C—Modernization of Consent-Based Income Verification System

Sec. 2201. Disclosure of taxpayer information for third-party income verification.
Sec. 2202. Limit redisclosures and uses of consent-based disclosures of tax return information.

Subtitle D—Expanded Use of Electronic Systems

Sec. 2301. Electronic filing of returns.
Sec. 2302. Uniform standards for the use of electronic signatures for disclosure authorizations to, and other au-
thorizations of, practitioners.
Sec. 2303. Payment of taxes by debit and credit cards.
Sec. 2304. Authentication of users of electronic services accounts.
Subtitle E—Other Provisions
Sec. 2401. Repeal of provision regarding certain tax compliance procedures and reports.
Sec. 2402. Comprehensive training strategy.
TITLE III—MISCELLANEOUS PROVISIONS

Subtitle A—Reform of Laws Governing Internal Revenue Service Employees

Sec. 3001. Prohibition on rehiring any employee of the Internal Revenue Service who was involuntarily sepa-
rated from service for misconduct.
Sec. 3002. Notification of unauthorized inspection or disclosure of returns and return information.
Subtitle B—Provisions Relating to Exempt Organizations
Sec. 3101. Mandatory e-filing by exempt organizations.
Sec. 3102. Notice required before revocation of tax-exempt status for failure to file return.
Subtitle C—Revenue Provision

Sec. 3201. Increase in penalty for failure to file.

TITLE I—PUTTING TAXPAYERS FIRST
Subtitle A—Independent Appeals Process

SEC. 1001. ESTABLISHMENT OF INTERNAL REVENUE SERVICE INDEPENDENT OFFICE OF AP-
PEALS.
(a) IN GENERAL.—Section 7803 is amended by adding at the end the following new
subsection:
“(e) INDEPENDENT OFFICE OF APPEALS.—
“(1) ESTABLISHMENT.—There is established in the Internal Revenue Service
an office to be known as the ‘Internal Revenue Service Independent Office of
Appeals’.



“(2) CHIEF OF APPEALS.—

“(A) IN GENERAL.—The Internal Revenue Service Independent Office of
Appeals shall be under the supervision and direction of an official to be
known as the ‘Chief of Appeals’. The Chief of Appeals shall report directly
to the Commissioner of Internal Revenue and shall be entitled to compensa-
tion at the same rate as the highest rate of basic pay established for the
Senior Executive Service under section 5382 of title 5, United States Code.

“(B) APPOINTMENT.—The Chief of Appeals shall be appointed by the Com-
missioner of Internal Revenue without regard to the provisions of title 5,
United States Code, relating to appointments in the competitive service or
the Senior Executive Service.

“(C) QUALIFICATIONS.—An individual appointed under subparagraph (B)
shall have experience and expertise in—

“(i) administration of, and compliance with, Federal tax laws,

“(i1) a broad range of compliance cases, and

“(ii1) management of large service organizations.

“(3) PURPOSES AND DUTIES OF OFFICE.—It shall be the function of the Internal
Revenue Service Independent Office of Appeals to resolve Federal tax controver-
sies without litigation on a basis which—

“(A) is fair and impartial to both the Government and the taxpayer,

“(B) promotes a consistent application and interpretation of, and vol-
untary compliance with, the Federal tax laws, and

“(C) enhances public confidence in the integrity and efficiency of the In-
ternal Revenue Service.

“(4) RIGHT OF APPEAL.—The resolution process described in paragraph (3)
shall be generally available to all taxpayers.

“(5) LIMITATION ON DESIGNATION OF CASES AS NOT ELIGIBLE FOR REFERRAL TO
INDEPENDENT OFFICE OF APPEALS.—

“(A) IN GENERAL.—If any taxpayer which is in receipt of a notice of defi-
ciency authorized under section 6212 requests referral to the Internal Rev-
enue Service Independent Office of Appeals and such request is denied, the
Commissioner of Internal Revenue shall provide such taxpayer a written
notice which—

“(i) provides a detailed description of the facts involved, the basis for
the decision to deny the request, and a detailed explanation of how the
basis of such decision applies to such facts, and

“(i1) describes the procedures prescribed under subparagraph (C) for
protesting the decision to deny the request.

“(B) REPORT TO CONGRESS.—The Commissioner of Internal Revenue shall
submit a written report to Congress on an annual basis which includes the
number of requests described in subparagraph (A) which were denied and
the reasons (described by category) that such requests were denied.

“(C) PROCEDURES FOR PROTESTING DENIAL OF REQUEST.—The Commis-
sioner of Internal Revenue shall prescribe procedures for protesting to the
Commissioner of Internal Revenue a denial of a request described in sub-
paragraph (A).

“(D) NOT APPLICABLE TO FRIVOLOUS POSITIONS.—This paragraph shall not
apply to a request for referral to the Internal Revenue Service Independent
Office of Appeals which is denied on the basis that the issue involved is a
frivolous position (within the meaning of section 6702(c)).

“(6) STAFF.—

“(A) IN GENERAL.—AIIl personnel in the Internal Revenue Service Inde-
pendent Office of Appeals shall report to the Chief of Appeals.

“(B) ACCESS TO STAFF OF OFFICE OF THE CHIEF COUNSEL.—The Chief of
Appeals shall have authority to obtain legal assistance and advice from the
staff of the Office of the Chief Counsel. The Chief Counsel shall ensure, to
the extent practicable, that such assistance and advice is provided by staff
of the Office of the Chief Counsel who were not involved in the case with
respect to which such assistance and advice is sought and who are not in-
volved in preparing such case for litigation.

“('7T) ACCESS TO CASE FILES.—

“(A) IN GENERAL.—In any case in which a conference with the Internal
Revenue Service Independent Office of Appeals has been scheduled upon re-
quest of a specified taxpayer, the Chief of Appeals shall ensure that such
taxpayer is provided access to the nonprivileged portions of the case file on
record regarding the disputed issues (other than documents provided by the
taxpayer to the Internal Revenue Service) not later than 10 days before the
date of such conference.
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“(B) TAXPAYER ELECTION TO EXPEDITE CONFERENCE.—If the taxpayer so
elects, subparagraph (A) shall be applied by substituting ‘the date of such
conference’ for ‘10 days before the date of such conference’.

“(C) SPECIFIED TAXPAYER.—For purposes of this paragraph—

“(1) IN GENERAL.—The term ‘specified taxpayer’ means—

“(I) in the case of any taxpayer who is a natural person, a tax-
payer whose adjusted gross income does not exceed $400,000 for
the taxable year to which the dispute relates, and

“(II) in the case of any other taxpayer, a taxpayer whose gross
receipts do not exceed $5,000,000 for the taxable year to which the
dispute relates.

“(i1) AGGREGATION RULE.—Rules similar to the rules of section
448(c)(2) shall apply for purposes of clause (1)(I1).”.

(b) CONFORMING AMENDMENTS.—

(1) The following provisions are each amended by striking “Internal Revenue
Service Office of Appeals” and inserting “Internal Revenue Service Independent
Office of Appeals”:

(A) Section 6015(c)(4)(B)(i)T).

(B) Section 6320(b)(1).

(C) Subsections (b)(1) and (d)(3) of section 6330.

(D) Section 6603(d)(3)(B).

(E) Section 6621(c)(2)(A)3{).

(F) Section 7122(e)(2).

(G) Subsections (a), (b)(1), (b)(2), and (c)(1) of section 7123.

(H) Subsections (c)(7)(B)(i) and (g)(2)(A) of section 7430.

(I) Section 7522(b)(3).

(J) Section 7612(c)(2)(A).

(2) Section 7430(c)(2) is amended by striking “Internal Revenue Service Office
of Appeals” each place it appears and inserting “Internal Revenue Service Inde-
pendent Office of Appeals”.

f(3) The heading of section 6330(d)(3) is amended by inserting “INDEPENDENT”
after “IRS”.

(c) OTHER REFERENCES.—Any reference in any provision of law, or regulation or
other guidance, to the Internal Revenue Service Office of Appeals shall be treated
as a reference to the Internal Revenue Service Independent Office of Appeals.

(d) SAVINGS PROVISIONS.—Rules similar to the rules of paragraphs (2) through (6)
of section 1001(b) of the Internal Revenue Service Restructuring and Reform Act of
1995)5 shall apply for purposes of this section (and the amendments made by this sec-
tion).

(e) EFFECTIVE DATE.—

(1) IN GENERAL.—Except as otherwise provided in this subsection, the amend-
nillengi made by this section shall take effect on the date of the enactment of
this Act.

(2) ACCESS TO CASE FILES.—Section 7803(e)(7) of the Internal Revenue Code
of 1986, as added by subsection (a), shall apply to conferences occurring after
the date which is 1 year after the date of the enactment of this Act.

Subtitle B—Improved Service

SEC. 1101. COMPREHENSIVE CUSTOMER SERVICE STRATEGY.

(a) IN GENERAL.—Not later than the date which is 1 year after the date of the
enactment of this Act, the Secretary of the Treasury (or the Secretary’s delegate)
shall submit to Congress a written comprehensive customer service strategy for the
Internal Revenue Service. Such strategy shall include—

(1) a plan to provide assistance to taxpayers that is secure, designed to meet
reasonable taxpayer expectations, and adopts appropriate best practices of cus-
tomer service provided in the private sector, including online services, telephone
call back services, and training of employees providing customer services;

(2) a thorough assessment of the services that the Internal Revenue Service
can co-locate with other Federal services or offer as self-service options;

(3) proposals to improve Internal Revenue Service customer service in the
short term (the current and following fiscal year), medium term (approximately
3 to 5 fiscal years), and long term (approximately 10 fiscal years);

(4) a plan to update guidance and training materials for customer service em-
ployees of the Internal Revenue Service, including the Internal Revenue Man-
ual, to reflect such strategy; and

(5) identified metrics and benchmarks for quantitatively measuring the
progress of the Internal Revenue Service in implementing such strategy.



5

(b) UPDATED GUIDANCE AND TRAINING MATERIALS.—Not later than 2 years after
the date of the enactment of this Act, the Secretary of the Treasury (or the Sec-
retary’s delegate) shall make available the updated guidance and training materials
described in subsection (a)(4) (including the Internal Revenue Manual). Such up-
dated guidance and training materials (including the Internal Revenue Manual)
shall be written in a manner so as to be easily understood by customer service em-
ployees of the Internal Revenue Service and shall provide clear instructions.

SEC. 1102. IRS FREE FILE PROGRAM.

(a) IN GENERAL.—

(1) The Secretary of the Treasury, or the Secretary’s delegate, shall continue
to operate the IRS Free File Program as established by the Internal Revenue
Service and published in the Federal Register on November 4, 2002 (67 Fed.
Reg. 67247), including any subsequent agreements and governing rules estab-
lished pursuant thereto.

(2) The IRS Free File Program shall continue to provide free commercial-type
online individual income tax preparation and electronic filing services to the
lowest 70 percent of taxpayers by adjusted gross income. The number of tax-
payers eligible to receive such services each year shall be calculated by the In-
ternal Revenue Service annually based on prior year aggregate taxpayer ad-
justed gross income data.

(3) In addition to the services described in paragraph (2), and in the same
manner, the IRS Free File Program shall continue to make available to all tax-
payers (without regard to income) a basic, online electronic fillable forms utility.

(4) The IRS Free File Program shall continue to work cooperatively with the
private sector to provide the free individual income tax preparation and the
electronic filing services described in paragraphs (2) and (3).

(5) The IRS Free File Program shall work cooperatively with State govern-
ment agencies to enhance and expand the use of the program to provide needed
benefits to the taxpayer while reducing the cost of processing returns.

(b) INNOVATIONS.—The Secretary of the Treasury, or the Secretary’s delegate,
shall work with the private sector through the IRS Free File Program to identify
and implement, consistent with applicable law, innovative new program features to
improve and simplify the taxpayer’s experience with completing and filing indi-
vidual income tax returns through voluntary compliance.

SEC. 1103. LOW-INCOME EXCEPTION FOR PAYMENTS OTHERWISE REQUIRED IN CONNECTION
WITH A SUBMISSION OF AN OFFER-IN-COMPROMISE.
(a) IN GENERAL.—Section 7122(c) is amended by adding at the end the following
new paragraph:

“(3) EXCEPTION FOR LOW-INCOME TAXPAYERS.—Paragraph (1), and any user fee
otherwise required in connection with the submission of an offer-in-compromise,
shall not apply to any offer-in-compromise with respect to a taxpayer who is an
individual with adjusted gross income, as determined for the most recent tax-
able year for which such information is available, which does not exceed 250
percent of the applicable poverty level (as determined by the Secretary).”.

(b) EFFECTIVE DATE.—The amendment made by this section shall apply to offers-
in-compromise submitted after the date of the enactment of this Act.

Subtitle C—Sensible Enforcement

SEC. 1201. INTERNAL REVENUE SERVICE SEIZURE REQUIREMENTS WITH RESPECT TO STRUC-
TURING TRANSACTIONS.
Section 5317(c)(2) of title 31, United States Code, is amended—

(1) by striking “Any property” and inserting the following:
“(A) IN GENERAL.—Any property”; and

(2) by adding at the end the following:
“(B) INTERNAL REVENUE SERVICE SEIZURE REQUIREMENTS WITH RESPECT

TO STRUCTURING TRANSACTIONS.—

“(i) PROPERTY DERIVED FROM AN ILLEGAL SOURCE.—Property may
only be seized by the Internal Revenue Service pursuant to subpara-
graph (A) by reason of a claimed violation of section 5324 if the prop-
erty to be seized was derived from an illegal source or the funds were
structured for the purpose of concealing the violation of a criminal law
or regulation other than section 5324.

“(i1) NoTICE.—Not later than 30 days after property is seized by the
Internal Revenue Service pursuant to subparagraph (A), the Internal
Revenue Service shall—
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“I) make a good faith effort to find all persons with an owner-
ship interest in such property; and

“(II) provide each such person so found with a notice of the sei-
zure and of the person’s rights under clause (iv).

“(iii) EXTENSION OF NOTICE UNDER CERTAIN CIRCUMSTANCES.—The In-
ternal Revenue Service may apply to a court of competent jurisdiction
for one 30-day extension of the notice requirement under clause (ii) if
the Internal Revenue Service can establish probable cause of an immi-
nent threat to national security or personal safety necessitating such
extension.

“(iv) POST-SEIZURE HEARING.—If a person with an ownership interest
in property seized pursuant to subparagraph (A) by the Internal Rev-
enue Service requests a hearing by a court of competent jurisdiction
within 30 days after the date on which notice is provided under sub-
clause (ii), such property shall be returned unless the court holds an
adversarial hearing and finds within 30 days of such request (or such
longer period as the court may provide, but only on request of an inter-
ested party) that there is probable cause to believe that there is a viola-
tion of section 5324 involving such property and probable cause to be-
lieve that the property to be seized was derived from an illegal source
or the funds were structured for the purpose of concealing the violation
of a criminal law or regulation other than section 5324.”.

SEC. 1202. EXCLUSION OF INTEREST RECEIVED IN ACTION TO RECOVER PROPERTY SEIZED
BY THE INTERNAL REVENUE SERVICE BASED ON STRUCTURING TRANSACTION.
(a) IN GENERAL.—Part III of subchapter B of chapter 1 is amended by inserting
before section 140 the following new section:

“SEC. 139H. INTEREST RECEIVED IN ACTION TO RECOVER PROPERTY SEIZED BY THE INTER-
NAL REVENUE SERVICE BASED ON STRUCTURING TRANSACTION.

“Gross income shall not include any interest received from the Federal Govern-
ment in connection with an action to recover property seized by the Internal Rev-
enue Service pursuant to section 5317(c)(2) of title 31, United States Code, by rea-
son of a claimed violation of section 5324 of such title.”.

(b) CLERICAL AMENDMENT.—The table of sections for part III of subchapter B of
chapter 1 is amended by inserting before the item relating to section 140 the fol-
lowing new item:

“Sec. 139H. Interest received in action to recover property seized by the Internal Revenue Service based on
structuring transaction.”.

(c) EFFECTIVE DATE.—The amendments made by this section shall apply to inter-
est received on or after the date of the enactment of this Act.

SEC. 1203. CLARIFICATION OF EQUITABLE RELIEF FROM JOINT LIABILITY.

(a) IN GENERAL.—Section 6015 is amended—

(1) in subsection (e), by adding at the end the following new paragraph:

“(7) STANDARD AND SCOPE OF REVIEW.—Any review of a determination made
under this section shall be reviewed de novo by the Tax Court and shall be
based upon—

“(A) the administrative record established at the time of the determina-
tion, and

“(B) any additional newly discovered or previously unavailable evidence.”;
and

(2) by amending subsection (f) to read as follows:

“(f) EQUITABLE RELIEF.—

“(1) IN GENERAL.—Under procedures prescribed by the Secretary, if—

“(A) taking into account all the facts and circumstances, it is inequitable
to hold the individual liable for any unpaid tax or any deficiency (or any
portion of either), and

“(B) relief is not available to such individual under subsection (b) or (c),

the Secretary may relieve such individual of such liability.

“(2) LIMITATION.—A request for equitable relief under this subsection may be
made with respect to any portion of any liability that—

“(A) has not been paid, provided that such request is made before the ex-
piration of the applicable period of limitation under section 6502, or

“(B) has been paid, provided that such request is made during the period
in which the individual could submit a timely claim for refund or credit of
such payment.”.

(b) EFFECTIVE DATE.—The amendments made by this section shall apply to peti-
tions or requests filed or pending on or after the date of the enactment of this Act.
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SEC. 1204. MODIFICATION OF PROCEDURES FOR ISSUANCE OF THIRD-PARTY SUMMONS.

(a) IN GENERAL.—Section 7609(f) is amended by adding at the end the following
flush sentence:
“The Secretary shall not issue any summons described in the preceding sentence un-
less the information sought to be obtained is narrowly tailored to information that
pertains to the failure (or potential failure) of the person or group or class of persons
referred to in paragraph (2) to comply with one or more provisions of the internal
revenue law which have been identified for purposes of such paragraph.”.

(b) EFFECTIVE DATE.—The amendments made by this section shall apply to sum-
monses served after the date that is 45 days after the date of the enactment of this
Act.

SEC. 1205. PRIVATE DEBT COLLECTION AND SPECIAL COMPLIANCE PERSONNEL PROGRAM.

(a) CERTAIN TAX RECEIVABLES NOT ELIGIBLE FOR COLLECTION UNDER TAX COL-
LECTION CONTRACTS.—Section 6306(d)(3) is amended by striking “or” at the end of
subparagraph (C) and by inserting after subparagraph (D) the following new sub-
paragraphs:

“(E) a taxpayer substantially all of whose income consists of disability in-
surance benefits under section 223 of the Social Security Act or supple-
mental security income benefits under title XVI of the Social Security Act
(including supplemental security income benefits of the type described in
section 1616 of such Act or section 212 of Public Law 93-66), or

“(F) a taxpayer who is an individual with adjusted gross income, as deter-
mined for the most recent taxable year for which such information is avail-
able, which does not exceed 200 percent of the applicable poverty level (as
determined by the Secretary),”.

(b) DETERMINATION OF INACTIVE TAX RECEIVABLES ELIGIBLE FOR COLLECTION
UNDER TAX COLLECTION CONTRACTS.—Section 6306(c)(2)(A)(ii) is amended by strik-
ing “more than %3 of the period of the applicable statute of limitation has lapsed”
and inserting “more than 2 years has passed since assessment”.

(¢) MAXIMUM LENGTH OF INSTALLMENT AGREEMENTS OFFERED UNDER TAX CoOL-
LECTION CONTRACTS.—Section 6306(b)(1)(B) is amended by striking “5 years” and
inserting “7 years”.

(d) CLARIFICATION THAT SPECIAL COMPLIANCE PERSONNEL PROGRAM ACCOUNT
MaAy BE USED FOR PROGRAM COSTS.—

(1) IN GENERAL.—Section 6307(b) is amended—

(A) in paragraph (2), by striking all that follows “under such program”
and inserting a period, and

(B) in paragraph (3), by striking all that follows “out of such account” and
inserting “for other than program costs.”.

(2) COMMUNICATIONS, SOFTWARE, AND TECHNOLOGY COSTS TREATED AS PRO-
GRAM COSTS.—Section 6307(d)(2)(B) is amended by striking “telecommuni-
cations” and inserting “communications, software, technology”.

(3) CONFORMING AMENDMENT.—Section 6307(d)(2) is amended by striking
“and” at the end of subparagraph (A), by striking the period at the end of sub-
paragraph (B) and inserting “, and”, and by inserting after subparagraph (B)
the following new subparagraph:

“(C) reimbursement of the Internal Revenue Service or other government
agencies for the cost of administering the qualified tax collection program
under section 6306.”.

(e) EFFECTIVE DATES.—

(1) IN GENERAL.—Except as otherwise provided in this subsection, the amend-
ments made by this section shall apply to tax receivables identified by the Sec-
retary (or the Secretary’s delegate) after December 31, 2020.

(2) MAXIMUM LENGTH OF INSTALLMENT AGREEMENTS.—The amendment made
by subsection (c) shall apply to contracts entered into after the date of the en-
actment of this Act.

(3) USE OF SPECIAL COMPLIANCE PERSONNEL PROGRAM ACCOUNT.—The amend-
ment made by subsection (d) shall apply to amounts expended from the special
Zompliance personnel program account after the date of the enactment of this

ct.

SEC. 1206. REFORM OF NOTICE OF CONTACT OF THIRD PARTIES.

(a) IN GENERAL.—Section 7602(c)(1) is amended to read as follows:

“(1) GENERAL NOTICE.—An officer or employee of the Internal Revenue Service
may not contact any person other than the taxpayer with respect to the deter-
mination or collection of the tax liability of such taxpayer unless such contact

occurs during a period (not greater than 1 year) which is specified in a notice
which—
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“(A) informs the taxpayer that contacts with persons other than the tax-
payer are intended to be made during such period, and
“(B) except as otherwise provided by the Secretary, is provided to the tax-
payer not later than 45 days before the beginning of such period.
Nothing in the preceding sentence shall prevent the issuance of notices to the
same taxpayer with respect to the same tax liability with periods specified
therein that, in the aggregate, exceed 1 year. A notice shall not be issued under
this paragraph unless there is an intent at the time such notice is issued to con-
tact persons other than the taxpayer during the period specified in such notice.
The preceding sentence shall not prevent the issuance of a notice if the require-
ment of such sentence is met on the basis of the assumption that the informa-
tion sought to be obtained by such contact will not be obtained by other means
before such contact.”.
(b) EFFECTIVE DATE.—The amendment made by this section shall apply to notices
provided, and contacts of persons made, after the date which is 45 days after the
date of the enactment of this Act.

SEC. 1207. MODIFICATION OF AUTHORITY TO ISSUE DESIGNATED SUMMONS.

(a) IN GENERAL.—Paragraph (1) of section 6503(j) is amended by striking “coordi-
nated examination program” and inserting “coordinated industry case program”.

(b) REQUIREMENTS FOR SUMMONS.—Clause (i) of section 6503(G)(2)(A) is amended
to read as follows:

“@i) the issuance of such summons is preceded by a review and writ-
ten approval of such issuance by the Commissioner of the relevant op-
erating division of the Internal Revenue Service and the Chief Counsel
which—

“(I) states facts clearly establishing that the Secretary has made
reasonable requests for the information that is the subject of the
summons, and

“(II) is attached to such summons,”.

(¢) ESTABLISHMENT THAT REASONABLE REQUESTS FOR INFORMATION WERE
MADE.—Subsection (j) of section 6503 is amended by adding at the end the following
new paragraph:

“(4) ESTABLISHMENT THAT REASONABLE REQUESTS FOR INFORMATION WERE
MADE.—In any court proceeding described in paragraph (3), the Secretary shall
establish that reasonable requests were made for the information that is the
subject of the summons.”.

(d) EFFECTIVE DATE.—The amendments made by this section shall apply to sum-
monses issued after the date which is 45 days after the date of the enactment of
this Act.

SEC. 1208. LIMITATION ON ACCESS OF NON-INTERNAL REVENUE SERVICE EMPLOYEES TO RE-
TURNS AND RETURN INFORMATION.

(a) IN GENERAL.—Section 7602 is amended by adding at the end the following new
subsection:

“(f) LIMITATION ON ACCESS OF PERSONS OTHER THAN INTERNAL REVENUE SERVICE
OFFICERS AND EMPLOYEES.—The Secretary shall not, under the authority of section
6103(n), provide any books, papers, records, or other data obtained pursuant to this
section to any person authorized under section 6103(n), except when such person re-
quires such information for the sole purpose of providing expert evaluation and as-
sistance to the Internal Revenue Service. No person other than an officer or em-
ployee of the Internal Revenue Service or the Office of Chief Counsel may, on behalf
of the Secretary, question a witness under oath whose testimony was obtained pur-
suant to this section.”.

(b) EFFECTIVE DATE.—The amendment made by this section—

(1) shall take effect on the date of the enactment of this Act; and

(2) shall not fail to apply to a contract in effect under section 6103(n) of the
Internal Revenue Code of 1986 merely because such contract was in effect be-
fore the date of the enactment of this Act.

Subtitle D—Organizational Modernization

SEC. 1301. OFFICE OF THE NATIONAL TAXPAYER ADVOCATE.

(a) TAXPAYER ADVOCATE DIRECTIVES.—
(1) IN GENERAL.—Section 7803(c) is amended by adding at the end the fol-
lowing new paragraph:
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“(5) TAXPAYER ADVOCATE DIRECTIVES.—In the case of any Taxpayer Advocate
Directive issued by the National Taxpayer Advocate pursuant to a delegation
of authority from the Commissioner of Internal Revenue—

“(A) the Commissioner or a Deputy Commissioner shall modify, rescind,
or ensure compliance with such directive not later than 90 days after the
issuance of such directive, and

“(B) in the case of any directive which is modified or rescinded by a Dep-
uty Commissioner, the National Taxpayer Advocate may (not later than 90
days after such modification or rescission) appeal to the Commissioner, and
the Commissioner shall (not later than 90 days after such appeal is made)
ensure compliance with such directive as issued by the National Taxpayer
Advocate or provide the National Taxpayer Advocate with the reasons for
any modification or rescission made or upheld by the Commissioner pursu-
ant to such appeal.”.

(2) REPORT TO CERTAIN COMMITTEES OF CONGRESS REGARDING DIRECTIVES.—
Section 7803(c)(2)(B)(ii) is amended by redesignating subclauses (VIII) through
(XI) as subclauses (IX) through (XII), respectively, and by inserting after sub-
clause (VII) the following new subclause:

“(VIII) identify any Taxpayer Advocate Directive which was not
honored by the Internal Revenue Service in a timely manner, as
specified under paragraph (5);”.

(b) NATIONAL TAXPAYER ADVOCATE ANNUAL REPORTS TO CONGRESS.—

(1) INCLUSION OF MOST SERIOUS TAXPAYER PROBLEMS.—Section
78}?3(c)(2)(B)(ii)(III) is amended by striking “at least 20 of the” and inserting
“the 10”.

(2) COORDINATION WITH TREASURY INSPECTOR GENERAL FOR TAX ADMINISTRA-
TION.—Section 7803(c)(2) is amended by adding at the end the following new
subparagraph:

“(E) COORDINATION WITH TREASURY INSPECTOR GENERAL FOR TAX ADMINIS-
TRATION.—Before beginning any research or study, the National Taxpayer
Advocate shall coordinate with the Treasury Inspector General for Tax Ad-
ministration to ensure that the National Taxpayer Advocate does not dupli-
cate any action that the Treasury Inspector General for Tax Administration
has already undertaken or has a plan to undertake.”.

(3) STATISTICAL SUPPORT.—

(A) IN GENERAL.—Section 6108 is amended by adding at the end the fol-
lowing new subsection:

“(d) STATISTICAL SUPPORT FOR NATIONAL TAXPAYER ADVOCATE.—Upon request of
the National Taxpayer Advocate, the Secretary shall, to the extent practicable, pro-
vide the National Taxpayer Advocate with statistical support in connection with the
preparation by the National Taxpayer Advocate of the annual report described in
section 7803(c)(2)(B)(ii). Such statistical support shall include statistical studies,
compilations, and the review of information provided by the National Taxpayer Ad-
vocate for statistical validity and sound statistical methodology.”.

(B) DISCLOSURE OF REVIEW.—Section 7803(c)(2)(B)(ii), as amended by sub-
section (a), is amended by striking “and” at the end of subclause (XI), by
redesignating subclause (XII) as subclause (XIII), and by inserting after
subclause (XI) the following new subclause:

“(XII) with respect to any statistical information included in such
report, include a statement of whether such statistical information
was reviewed or provided by the Secretary under section 6108(d)
and, if so, whether the Secretary determined such information to
be statistically valid and based on sound statistical methodology;
and”.

(C) CONFORMING AMENDMENT.—Section 7803(c)(2)(B)(iii) is amended by
adding at the end the following: “The preceding sentence shall not apply
with respect to statistical information provided to the Secretary for review,
or received from the Secretary, under section 6108(d).”.

(c) SALARY OF NATIONAL TAXPAYER ADVOCATE.—Section 7803(c)(1)(B)(i) is amend-
ed by striking “, or, if the Secretary of the Treasury so determines, at a rate fixed
under section 9503 of such title”.

(d) EFFECTIVE DATE.—

(1) IN GENERAL.—Except as otherwise provided in this subsection, the amend-
ments made by this section shall take effect on the date of the enactment of
this Act.

(2) SALARY OF NATIONAL TAXPAYER ADVOCATE.—The amendment made by sub-
section (c) shall apply to compensation paid to individuals appointed as the Na-
tional Taxpayer Advocate after March 31, 2019.
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SEC. 1302. MODERNIZATION OF INTERNAL REVENUE SERVICE ORGANIZATIONAL STRUCTURE.

(a) IN GENERAL.—Not later than September 30, 2020, the Secretary of the Treas-
ury (or the Secretary’s delegate) shall submit to Congress a comprehensive written
plan to redesign the organization of the Internal Revenue Service. Such plan shall—

(1) ensure the successful implementation of the priorities specified by Con-
gress in this Act;

(2) prioritize taxpayer services to ensure that all taxpayers easily and readily
receive the assistance that they need,;

(3) streamline the structure of the agency including minimizing the duplica-
tion of services and responsibilities within the agency;

(4) best position the Internal Revenue Service to combat cybersecurity and
other threats to the Internal Revenue Service; and

(5) address whether the Criminal Investigation Division of the Internal Rev-
enue Service should report directly to the Commissioner of Internal Revenue.

(b) REPEAL OF RESTRICTION ON ORGANIZATIONAL STRUCTURE OF INTERNAL REV-
ENUE SERVICE.—Paragraph (3) of section 1001(a) of the Internal Revenue Service
Restructuring and Reform Act of 1998 shall cease to apply beginning 1 year after
the date on which the plan described in subsection (a) is submitted to Congress.

Subtitle E—Other Provisions

SEC. 1401. RETURN PREPARATION PROGRAMS FOR APPLICABLE TAXPAYERS.

(a) IN GENERAL.—Chapter 77 is amended by inserting after section 7526 the fol-
lowing new section:

“SEC. 7526A. RETURN PREPARATION PROGRAMS FOR APPLICABLE TAXPAYERS.

“(a) ESTABLISHMENT OF VOLUNTEER INCOME TAX ASSISTANCE MATCHING GRANT
PrROGRAM.—The Secretary shall establish a Community Volunteer Income Tax As-
sistance Matching Grant Program under which the Secretary may, subject to the
availability of appropriated funds, make grants to provide matching funds for the
development, expansion, or continuation of qualified return preparation programs
assisting applicable taxpayers and members of underserved populations.

“(b) USE oF FUNDS.—

“(1) IN GENERAL.—Qualified return preparation programs may use grants re-
ceived under this section for—

“(A) ordinary and necessary costs associated with program operation in
accordance with cost principles under the applicable Office of Management
and Budget circular, including—

“(i) wages or salaries of persons coordinating the activities of the pro-
gram,

“(ii) developing training materials, conducting training, and per-
forming quality reviews of the returns prepared under the program,

“(iii) equipment purchases, and

“(iv) vehicle-related expenses associated with remote or rural tax
preparation services,

“(B) outreach and educational activities described in subsection (c)(2)(B),
and

“(C) services related to financial education and capability, asset develop-
ment, and the establishment of savings accounts in connection with tax re-
turn preparation.

“(2) REQUIREMENT OF MATCHING FUNDS.—A qualified return preparation pro-
gram must provide matching funds on a dollar-for-dollar basis for all grants
provided under this section. Matching funds may include—

“(A) the salary (including fringe benefits) of individuals performing serv-
ices for the program,

“(B) the cost of equipment used in the program, and

“(C) other ordinary and necessary costs associated with the program.

Indirect expenses, including general overhead of any entity administering the
program, shall not be counted as matching funds.

“(c) APPLICATION.—

“(1) IN GENERAL.—Each applicant for a grant under this section shall submit
an application to the Secretary at such time, in such manner, and containing
such information as the Secretary may reasonably require.

“(2) PrIORITY.—In awarding grants under this section, the Secretary shall
give priority to applications which demonstrate—

“(A) assistance to applicable taxpayers, with emphasis on outreach to,
and services for, such taxpayers,
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“(B) taxpayer outreach and educational activities relating to eligibility
and availability of income supports available through this title, including
the earned income tax credit, and

“(C) specific outreach and focus on one or more underserved populations.

“(3) AMOUNTS TAKEN INTO ACCOUNT.—In determining matching grants under
this section, the Secretary shall only take into account amounts provided by the
qualified return preparation program for expenses described in subsection (b).

“(d) PROGRAM ADHERENCE.—

“(1) IN GENERAL.—The Secretary shall establish procedures for, and shall con-
duct not less frequently than once every 5 calendar years during which a quali-
fied return preparation program is operating under a grant under this section,
periodic site visits—

‘EA) to ensure the program is carrying out the purposes of this section,
an

“(B) to determine whether the program meets such program adherence
standards as the Secretary shall by regulation or other guidance prescribe.

“(2) ADDITIONAL REQUIREMENTS FOR GRANT RECIPIENTS NOT MEETING PROGRAM
ADHERENCE STANDARDS.—In the case of any qualified return preparation pro-
gram which—

“(A) is awarded a grant under this section, and

“(B) is subsequently determined—

“(i) not to meet the program adherence standards described in para-
graph (1)(B), or
“(i1) not to be otherwise carrying out the purposes of this section,
such program shall not be eligible for any additional grants under this section
unless such program provides sufficient documentation of corrective measures
established to address any such deficiencies determined.
“(e) DEFINITIONS.—For purposes of this section—

“(1) QUALIFIED RETURN PREPARATION PROGRAM.—The term ‘qualified return
preparation program’ means any program—

“(A) which provides assistance to individuals, not less than 90 percent of
whom are applicable taxpayers, in preparing and filing Federal income tax
returns,

“(B) which is administered by a qualified entity,

“(C) in which all volunteers who assist in the preparation of Federal in-
come tax returns meet the training requirements prescribed by the Sec-
retary, and

“(D) which uses a quality review process which reviews 100 percent of all
returns.

“(2) QUALIFIED ENTITY.—

“(A) IN GENERAL.—The term ‘qualified entity’ means any entity which—

“(1) is an eligible organization,

“(i1) is in compliance with Federal tax filing and payment require-
ments,

“(iii) is not debarred or suspended from Federal contracts, grants, or
cooperative agreements, and

“(iv) agrees to provide documentation to substantiate any matching
funds provided pursuant to the grant program under this section.

“(B) ELIGIBLE ORGANIZATION.—The term ‘eligible organization’ means—

“i) an institution of higher education which is described in section
102 (other than subsection (a)(1)(C) thereof) of the Higher Education
Act of 1965 (20 U.S.C. 1002), as in effect on the date of the enactment
of this section, and which has not been disqualified from participating
in a program under title IV of such Act,

“(i1) an organization described in section 501(c) and exempt from tax
under section 501(a),

“(iii) a local government agency, including—

“(I) a county or municipal government agency, and

“(II) an Indian tribe, as defined in section 4(13) of the Native
American Housing Assistance and Self-Determination Act of 1996
(25 U.S.C. 4103(13)), including any tribally designated housing en-
tity (as defined in section 4(22) of such Act (25 U.S.C. 4103(22))),
tribal subsidiary, subdivision, or other wholly owned tribal entity,

“(iv) a local, State, regional, or national coalition (with one lead orga-
nization which meets the eligibility requirements of clause (i), (ii), or
(iii) acting as the applicant organization), or

“(v) in the case of applicable taxpayers and members of underserved
populations with respect to which no organizations described in the
preceding clauses are available—
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“(I) a State government agency, or

“(II) an office providing Cooperative Extension services (as estab-
lished at the land-grant colleges and universities under the Smith-
Lever Act of May 8, 1914).

“(3) APPLICABLE TAXPAYERS.—The term ‘applicable taxpayer’ means a tax-
payer whose income for the taxable year does not exceed an amount equal to
the completed phaseout amount under section 32(b) for a married couple filing
a joint return with three or more qualifying children, as determined in a rev-
enue procedure or other published guidance.

“(4) UNDERSERVED POPULATION.—The term ‘underserved population’ includes
populations of persons with disabilities, persons with limited English pro-
ficiency, Native Americans, individuals living in rural areas, members of the
Armed Forces and their spouses, and the elderly.

“(f) SPECIAL RULES AND LIMITATIONS.—

“(1) DURATION OF GRANTS.—Upon application of a qualified return prepara-
tion program, the Secretary is authorized to award a multi-year grant not to
exceed 3 years.

“(2) AGGREGATE LIMITATION.—Unless otherwise provided by specific appro-
priation, the Secretary shall not allocate more than $30,000,000 per fiscal year
(exclusive of costs of administering the program) to grants under this section.

“(g) PROMOTION OF PROGRAMS.—

“(1) IN GENERAL.—The Secretary shall promote tax preparation through quali-
fied return preparation programs through the use of mass communications and
other means.

“(2) PROVISION OF INFORMATION REGARDING QUALIFIED RETURN PREPARATION
PROGRAMS.—The Secretary may provide taxpayers information regarding quali-
fied return preparation programs receiving grants under this section.

“(3) REFERRALS TO LOW-INCOME TAXPAYER CLINICS.—Qualified return prepara-
tion programs receiving a grant under this section are encouraged, in appro-
priate cases, to—

“(A) advise taxpayers of the availability of, and eligibility requirements
for receiving, advice and assistance from qualified low-income taxpayer clin-
ics receiving funding under section 7526, and

“(B) provide information regarding the location of, and contact informa-
tion for, such clinics.”.

(b) CLERICAL AMENDMENT.—The table of sections for chapter 77 is amended by
inserting after the item relating to section 7526 the following new item:

“Sec. 7526A. Return preparation programs for applicable taxpayers.”.
SEC. 1402. PROVISION OF INFORMATION REGARDING LOW-INCOME TAXPAYER CLINICS.

(a) IN GENERAL.—Section 7526(c) is amended by adding at the end the following
new paragraph:

“(6) PROVISION OF INFORMATION REGARDING QUALIFIED LOW-INCOME TAXPAYER
CLINICS.—Notwithstanding any other provision of law, officers and employees of
the Department of the Treasury may—

“(A) advise taxpayers of the availability of, and eligibility requirements
for receiving, advice and assistance from one or more specific qualified low-
income taxpayer clinics receiving funding under this section, and

“(B) provide information regarding the location of, and contact informa-
tion for, such clinics.”.

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

SEC. 1403. NOTICE FROM IRS REGARDING CLOSURE OF TAXPAYER ASSISTANCE CENTERS.

Not later than 90 days before the date that a proposed closure of a Taxpayer As-
sistance Center would take effect, the Secretary of the Treasury (or the Secretary’s
delegate) shall—

(1) make publicly available (including by non-electronic means) a notice
which—
(A) identifies the Taxpayer Assistance Center proposed for closure and
the date of such proposed closure; and
(B) identifies the relevant alternative sources of taxpayer assistance
which may be utilized by taxpayers affected by such proposed closure; and
(2) submit to Congress a written report that includes—
(A) the information included in the notice described in paragraph (1);
(B) the reasons for such proposed closure; and
(C) such other information as the Secretary may determine appropriate.
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SEC. 1404. RULES FOR SEIZURE AND SALE OF PERISHABLE GOODS RESTRICTED TO ONLY
PERISHABLE GOODS.

(a) IN GENERAL.—Section 6336 is amended by striking “or become greatly reduced
in price or value by keeping, or that such property cannot be kept without great
expense”.

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

SEC. 1405. WHISTLEBLOWER REFORMS.

(a) MODIFICATIONS TO DISCLOSURE RULES FOR WHISTLEBLOWERS.—

(1) IN GENERAL.—Section 6103(k) is amended by adding at the end the fol-
lowing new paragraph:

“(13) DISCLOSURE TO WHISTLEBLOWERS.—

“(A) IN GENERAL.—The Secretary may disclose, to any individual pro-
viding information relating to any purpose described in paragraph (1) or (2)
of section 7623(a), return information related to the investigation of any
taxpayer with respect to whom the individual has provided such informa-
tion, but only to the extent that such disclosure is necessary in obtaining
information, which is not otherwise reasonably available, with respect to
the correct determination of tax liability for tax, or the amount to be col-
lected with respect to the enforcement of any other provision of this title.

“(B) UPDATES ON WHISTLEBLOWER INVESTIGATIONS.—The Secretary shall
disclose to an individual providing information relating to any purpose de-
scribed in paragraph (1) or (2) of section 7623(a) the following:

“(i) Not later than 60 days after a case for which the individual has
provided information has been referred for an audit or examination, a
notice with respect to such referral.

“(i1) Not later than 60 days after a taxpayer with respect to whom
the individual has provided information has made a payment of tax
with respect to tax liability to which such information relates, a notice
with respect to such payment.

“(iii) Subject to such requirements and conditions as are prescribed
by the Secretary, upon a written request by such individual—

“(I) information on the status and stage of any investigation or
action related to such information, and
“(II) in the case of a determination of the amount of any award
under section 7623(b), the reasons for such determination.
Clause (iii) shall not apply to any information if the Secretary determines
that disclosure of such information would seriously impair Federal tax ad-
ministration. Information described in clauses (i), (ii), and (iii) may be dis-
closed to a designee of the individual providing such information in accord-
ance with guidance provided by the Secretary.”.

(2) CONFORMING AMENDMENTS.—

(A) CONFIDENTIALITY OF INFORMATION.—Section 6103(a)(3) is amended by
striking “subsection (k)(10)” and inserting “paragraph (10) or (13) of sub-
section (k)”.

(B) PENALTY FOR UNAUTHORIZED DISCLOSURE.—Section 7213(a)(2) is
amended by striking “(k)(10)” and inserting “(k)(10) or (13)”.

(C) COORDINATION WITH AUTHORITY TO DISCLOSE FOR INVESTIGATIVE PUR-
POSES.—Section 6103(k)(6) is amended by adding at the end the following
new sentence: “This paragraph shall not apply to any disclosure to an indi-
vidual providing information relating to any purpose described in para-
graph (1) or (2) of section 7623(a) which is made under paragraph (13)(A).”.

(b) PROTECTION AGAINST RETALIATION.—Section 7623 is amended by adding at the
end the following new subsection:
“(d) C1viL ACTION TO PROTECT AGAINST RETALIATION CASES.—

“(1) ANTI-RETALIATION WHISTLEBLOWER PROTECTION FOR EMPLOYEES.—No em-
ployer, or any officer, employee, contractor, subcontractor, or agent of such em-
ployer, may discharge, demote, suspend, threaten, harass, or in any other man-
ner discriminate against an employee in the terms and conditions of employ-
ment (including through an act in the ordinary course of such employee’s du-
ties) in reprisal for any lawful act done by the employee—

“(A) to provide information, cause information to be provided, or other-
wise assist in an investigation regarding underpayment of tax or any con-
duct which the employee reasonably believes constitutes a violation of the
internal revenue laws or any provision of Federal law relating to tax fraud,
when the information or assistance is provided to the Internal Revenue
Service, the Secretary of Treasury, the Treasury Inspector General for Tax
Administration, the Comptroller General of the United States, the Depart-
ment of Justice, the United States Congress, a person with supervisory au-
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thority over the employee, or any other person working for the employer
who has the authority to investigate, discover, or terminate misconduct, or

“(B) to testify, participate in, or otherwise assist in any administrative or
judicial action taken by the Internal Revenue Service relating to an alleged
underpayment of tax or any violation of the internal revenue laws or any
provision of Federal law relating to tax fraud.

“(2) ENFORCEMENT ACTION.—

“(A) IN GENERAL.—A person who alleges discharge or other reprisal by
any person in violation of paragraph (1) may seek relief under paragraph
(3) by—

“@) filing a complaint with the Secretary of Labor, or

“@i) if the Secretary of Labor has not issued a final decision within
180 days of the filing of the complaint and there is no showing that
such delay is due to the bad faith of the claimant, bringing an action
at law or equity for de novo review in the appropriate district court of
the United States, which shall have jurisdiction over such an action
without regard to the amount in controversy.

“(B) PROCEDURE.—

“(i) IN GENERAL.—An action under subparagraph (A)(i) shall be gov-
erned under the rules and procedures set forth in section 42121(b) of
title 49, United States Code.

“(i1) EXCEPTION.—Notification made under section 42121(b)(1) of title
49, United States Code, shall be made to the person named in the com-
plaint and to the employer.

“(iii) BURDENS OF PROOF.—An action brought under subparagraph
(A)i1) shall be governed by the legal burdens of proof set forth in sec-
tion 42121(b) of title 49, United States Code, except that in applying
such section—

“(I) ‘behavior described in paragraph (1)’ shall be substituted for
‘behavior described in paragraphs (1) through (4) of subsection (a)
each place it appears in paragraph (2)(B) thereof, and

“(II) ‘a violation of paragraph (1)’ shall be substituted for ‘a viola-
tion of subsection (a) each place it appears.

“(iv) STATUTE OF LIMITATIONS.—A complaint under subparagraph
(A)(1) shall be filed not later than 180 days after the date on which the
violation occurs.

“(v) JURY TRIAL.—A party to an action brought under subparagraph
(A)(i1) shall be entitled to trial by jury.

“(3) REMEDIES.—

“(A) IN GENERAL.—An employee prevailing in any action under paragraph
(2)(A) shall be entitled to all relief necessary to make the employee whole.

“(B) COMPENSATORY DAMAGES.—Relief for any action under subparagraph
(A) shall include—

“(i) reinstatement with the same seniority status that the employee
would have had, but for the reprisal,

“(i1) the sum of 200 percent of the amount of back pay and 100 per-
cent of all lost benefits, with interest, and

“(iii) compensation for any special damages sustained as a result of
the reprisal, including litigation costs, expert witness fees, and reason-
able attorney fees.

“(4) RIGHTS RETAINED BY EMPLOYEE.—Nothing in this section shall be deemed
to diminish the rights, privileges, or remedies of any employee under any Fed-
eral or State law, or under any collective bargaining agreement.

“(5) NONENFORCEABILITY OF CERTAIN PROVISIONS WAIVING RIGHTS AND REM-
EDIES OR REQUIRING ARBITRATION OF DISPUTES.—

“(A) WAIVER OF RIGHTS AND REMEDIES.—The rights and remedies pro-
vided for in this subsection may not be waived by any agreement, policy
form, or condition of employment, including by a predispute arbitration
agreement.

“(B) PREDISPUTE ARBITRATION AGREEMENTS.—No predispute arbitration
agreement shall be valid or enforceable, if the agreement requires arbitra-
tion of a dispute arising under this subsection.”.

(c) EFFECTIVE DATE.—

(1) IN GENERAL.—The amendments made by subsection (a) shall apply to dis-
closures made after the date of the enactment of this Act.

(2) CviL PROTECTION.—The amendment made by subsection (b) shall take ef-
fect on the date of the enactment of this Act.
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SEC. 1406. CUSTOMER SERVICE INFORMATION.

The Secretary of the Treasury (or the Secretary’s delegate) shall provide helpful
information to taxpayers placed on hold during a telephone call to any Internal Rev-
enue Service help line, including the following:

(1) Information about common tax scams.

(2) Information on where and how to report tax scams.

(3) Additional advice on how taxpayers can protect themselves from identity
theft and tax scams.

SEC. 1407. MISDIRECTED TAX REFUND DEPOSITS.

Section 6402 is amended by adding at the end the following new subsection:

“(n) MISDIRECTED DIRECT DEPOSIT REFUND.—Not later than the date which is 6
months after the date of the enactment of the Taxpayer First Act of 2019, the Sec-
retary shall prescribe regulations to establish procedures to allow for—

“(1) taxpayers to report instances in which a refund made by the Secretary
by electronic funds transfer was not transferred to the account of the taxpayer;
“(2) coordination with financial institutions for the purpose of—
“(A) identifying the accounts to which transfers described in paragraph
(1) were made; and
“(B) recovery of the amounts so transferred; and
“(3) the refund to be delivered to the correct account of the taxpayer.”.

TITLE II—21ST CENTURY IRS
Subtitle A—Cybersecurity and Identity Protection

SEC. 2001. PUBLIC-PRIVATE PARTNERSHIP TO ADDRESS IDENTITY THEFT REFUND FRAUD.

The Secretary of the Treasury (or the Secretary’s delegate) shall work collabo-
ratively with the public and private sectors to protect taxpayers from identity theft
refund fraud.

SEC. 2002. RECOMMENDATIONS OF ELECTRONIC TAX ADMINISTRATION ADVISORY COM-
MITTEE REGARDING IDENTITY THEFT REFUND FRAUD.

The Secretary of the Treasury shall ensure that the advisory group convened by
the Secretary pursuant to section 2001(b)(2) of the Internal Revenue Service Re-
structuring and Reform Act of 1998 (commonly known as the Electronic Tax Admin-
istration Advisory Committee) studies (including by providing organized public fo-
rums) and makes recommendations to the Secretary regarding methods to prevent
identity theft and refund fraud.

SEC. 2003. INFORMATION SHARING AND ANALYSIS CENTER.

(a) IN GENERAL.—The Secretary of the Treasury (or the Secretary’s delegate) may
participate in an information sharing and analysis center to centralize, standardize,
and enhance data compilation and analysis to facilitate sharing actionable data and
information with respect to identity theft tax refund fraud.

(b) DEVELOPMENT OF PERFORMANCE METRICS.—The Secretary of the Treasury (or
the Secretary’s delegate) shall develop metrics for measuring the success of such
center in detecting and preventing identity theft tax refund fraud.

(c) DISCLOSURE.—

(1) IN GENERAL.—Section 6103(k), as amended by this Act, is amended by
adding at the end the following new paragraph:

“(14) DISCLOSURE OF RETURN INFORMATION FOR PURPOSES OF CYBERSECURITY
AND THE PREVENTION OF IDENTITY THEFT TAX REFUND FRAUD.—

“(A) IN GENERAL.—Under such procedures and subject to such conditions
as the Secretary may prescribe, the Secretary may disclose specified return
information to specified ISAC participants to the extent that the Secretary
determines such disclosure is in furtherance of effective Federal tax admin-
istration relating to the detection or prevention of identity theft tax refund
fraud, validation of taxpayer identity, authentication of taxpayer returns, or
detection or prevention of cybersecurity threats.

“(B) SPECIFIED ISAC PARTICIPANTS.—For purposes of this paragraph—

“(i) IN GENERAL.—The term ‘specified ISAC participant’ means—

“(I) any person designated by the Secretary as having primary
responsibility for a function performed with respect to the informa-
tion sharing and analysis center described in section 2003(a) of the
Taxpayer First Act of 2019, and
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“(II) any person subject to the requirements of section 7216 and
which is a participant in such information sharing and analysis
center.

“(i1) INFORMATION SHARING AGREEMENT.—Such term shall not include
any person unless such person has entered into a written agreement
with the Secretary setting forth the terms and conditions for the disclo-
sure of information to such person under this paragraph, including re-
quirements regarding the protection and safeguarding of such informa-
tion by such person.

“(C) SPECIFIED RETURN INFORMATION.—For purposes of this paragraph,
the term ‘specified return information’ means—

“(i) in the case of a return which is in connection with a case of po-
tential identity theft refund fraud—

“I) in the case of such return filed electronically, the internet
protocol address, device identification, email domain name, speed
of completion, method of authentication, refund method, and such
other return information related to the electronic filing characteris-
tics of such return as the Secretary may identify for purposes of
this subclause, and

“(II) in the case of such return prepared by a tax return pre-
parer, identifying information with respect to such tax return pre-
parer, including the preparer taxpayer identification number and
electronic filer identification number of such preparer,

“(i) in the case of a return which is in connection with a case of a
identity theft refund fraud which has been confirmed by the Secretary
(pursuant to such procedures as the Secretary may provide), the infor-
mation referred to in subclauses (I) and (II) of clause (i), the name and
taxpayer identification number of the taxpayer as it appears on the re-
turn, and any bank account and routing information provided for mak-
ing a refund in connection with such return, and

“(iii) in the case of any cybersecurity threat to the Internal Revenue
Service, information similar to the information described in subclauses
(I) and (II) of clause (i) with respect to such threat.

“(D) RESTRICTION ON USE OF DISCLOSED INFORMATION.—

“(i) DESIGNATED THIRD PARTIES.—Any return information received by
a person described in subparagraph (B)i)(I) shall be used only for the
purposes of and to the extent necessary in—

“(I) performing the function such person is designated to perform
under such subparagraph,

“(II) facilitating disclosures authorized under subparagraph (A)
to persons described in subparagraph (B)(i)(II), and

“(III) facilitating disclosures authorized under subsection (d) to
participants in such information sharing and analysis center.

“(i1) RETURN PREPARERS.—Any return information received by a per-
son described in subparagraph (B)(i)(II) shall be treated for purposes of
section 7216 as information furnished to such person for, or in connec-
tion with, the preparation of a return of the tax imposed under chapter
1

“(E) DATA PROTECTION AND SAFEGUARDS.—Return information disclosed
under this paragraph shall be subject to such protections and safeguards
as the Secretary may require in regulations or other guidance or in the
written agreement referred to in subparagraph (B)(ii). Such written agree-
ment shall include a requirement that any unauthorized access to informa-
tion disclosed under this paragraph, and any breach of any system in which
such information is held, be reported to the Treasury Inspector General for
Tax Administration.”.

(2) APPLICATION OF CIVIL AND CRIMINAL PENALTIES.—

(A) Section 6103(a)(3), as amended by this Act, is amended by striking
“or (13)” and inserting “, (13), or (14)”.

(B) Section 7213(a)(2), as amended by this Act, is amended by striking
“or (13)” and inserting “, (13), or (14)”.

SEC. 2004. COMPLIANCE BY CONTRACTORS WITH CONFIDENTIALITY SAFEGUARDS.

(a) IN GENERAL.—Section 6103(p) is amended by adding at the end the following
new paragraph:

“(9) DISCLOSURE TO CONTRACTORS AND OTHER AGENTS.—Notwithstanding any
other provision of this section, no return or return information shall be disclosed
to any contractor or other agent of a Federal, State, or local agency unless such
agency, to the satisfaction of the Secretary—
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“(A) has requirements in effect which require each such contractor or
other agent which would have access to returns or return information to
provide safeguards (within the meaning of paragraph (4)) to protect the con-
fidentiality of such returns or return information,

“(B) agrees to conduct an on-site review every 3 years (or a mid-point re-
view in the case of contracts or agreements of less than 3 years in duration)
of each contractor or other agent to determine compliance with such re-
quirements,

“(C) submits the findings of the most recent review conducted under sub-
paragraph (B) to the Secretary as part of the report required by paragraph
(4)(E), and

“(D) certifies to the Secretary for the most recent annual period that such
contractor or other agent is in compliance with all such requirements.

The certification required by subparagraph (D) shall include the name and ad-
dress of each contractor or other agent, a description of the contract or agree-
ment with such contractor or other agent, and the duration of such contract or
agreement. The requirements of this paragraph shall not apply to disclosures
pursuant to subsection (n) for purposes of Federal tax administration.”.
(b) CONFORMING AMENDMENT.—Section 6103(p)(8)(B) is amended by inserting “or
paragraph (9)” after “subparagraph (A)”.
(¢) EFFECTIVE DATE.—The amendments made by this section shall apply to disclo-
sures made after December 31, 2022.

SEC. 2005. REPORT ON ELECTRONIC PAYMENTS.

Not later than 2 years after the date of the enactment of this Act, the Secretary
of the Treasury (or the Secretary’s delegate), in coordination with the Bureau of Fis-
cal Service and the Internal Revenue Service, and in consultation with private sec-
tor financial institutions, shall submit a written report to Congress describing how
the government can utilize new payment platforms to increase the number of tax
refunds paid by electronic funds transfer. Such report shall weigh the interests of
reducing identity theft tax refund fraud, reducing the Federal Government’s costs
in delivering tax refunds, the costs and any associated fees charged to taxpayers (in-
cluding monthly and point-of-service fees) to access their tax refunds, the impact on
individuals who do not have access to financial accounts or institutions, and ensur-
ing payments are made to accounts at a financial institution that complies with sec-
tion 21 of the Federal Deposit Insurance Act, chapter 2 of title I of Public Law 91—
508, and subchapter II of chapter 53 of title 31, United States Code (commonly re-
ferred to collectively as the “Bank Secrecy Act”) and the USA PATRIOT Act. Such
report shall include any legislative recommendations necessary to accomplish these
goals.

SEC. 2006. IDENTITY PROTECTION PERSONAL IDENTIFICATION NUMBERS.

(a) IN GENERAL.—Subject to subsection (b), the Secretary of the Treasury or the
Secretary’s delegate (hereafter referred to in this section as the “Secretary”) shall
establish a program to issue, upon the request of any individual, a number which
may be used in connection with such individual’s social security number (or other
identifying information with respect to such individual as determined by the Sec-
retary) to assist the Secretary in verifying such individual’s identity.

(b) REQUIREMENTS.—

(1) ANNUAL EXPANSION.—For each calendar year beginning after the date of
the enactment of this Act, the Secretary shall provide numbers through the pro-
gram described in subsection (a) to individuals residing in such States as the
Secretary deems appropriate, provided that the total number of States served
by such program during such year is greater than the total number of States
served by such program during the preceding year.

(2) NATIONWIDE AVAILABILITY.—Not later than 5 years after the date of the
enactment of this Act, the Secretary shall ensure that the program described
in subsection (a) is made available to any individual residing in the United
States.

SEC. 2007. SINGLE POINT OF CONTACT FOR TAX-RELATED IDENTITY THEFT VICTIMS.

(a) IN GENERAL.—The Secretary of the Treasury (or the Secretary’s delegate) shall
establish and implement procedures to ensure that any taxpayer whose return has
been delayed or otherwise adversely affected due to tax-related identity theft has
a single point of contact at the Internal Revenue Service throughout the processing
of the taxpayer’s case. The single point of contact shall track the taxpayer’s case to
completion and coordinate with other Internal Revenue Service employees to resolve
case issues as quickly as possible.

(b) SINGLE POINT OF CONTACT.—
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(1) IN GENERAL.—For purposes of subsection (a), the single point of contact
shall consist of a team or subset of specially trained employees who—

(A) have the ability to work across functions to resolve the issues involved
in the taxpayer’s case; and
(B) shall be accountable for handling the case until its resolution.

(2) TEAM OR SUBSET.—The employees included within the team or subset de-
scribed in paragraph (1) may change as required to meet the needs of the Inter-
nal Revenue Service, provided that procedures have been established to—

(A) ensure continuity of records and case history; and
(B) notify the taxpayer when appropriate.

SEC. 2008. NOTIFICATION OF SUSPECTED IDENTITY THEFT.

(a) IN GENERAL.—Chapter 77 is amended by adding at the end the following new
section:

“SEC. 7529. NOTIFICATION OF SUSPECTED IDENTITY THEFT.

“(a) IN GENERAL.—If the Secretary determines that there has been or may have
been an unauthorized use of the identity of any individual, the Secretary shall,
without jeopardizing an investigation relating to tax administration—

“(1) as soon as practicable—

“(A) notify the individual of such determination,

“(B) provide instructions on how to file a report with law enforcement re-
garding the unauthorized use,

“(C) 1dentify any steps to be taken by the individual to permit law en-
forcement to access personal information of the individual during the inves-
tigation,

“(D) provide information regarding actions the individual may take in
or%er to protect the individual from harm relating to the unauthorized use,
an

“(E) offer identity protection measures to the individual, such as the use
of an identity protection personal identification number, and

“(2) at the time the information described in paragraph (1) is provided (or,
if not available at such time, as soon as practicable thereafter), issue additional
notifications to such individual (or such individual’s designee) regarding—

“(A) whether an investigation has been initiated in regards to such unau-
thorized use,

“(B) whether the investigation substantiated an unauthorized use of the
identity of the individual, and

“(C) whether—

“(i) any action has been taken against a person relating to such un-
authorized use, or

“(i1) any referral has been made for criminal prosecution of such per-
son and, to the extent such information is available, whether such per-
son has been criminally charged by indictment or information.

“(b) EMPLOYMENT-RELATED IDENTITY THEFT.—

“(1) IN GENERAL.—For purposes of this section, the unauthorized use of the
identity of an individual includes the unauthorized use of the identity of the in-
dividual to obtain employment.

“(2) DETERMINATION OF EMPLOYMENT-RELATED IDENTITY THEFT.—For purposes
of this section, in making a determination as to whether there has been or may
have been an unauthorized use of the identity of an individual to obtain employ-
ment, the Secretary shall review any information—

“(A) obtained from a statement described in section 6051 or an informa-
tion return relating to compensation for services rendered other than as an
employee, or

“(B) provided to the Internal Revenue Service by the Social Security Ad-
ministration regarding any statement described in section 6051,

which indicates that the social security account number provided on such state-
ment or information return does not correspond with the name provided on such
statement or information return or the name on the tax return reporting the
income which is included on such statement or information return.”.

(b) ADDITIONAL MEASURES.—

(1) EXAMINATION OF BOTH PAPER AND ELECTRONIC STATEMENTS AND RE-
TURNS.—The Secretary of the Treasury (or the Secretary’s delegate) shall exam-
ine the statements, information returns, and tax returns described in section
7529(b)(2) of the Internal Revenue Code of 1986 (as added by subsection (a)) for
any evidence of employment-related identity theft, regardless of whether such
statements or returns are submitted electronically or on paper.

(2) IMPROVEMENT OF EFFECTIVE RETURN PROCESSING PROGRAM WITH SOCIAL
SECURITY ADMINISTRATION.—Section 232 of the Social Security Act (42 U.S.C.
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432) is amended by inserting after the third sentence the following: “For pur-
poses of carrying out the return processing program described in the preceding
sentence, the Commissioner of Social Security shall request, not less than annu-
ally, such information described in section 7529(b)(2) of the Internal Revenue
Code of 1986 as may be necessary to ensure the accuracy of the records main-
tained by the Commissioner of Social Security related to the amounts of wages
paid to, and the amounts of self-employment income derived by, individuals.”.
(3) UNDERREPORTING OF INCOME.—The Secretary of the Treasury (or the Sec-
retary’s delegate) shall establish procedures to ensure that income reported in
connection with the unauthorized use of a taxpayer’s identity is not taken into
account in determining any penalty for underreporting of income by the victim
of identity theft.
(¢) CLERICAL AMENDMENT.—The table of sections for chapter 77 is amended by
adding at the end the following new item:

“Sec. 7529. Notification of suspected identity theft.”.

(d) EFFECTIVE DATE.—The amendments made by this section shall apply to deter-
minations made after the date that is 6 months after the date of the enactment of
this Act.

SEC. 2009. GUIDELINES FOR STOLEN IDENTITY REFUND FRAUD CASES.

(a) IN GENERAL.—Not later than 1 year after the date of the enactment of this
Act, the Secretary of the Treasury (or the Secretary’s delegate), in consultation with
the National Taxpayer Advocate, shall develop and implement publicly available
guidelines for management of cases involving stolen identity refund fraud in a man-
ner that reduces the administrative burden on taxpayers who are victims of such
fraud.

(b) STANDARDS AND PROCEDURES To BE CONSIDERED.—The guidelines described
in subsection (a) may include—

(1) standards for—

(A) the average length of time in which a case involving stolen identity
refund fraud should be resolved;

(B) the maximum length of time, on average, a taxpayer who is a victim
of stolen identity refund fraud and is entitled to a tax refund which has
been stolen should have to wait to receive such refund; and

(C) the maximum number of offices and employees within the Internal
Revenue Service with whom a taxpayer who is a victim of stolen identity
refund fraud should be required to interact in order to resolve a case;

(2) standards for opening, assigning, reassigning, or closing a case involving
stolen identity refund fraud; and

(3) procedures for implementing and accomplishing the standards described
in paragraphs (1) and (2), and measures for evaluating such procedures and de-
termining whether such standards have been successfully implemented.

SEC. 2010. INCREASED PENALTY FOR IMPROPER DISCLOSURE OR USE OF INFORMATION BY
PREPARERS OF RETURNS.

(a) IN GENERAL.—Section 6713 is amended—

(1) by redesignating subsections (b) and (c) as subsections (c¢) and (d), respec-
tively; and

(2) by inserting after subsection (a) the following new subsection:

“(b) ENHANCED PENALTY FOR IMPROPER USE OR DISCLOSURE RELATING TO IDEN-
TITY THEFT.—

“(1) IN GENERAL.—In the case of a disclosure or use described in subsection
(a) that is made in connection with a crime relating to the misappropriation of
another person’s taxpayer identity (as defined in section 6103(b)(6)), whether or
not such crime involves any tax filing, subsection (a) shall be applied—

“(A) by substituting ‘$1,000’ for ‘$250’, and
“(B) by substituting ‘$50,000’ for ‘$10,000.

“(2) SEPARATE APPLICATION OF TOTAL PENALTY LIMITATION.—The limitation on
the total amount of the penalty under subsection (a) shall be applied separately
with respect to disclosures or uses to which this subsection applies and to which
it does not apply.”.

(b) CRIMINAL PENALTY.—Section 7216(a) is amended by striking “$1,000” and in-
serting “$1,000 ($100,000 in the case of a disclosure or use to which section 6713(b)
applies)”.

(c) EFFECTIVE DATE.—The amendments made by this section shall apply to disclo-
sures or uses on or after the date of the enactment of this Act.
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Subtitle B—Development of Information
Technology

SEC. 2101. MANAGEMENT OF INTERNAL REVENUE SERVICE INFORMATION TECHNOLOGY.

(a) DUTIES AND RESPONSIBILITIES OF INTERNAL REVENUE SERVICE CHIEF INFORMA-
TION OFFICER.—Section 7803, as amended by section 1001, is amended by adding
at the end the following new subsection:

“(f) INTERNAL REVENUE SERVICE CHIEF INFORMATION OFFICER.—

“(1) IN GENERAL.—There shall be in the Internal Revenue Service an Internal
Revenue Service Chief Information Officer (hereafter referred to in this sub-
section as the ‘IRS CIO’) who shall be appointed by the Commissioner of Inter-
nal Revenue.

“(2) CENTRALIZED RESPONSIBILITY FOR INTERNAL REVENUE SERVICE INFORMA-
TION TECHNOLOGY.—The Commissioner of Internal Revenue (and the Secretary)
shall act through the IRS CIO with respect to all development, implementation,
and maintenance of information technology for the Internal Revenue Service.
Any reference in this subsection to the IRS CIO which directs the IRS CIO to
take any action, or to assume any responsibility, shall be treated as a reference
to the Commissioner of Internal Revenue acting through the IRS CIO.

“(3) GENERAL DUTIES AND RESPONSIBILITIES.—The IRS CIO shall—

“(A) be responsible for the development, implementation, and mainte-
nance of information technology for the Internal Revenue Service,

“(B) ensure that the information technology of the Internal Revenue Serv-
ice is secure and integrated,

“(C) maintain operational control of all information technology for the In-
ternal Revenue Service,

“(D) be the principal advocate for the information technology needs of the
Internal Revenue Service, and

“(E) consult with the Chief Procurement Officer of the Internal Revenue
Service to ensure that the information technology acquired for the Internal
Revenue Service is consistent with—

“(i) the goals and requirements specified in subparagraphs (A)
through (D), and
“(i1) the strategic plan developed under paragraph (4).

“(4) STRATEGIC PLAN.—

“(A) IN GENERAL.—The IRS CIO shall develop and implement a multiyear
strategic plan for the information technology needs of the Internal Revenue
Service. Such plan shall—

“@i) include performance measurements of such technology and of the
implementation of such plan,

“(i1) include a plan for an integrated enterprise architecture of the in-
formation technology of the Internal Revenue Service,

“(iil) include and take into account the resources needed to accom-
plish such plan,

“(iv) take into account planned major acquisitions of information
technology by the Internal Revenue Service, and

“(v) align with the needs and strategic plan of the Internal Revenue
Service.

“(B) PLAN UPDATES.—The IRS CIO shall, not less frequently than annu-
ally, review and update the strategic plan under subparagraph (A) (includ-
ing the plan for an integrated enterprise architecture described in subpara-
graph (A)(ii)) to take into account the development of new information tech-
nology and the needs of the Internal Revenue Service.

“(5) SCOPE OF AUTHORITY.—

“(A) INFORMATION TECHNOLOGY.—For purposes of this subsection, the
term ‘information technology’ has the meaning given such term by section
11101 of title 40, United States Code.

“(B) INTERNAL REVENUE SERVICE.—Any reference in this subsection to the
Internal Revenue Service includes a reference to all components of the In-
ternal Revenue Service, including—

“(1) the Office of the Taxpayer Advocate,

“(i1) the Criminal Investigation Division of the Internal Revenue
Service, and

“(iii) except as otherwise provided by the Secretary with respect to
information technology related to matters described in subsection
(b)(3)(B), the Office of the Chief Counsel.”.
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(b) INDEPENDENT VERIFICATION AND VALIDATION OF THE CUSTOMER ACCOUNT
DATA ENGINE 2 AND ENTERPRISE CASE MANAGEMENT SYSTEM.—

(1) IN GENERAL.—The Commissioner of Internal Revenue shall enter into a
contract with an independent reviewer to verify and validate the implementa-
tion plans (including the performance milestones and cost estimates included in
such plans) developed for the Customer Account Data Engine 2 and the Enter-
prise Case Management System.

(2) DEADLINE FOR COMPLETION.—Such contract shall require that such
verification and validation be completed not later than the date which is 1 year
after the date of the enactment of this Act.

(3) APPLICATION TO PHASES OF CADE 2.—

(A) IN GENERAL.—Paragraphs (1) and (2) shall not apply to phase 1 of the
Customer Account Data Engine 2 and shall apply separately to each other
phase.

(B) DEADLINE FOR COMPLETING PLANS.—Not later than 1 year after the
date of the enactment of this Act, the Commissioner of Internal Revenue
shall complete the development of plans for all phases of the Customer Ac-
count Data Engine 2.

(C) DEADLINE FOR COMPLETION OF VERIFICATION AND VALIDATION OF
PLANS.—In the case of any phase after phase 2 of the Customer Account
Data Engine 2, paragraph (2) shall be applied by substituting “the date on
which the plan for such phase was completed” for “the date of the enact-
ment of this Act”.

(¢c) COORDINATION OF IRS CIO AND CHIEF PROCUREMENT OFFICER OF THE INTER-
NAL REVENUE SERVICE.—

(1) IN GENERAL.—The Chief Procurement Officer of the Internal Revenue
Service shall—

(A) identify all significant IRS information technology acquisitions and
provide written notification to the Internal Revenue Service Chief Informa-
tion Officer (hereafter referred to in this subsection as the “IRS CIO”) of
each such acquisition in advance of such acquisition, and

(B) regularly consult with the IRS CIO regarding acquisitions of informa-
tion technology for the Internal Revenue Service, including meeting with
the IRS CIO regarding such acquisitions upon request.

(2) SIGNIFICANT IRS INFORMATION TECHNOLOGY ACQUISITIONS.—For purposes
of this subsection, the term “significant IRS information technology acquisi-
tions” means—

(A) any acquisition of information technology for the Internal Revenue
Service in excess of $1,000,000; and

(B) such other acquisitions of information technology for the Internal Rev-
enue Service (or categories of such acquisitions) as the IRS CIO, in con-
sultation with the Chief Procurement Officer of the Internal Revenue Serv-
ice, may identify.

(3) ScoPE.—Terms used in this subsection which are also used in section
7803(f) of the Internal Revenue Code of 1986 (as added by subsection (a)) shall
have the same meaning as when used in such section.

SEC. 2102. INTERNET PLATFORM FOR FORM 1099 FILINGS.

(a) IN GENERAL.—Not later than January 1, 2023, the Secretary of the Treasury
or the Secretary’s delegate (hereafter referred to in this section as the “Secretary”)
shall make available an Internet website or other electronic media, with a user
interface and functionality similar to the Business Services Online Suite of Services
provided by the Social Security Administration, that provides access to resources
and guidance provided by the Internal Revenue Service and allows persons to—

(1) prepare and file Forms 1099;

(2) prepare Forms 1099 for distribution to recipients other than the Internal
Revenue Service; and

(3) maintain a record of completed, filed, and distributed Forms 1099.

(b) ELECTRONIC SERVICES TREATED AS SUPPLEMENTAL; APPLICATION OF SECURITY
STANDARDS.—The Secretary shall ensure that the services described in subsection
(a)—

(1) are a supplement to, and not a replacement for, other services provided
by the Internal Revenue Service to taxpayers; and
(2) comply with applicable security standards and guidelines.

SEC. 2103. STREAMLINED CRITICAL PAY AUTHORITY FOR INFORMATION TECHNOLOGY POSI-
TIONS.
(a) IN GENERAL.—Subchapter A of chapter 80 is amended by adding at the end
the following new section:
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“SEC. 7812. STREAMLINED CRITICAL PAY AUTHORITY FOR INFORMATION TECHNOLOGY POSI-
TIONS.
“In the case of any position which is critical to the functionality of the information
technology operations of the Internal Revenue Service—

“(1) section 9503 of title 5, United States Code, shall be applied—

“(A) by substituting ‘during the period beginning on the date of the enact-
ment of section 7812 of the Internal Revenue Code of 1986, and ending on
September 30, 2025’ for ‘Before September 30, 2013 in subsection (a)’,

“(B) without regard to subparagraph (B) of subsection (a)(1), and

“(C) by substituting ‘the date of the enactment of the Taxpayer First Act
of 2019’ for ‘June 1, 1998’ in subsection (a)(6),

“(2) section 9504 of such title 5 shall be applied by substituting ‘During the
period beginning on the date of the enactment of section 7812 of the Internal
Revenue Code of 1986, and ending on September 30, 2025’ for ‘Before Sep-
tember 30, 2013’ each place it appears in subsections (a) and (b), and

“(3) section 9505 of such title shall be applied—

“(A) by substituting ‘During the period beginning on the date of the en-
actment of section 7812 of the Internal Revenue Code of 1986, and ending
ondSeptember 30, 2025’ for ‘Before September 30, 2013’ in subsection (a),
an

“(B) by substituting ‘the information technology operations’ for ‘significant
functions’ in subsection (a).”.

(b) CLERICAL AMENDMENT.—The table of sections for subchapter A of chapter 80
is amended by adding at the end the following new item:

“Sec. 7812. Streamlined critical pay authority for information technology positions.”.

Subtitle C—Modernization of Consent-Based
Income Verification System

SEC. 2201. DISCLOSURE OF TAXPAYER INFORMATION FOR THIRD-PARTY INCOME
VERIFICATION.

(a) IN GENERAL.—Not later than 1 year after the close of the 2-year period de-
scribed in subsection (d)(1), the Secretary of the Treasury or the Secretary’s delegate
(hereafter referred to in this section as the “Secretary”) shall implement a program
to ensure that any qualified disclosure—

(1) is fully automated and accomplished through the Internet; and

(2) is accomplished in as close to real-time as 1s practicable.

(b) QUALIFIED DISCLOSURE.—For purposes of this section, the term “qualified dis-
closure” means a disclosure under section 6103(c) of the Internal Revenue Code of
1986 of returns or return information by the Secretary to a person seeking to verify
the income or creditworthiness of a taxpayer who is a borrower in the process of
a loan application.

(c) APPLICATION OF SECURITY STANDARDS.—The Secretary shall ensure that the
program described in subsection (a) complies with applicable security standards and
guidelines.

(d) USER FEE.—

(1) IN GENERAL.—During the 2-year period beginning on the first day of the
6th calendar month beginning after the date of the enactment of this Act, the
Secretary shall assess and collect a fee for qualified disclosures (in addition to
any other fee assessed and collected for such disclosures) at such rates as the
Secretary determines are sufficient to cover the costs related to implementing
the program described in subsection (a), including the costs of any necessary in-
frastructure or technology.

(2) DEPOSIT OF COLLECTIONS.—Amounts received from fees assessed and col-
lected under paragraph (1) shall be deposited in, and credited to, an account
solely for the purpose of carrying out the activities described in subsection (a).
Such amounts shall be available to carry out such activities without need of fur-
ther appropriation and without fiscal year limitation.

SEC. 2202. LIMIT REDISCLOSURES AND USES OF CONSENT-BASED DISCLOSURES OF TAX RE-
TURN INFORMATION.

(a) IN GENERAL.—Section 6103(c) is amended by adding at the end the following:
“Persons designated by the taxpayer under this subsection to receive return infor-
mation shall not use the information for any purpose other than the express purpose
for which consent was granted and shall not disclose return information to any
other person without the express permission of, or request by, the taxpayer.”.

(b) APPLICATION OF PENALTIES.—Section 6103(a)(3) is amended by inserting “sub-
section (c¢),” after “return information under”.
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(c) EFFECTIVE DATE.—The amendments made by this section shall apply to disclo-
sures made after the date which is 180 days after the date of the enactment of this
Act.

Subtitle D—Expanded Use of Electronic Systems

SEC. 2301. ELECTRONIC FILING OF RETURNS.

(a) IN GENERAL.—Section 6011(e)(2)(A) is amended by striking “250” and inserting
“the applicable number of”.

(b) APPLICABLE NUMBER.—Section 6011(e) is amended by striking paragraph (5)
and inserting the following new paragraphs:

“(5) APPLICABLE NUMBER.—

“(A) IN GENERAL.—For purposes of paragraph (2)(A), the applicable num-
ber shall be—

“(i) except as provided in subparagraph (B), in the case of calendar
years before 2021, 250,

“(i1) in the case of calendar year 2021, 100, and

“(iii) in the case of calendar years after 2021, 10.

“(B) SPECIAL RULE FOR PARTNERSHIPS FOR 2018, 2019, 2020, AND 2021.—In
the case of a partnership, for any calendar year before 2022, the applicable
number shall be—

“(i) in the case of calendar year 2018, 200,
“(i1) in the case of calendar year 2019, 150,
“(iii) in the case of calendar year 2020, 100, and
“(iv) in the case of calendar year 2021, 50.

“(6) PARTNERSHIPS REQUIRED TO FILE ON MAGNETIC MEDIA.—Notwithstanding
paragraph (2)(A), the Secretary shall require partnerships having more than
100 partners to file returns on magnetic media.”.

(¢c) RETURNS FILED BY A TAX RETURN PREPARER.—Section 6011(e)(3) is amended
by adding at the end the following new subparagraph:

“(D) EXCEPTION FOR CERTAIN PREPARERS LOCATED IN AREAS WITHOUT
INTERNET ACCESS.—The Secretary may waive the requirement of subpara-
graph (A) if the Secretary determines, on the basis of an application by the
tax return preparer, that the preparer cannot meet such requirement by
reason of being located in a geographic area which does not have access to
internet service (other than dial-up or satellite service).”.

(d) CONFORMING AMENDMENT.—Section 6724(c) is amended by striking “250 infor-
mation returns (more than 100 information returns in the case of a partnership hav-
ing more than 100 partners)” and inserting “the applicable number (determined
under section 6011(e)(5) with respect to the calendar year to which such returns re-
late) of information returns”.

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

SEC. 2302. UNIFORM STANDARDS FOR THE USE OF ELECTRONIC SIGNATURES FOR DISCLO-
SURE AUTHORIZATIONS TO, AND OTHER AUTHORIZATIONS OF, PRACTITIONERS.
Section 6061(b)(3) is amended to read as follows:
“(3) PUBLISHED GUIDANCE.—

“(A) IN GENERAL.—The Secretary shall publish guidance as appropriate to
define and implement any waiver of the signature requirements or any
method adopted under paragraph (1).

“(B) ELECTRONIC SIGNATURES FOR DISCLOSURE AUTHORIZATIONS TO, AND
OTHER AUTHORIZATIONS OF, PRACTITIONERS.—Not later than 6 months after
the date of the enactment of this subparagraph, the Secretary shall publish
guidance to establish uniform standards and procedures for the acceptance
of taxpayers’ signatures appearing in electronic form with respect to any re-
quest for disclosure of a taxpayer’s return or return information under sec-
tion 6103(c) to a practitioner or any power of attorney granted by a tax-
payer to a practitioner.

“(C) PRACTITIONER.—For purposes of subparagraph (B), the term ‘practi-
tioner’ means any individual in good standing who is regulated under sec-
tion 330 of title 31, United States Code.”.

SEC. 2303. PAYMENT OF TAXES BY DEBIT AND CREDIT CARDS.

Section 6311(d)(2) is amended by adding at the end the following: “The preceding
sentence shall not apply to the extent that the Secretary ensures that any such fee
or other consideration is fully recouped by the Secretary in the form of fees paid
to the Secretary by persons paying taxes imposed under subtitle A with credit,
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debit, or charge cards pursuant to such contract. Notwithstanding the preceding
sentence, the Secretary shall seek to minimize the amount of any fee or other con-
sideration that the Secretary pays under any such contract.”.

SEC. 2304. AUTHENTICATION OF USERS OF ELECTRONIC SERVICES ACCOUNTS.

Beginning 180 days after the date of the enactment of this Act, the Secretary of
the Treasury (or the Secretary’s delegate) shall verify the identity of any individual
opening an e-Services account with the Internal Revenue Service before such indi-
vidual is able to use the e-Services tools.

Subtitle E—Other Provisions

SEC. 2401. REPEAL OF PROVISION REGARDING CERTAIN TAX COMPLIANCE PROCEDURES
AND REPORTS.
Section 2004 of the Internal Revenue Service Restructuring and Reform Act of
1998 (26 U.S.C. 6012 note) is repealed.

SEC. 2402. COMPREHENSIVE TRAINING STRATEGY.

Not later than 1 year after the date of the enactment of this Act, the Commis-
sioner of Internal Revenue shall submit to Congress a written report providing a
comprehensive training strategy for employees of the Internal Revenue Service, in-
cluding—

(1) a plan to streamline current training processes, including an assessment
of the utility of further consolidating internal training programs, technology,
and funding;

(2) a plan to develop annual training regarding taxpayer rights, including the
role of the Office of the Taxpayer Advocate, for employees that interface with
taxpayers and the direct managers of such employees;

(3) a plan to improve technology-based training;

(4) proposals to—

(A) focus employee training on early, fair, and efficient resolution of tax-
payer disputes for employees that interface with taxpayers and the direct
managers of such employees; and

(B) ensure consistency of skill development and employee evaluation
throughout the Internal Revenue Service; and

(5) a thorough assessment of the funding necessary to implement such strat-

egy.
TITLE III—MISCELLANEOUS PROVISIONS

Subtitle A—Reform of Laws Governing Internal
Revenue Service Employees

SEC. 3001. PROHIBITION ON REHIRING ANY EMPLOYEE OF THE INTERNAL REVENUE SERVICE
WHO WAS INVOLUNTARILY SEPARATED FROM SERVICE FOR MISCONDUCT.

(a) IN GENERAL.—Section 7804 is amended by adding at the end the following new
subsection:

“(d) PROHIBITION ON REHIRING EMPLOYEES INVOLUNTARILY SEPARATED.—The
Commissioner may not hire any individual previously employed by the Commis-
sioner who was removed for misconduct under this subchapter or chapter 43 or
chapter 75 of title 5, United States Code, or whose employment was terminated
under section 1203 of the Internal Revenue Service Restructuring and Reform Act
of 1998 (26 U.S.C. 7804 note).”.

(b) EFFECTIVE DATE.—The amendment made by subsection (a) shall apply with
respect to the hiring of employees after the date of the enactment of this Act.

SEC. 3002. NOTIFICATION OF UNAUTHORIZED INSPECTION OR DISCLOSURE OF RETURNS AND
RETURN INFORMATION.

(a) IN GENERAL.—Subsection (e) of section 7431 is amended by adding at the end
the following new sentences: “The Secretary shall also notify such taxpayer if the
Internal Revenue Service or a Federal or State agency (upon notice to the Secretary
by such Federal or State agency) proposes an administrative determination as to
disciplinary or adverse action against an employee arising from the employee’s un-
authorized inspection or disclosure of the taxpayer’s return or return information.
The notice described in this subsection shall include the date of the unauthorized
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inspection or disclosure and the rights of the taxpayer under such administrative
determination.”.

(b) EFFECTIVE DATE.—The amendment made by this section shall apply to deter-
n%in}flti(xls proposed after the date which is 180 days after the date of the enactment
of this Act.

Subtitle B—Provisions Relating to Exempt
Organizations

SEC. 3101. MANDATORY E-FILING BY EXEMPT ORGANIZATIONS.

(a) IN GENERAL.—Section 6033 is amended by redesignating subsection (n) as sub-
section (0) and by inserting after subsection (m) the following new subsection:

“(n) MANDATORY ELECTRONIC FILING.—Any organization required to file a return
under this section shall file such return in electronic form.”.

(b) CONFORMING AMENDMENT.—Paragraph (7) of section 527(j) is amended by
striking “if the organization has” and all that follows through “such calendar year”.

(c) INSPECTION OF ELECTRONICALLY FILED ANNUAL RETURNS.—Subsection (b) of
section 6104 is amended by adding at the end the following: “Any annual return
required to be filed electronically under section 6033(n) shall be made available by
the Secretary to the public as soon as practicable in a machine readable format.”.

(d) EFFECTIVE DATE.—

(1) IN GENERAL.—Except as provided in paragraph (2), the amendments made
by this section shall apply to taxable years beginning after the date of the en-
actment of this Act.

(2) TRANSITIONAL RELIEF.—

(A) SMALL ORGANIZATIONS.—

(i) IN GENERAL.—In the case of any small organizations, or any other
organizations for which the Secretary of the Treasury or the Secretary’s
delegate (hereafter referred to in this paragraph as the “Secretary”) de-
termines the application of the amendments made by this section
would cause undue burden without a delay, the Secretary may delay
the application of such amendments, but such delay shall not apply to
any taxable year beginning on or after the date 2 years after of the en-
actment of this Act.

(i1) SMALL ORGANIZATION.—For purposes of clause (i), the term “small
organization” means any organization—

(I) the gross receipts of which for the taxable year are less than
$200,000; and

(II) the aggregate gross assets of which at the end of the taxable
year are less than $500,000.

(B) ORGANIZATIONS FILING FORM 990-T.—In the case of any organization
described in section 511(a)(2) of the Internal Revenue Code of 1986 which
is subject to the tax imposed by section 511(a)(1) of such Code on its unre-
lated business taxable income, or any organization required to file a return
under section 6033 of such Code and include information under subsection
(e) thereof, the Secretary may delay the application of the amendments
made by this section, but such delay shall not apply to any taxable year
beginning on or after the date 2 years after of the enactment of this Act.

SEC. 3102. NOTICE REQUIRED BEFORE REVOCATION OF TAX-EXEMPT STATUS FOR FAILURE
TO FILE RETURN.
(a) IN GENERAL.—Section 6033(j)(1) is amended by striking “If an organization”
and inserting the following:
“(A) NOTICE.—If an organization described in subsection (a)(1) or (i) fails
to file the annual return or notice required under either subsection for 2
consecutive years, the Secretary shall notify the organization—
“@{) that the Internal Revenue Service has no record of such a return
or notice from such organization for 2 consecutive years, and
“(i1) about the revocation that will occur under subparagraph (B) if
the organization fails to file such a return or notice by the due date
for the next such return or notice required to be filed.
The notification under the preceding sentence shall include information
ab(c)lut how to comply with the filing requirements under subsections (a)(1)
and (1).
“(B) REVOCATION.—If an organization”.
(b) EFFECTIVE DATE.—The amendment made by this section shall apply to failures
to file returns or notices for 2 consecutive years if the return or notice for the second
year is required to be filed after December 31, 2019.
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Subtitle C—Revenue Provision

SEC. 3201. INCREASE IN PENALTY FOR FAILURE TO FILE.

(a) IN GENERAL.—The second sentence of subsection (a) of section 6651 is amend-
ed by striking “$205” and inserting “$330”.
(b) INFLATION ADJUSTMENT.—Section 6651(j)(1) is amended—
(1) by striking “2014” and inserting “2020”,
(2) by striking “$205” and inserting “$330”, and
(3) by striking “2013” and inserting “2019”.
(¢) EFFECTIVE DATE.—The amendments made by this section shall apply to re-
turns required to be filed after December 31, 2019.

I. SUMMARY AND BACKGROUND

A. PURPOSE AND SUMMARY

The Taxpayer First Act of 2019, H.R. 1957, as reported by the
Committee on Ways and Means, improves Internal Revenue Serv-
ice (“IRS”) operations and the administration of the tax laws by
strengthening taxpayer rights, enhancing customer service, advanc-
ing information technology, and restructuring the agency.

B. BACKGROUND AND NEED FOR LEGISLATION

The last time Congress considered comprehensive revisions to
IRS operations was the IRS Restructuring and Reform Act of 1998
(“RRA98”). Two decades later, it is time to revisit the IRS and re-
turn the agency back to its mission: “provide America’s taxpayers
top quality service by helping them understand and meet their tax
responsibilities and by applying the tax law with integrity and fair-
ness to all.”

In RRA98, Congress directed the agency to create an inde-
pendent process for taxpayers to appeal tax disputes. While the
IRS initially established an independent process, over time the
agency has exercised its discretion to prevent certain taxpayers
from accessing the review process. Currently, some taxpayers do
not trust that the IRS’s independent review process is truly inde-
pendent or accessible. Taxpayers do not have access to the IRS case
against them unless they request it under the Freedom of Informa-
tion Act. This process takes time, and not all taxpayers are aware
that it is an option.

Taxpayers frequently view the IRS as an enforcement-first agen-
cy, not simply the agency responsible for administering the Tax
Code. The work of the Ways and Means Subcommittee on Over-
sight (“Oversight Subcommittee”) revealed areas where the IRS’s
use of enforcement tools exceeded Congressional intent. For exam-
ple, while the IRS has the ability to seize assets of taxpayers sus-
pected to be involved in criminal activity, the IRS has used that
authority to seize assets from small businesses without proving
that the taxpayers engaged in criminal activity. Similarly, the
agency used a different seizure authority to seize and sell on the
same day, property such as bridal gowns, sports memorabilia, and
workout equipment. These needlessly accelerated sales subverted
routine notice requirements and have in some cases resulted in the
devastation of small businesses. Further, the Subcommittee’s over-
sight work revealed that cases assigned to the private debt collec-
tion program were returned to IRS because the taxpayers could not
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afford to pay or were on Social Security supplemental or disability
income.

The IRS currently lacks a satisfactory comprehensive customer
service strategy with metrics and benchmarks for measuring suc-
cess. Additionally, the organizational structure of the IRS is 20
years old and needs updating. RRA98 directed the Commissioner
of Internal Revenue to restructure the IRS by eliminating or sub-
stantially modifying the three-tier geographic structure (national,
regional, and district) in place at the time and replacing it with an
organizational structure that features operating units serving par-
ticular groups of taxpayers with similar needs. Given that 20 years
has passed since RRA98, the mandated organization according to
particular taxpayer groups no longer allows the IRS to organize
itself efficiently to best meet its mission and address the cyber se-
curity and efficiency challenges it faces.

Over the past two years, the Oversight Subcommittee has spent
significant time reviewing the IRS’s use of information technology
(IT). The Oversight Subcommittee found that the IRS relies signifi-
cantly on an ageing IT infrastructure, some of which date back to
the 1960s, to administer the tax system. In addition to being ex-
pensive, outdated IRS IT systems also negatively impact taxpayers
seeking to comply with their tax responsibilities, often resulting in
frustrating, prolonged interactions with the IRS that could be more
easily and seamlessly resolved online. In addition, as with many
other public and private entities, the IRS has been subject to
cyberattacks and fraud schemes that seek to exploit stolen tax-
payer information in order to steal tax refunds.

C. LEGISLATIVE HISTORY

Background

H.R. 1957, the Taxpayer First Act of 2019, was introduced on
March 28, 2019, and was referred to the Committee on Ways and
Means and the Committee on Financial Services.

Committee action

The Committee on Ways and Means marked up H.R. 1957, the
Taxpayer First Act of 2019, on April 2, 2019, and ordered the bill,
as amended, favorably reported (with a quorum being present).

Committee hearings

The Committee on Ways and Means continually reviews IRS ad-
ministration of the Federal tax laws. Most recently, in the 114th
through the 116th Congresses, the Oversight Subcommittee held
hearings and roundtables on reforming the IRS with a focus on im-
proving the taxpayer experience, enhancing customer service, lim-
iting civil asset forfeiture authority by the agency, and reviewing
recommendations of the National Taxpayer Advocate. Oversight
Subcommittee hearings included:

e February 11, 2015: Protecting Small Businesses from IRS
Abuse (Part I);

e May 25, 2016: Protecting Small Businesses from IRS
Abuse (Part II);

e April 26, 2017: Examining the 2017 Tax Filing Season;
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e May 19, 2017: IRS Reform: Lessons Learned from the Na-
tional Taxpayer Advocate;

e September 13, 2017: IRS Reform: Resolving Taxpayer Dis-
putes;

e December 13, 2017: IRS Reform: The Taxpayer Experi-
ence;

e January 30, 2018: Member Day Hearing on Legislation to
Improve Tax Administration;

e June 20, 2018: Update on IRS and DOJ Efforts to Return
Seized Funds to Taxpayers;

e September 26, 2018: IRS Taxpayer Authentication:
Strengthening Security While Ensuring Access; and

e March 7, 2019: Hearing with the National Taxpayer Advo-
cate on the Tax Filing Season.

Roundtables included:

e June 22, 2017: Reforming the IRS—Lessons Learned from
1998, Roundtable Part I;

e July 12, 2017: Reforming the IRS—Lessons Learned from
1998, Roundtable Part II;

e June 22, 2017: Reforming the IRS—Lessons Learned from
1998, Roundtable Part I;

e July 12, 2017: Reforming the IRS—Lessons Learned from
1998, Roundtable Part II;

e Oct. 12, 2017: IRS Security Summit; and

e Jan. 17, 2018: Briefing on the IRS’s Technology Roadmap.

II. EXPLANATION OF THE BILL
TITLE I—PUTTING TAXPAYERS FIRST

A. INDEPENDENT APPEALS PROCESS

1. ESTABLISHMENT OF INTERNAL REVENUE SERVICE INDEPENDENT OF-
FICE OF APPEALS (SEC. 1001 OF THE BILL AND SEC. 7803 OF THE
CODE)

PRESENT LAW

RRA98 directed the Commissioner of Internal Revenue (the
“Commissioner”) to restructure the IRS by establishing and imple-
menting an organizational structure that features operating units
serving particular groups of taxpayers with similar needs and en-
sures an independent appeals function within the IRS.1 Although
the Code does not mandate the existence of an independent office
within the IRS to review administrative determinations, it does re-
quire an independent administrative review of certain determina-
tions,2 and further requires that the Commissioner ensure that the
duties of IRS employees are executed in a manner consistent with
rights inferred from other Code provisions.3

Under the general authority of the Secretary of the Treasury
(“Secretary”) to interpret the Code and that of the Commissioner

1Pub. L. No. 105-206, sec. 1001(a).

2See, e.g., secs. 6320 (notice and opportunity for hearing upon filing of notice of lien), 6330
(notice and opportunity for hearing before levy), 7122 (rejection of a proposed offer-in-com-
promise or installment agreement), as well as 7123 (alternative dispute resolution procedures).

3 Section 7803, as amended in 2015, embraces the taxpayer rights as general principles to be
included in the training and evaluation of all employees.
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to administer the Code and to employ the persons necessary to do
s0,* the IRS operates an Office of Appeals (“Appeals”) headed by a
Chief, Appeals.> That office traditionally functions as the settle-
ment arm of the IRS. In doing so, it reviews administrative deter-
minations arising both from collection and examination activities,
and attempts to resolve them without need for litigation, including
by using alternative dispute resolution methods such as arbitration
or mediation. As a result, review of administrative actions is gen-
erally available prior to payment of any tax underlying the con-
troversy. Exceptions occur, and include cases in which inadequate
time remains on the limitations period for assessment and collec-
tion or those in which the only arguments raised by the taxpayer
are frivolous positions.6

Similarly, if a case has reached a point at which litigation is ini-
tiated, the availability of consideration by Appeals may be limited.
First, authority to settle cases referred to the Department of Jus-
tice for defense or initiation of litigation rests solely with that De-
partment. Therefore, such cases are not eligible for referral to Ap-
peals.” The terms under which a case pending in the United States
Tax Court (“Tax Court”) may be referred to Appeals are described
in published guidance that centralizes the decision to withhold a
case from Appeals to assure consistent standards are applied.8

Employees of Appeals are compensated in accordance with the
rules governing Federal employment generally.?

REASONS FOR CHANGE

The Committee is aware that the Code does not currently require
that all taxpayers be provided an opportunity to contest an admin-
istrative decision in Appeals, although most taxpayers are afforded
that opportunity. To foster confidence in the integrity of the IRS
and the independence of its administrative proceedings and to en-
courage voluntary compliance, the Committee believes it is advis-
able to codify the role of an independent administrative appeals
function within the IRS and provide new guidelines for procedures
that the IRS is to follow in the new office. In doing so, the Com-
mittee seeks to reassure taxpayers of the independence of the per-
sons providing the administrative review.

The new administrative guidelines required by this provision are
intended to clarify the rules against ex parte communications, thus
protecting taxpayer rights, while ensuring that employees in the
new office are able to seek independent advice from the Office of

4Secs. 7803(a) (The duties and powers include the power to administer, manage, conduct, di-
rect, and supervise the execution and application of the internal revenue laws or related stat-
utes and tax conventions to which the United States is a party, and to recommend to the Presi-
dent a candidate for Chief Counsel (and recommend the removal of the Chief Counsel)) and 7804
(The Commissioner is authorized to employ such persons as the Commissioner deems proper for
the administration and enforcement of the internal revenue laws and is required to issue all
necessary directions, instructions, orders, and rules applicable to such persons, including deter-
mination and des1gnat10n of posts of duty) and 7805 (Secretary authority to interpret the Code).

5 According to its website, the Office of Appeals and its predecessors have existed since 1927.
https://www.irs.gov/compliance/appeals/appeals-an-independent-organization.

6See section 6702(c), which requires that the Secretary periodically review and list positions
1:hatS have been identified as frivolous for purposes of the frivolous return penalty.

7Sec. 7122.

8Rev. Proc. 2016-22, 26 C.F.R. sec. 601.106. Exceptions to the general rule in favor of requir-
ing Appeals consideration include cases that are withheld in the interests of sound tax adminis-
tration, among other reasons.

9Part III of Title 5 of the United States Code prescribes rules for Federal employment, includ-
ing employment, retention, and management and employee issues.
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Chief Counsel when appropriate; require that taxpayers be pro-
vided a pre-conference opportunity to review the case file about the
taxpayers; and address the standards and processes related to de-
nial of a taxpayer request for administrative review of a case. With
respect to the latter, the Committee intends to restrict and provide
oversight of the procedures and standards that the IRS must follow
in denying requests for an independent administrative review to
taxpayers who receive a notice of deficiency from the IRS.10 Fi-
nally, the Committee intends to exercise its oversight of the imple-
mentation of the new procedures by requiring that the IRS submit
annual written reports on the number and type of cases that are
denied independent administrative review.

EXPLANATION OF PROVISION

The provision codifies the requirement of an independent admin-
istrative appeals function by establishing within the IRS an office
to be known as the Internal Revenue Service Independent Office of
Appeals (“Independent Appeals”) and to be headed by an official
known as the Chief of Appeals, as described below. The purposes
and duties of the office as well as the taxpayers’ general right to
seek consideration by that office, subject to certain limitations, are
described below.

Chief of Appeals and staff

The provision grants authority to the Commissioner to appoint
the Chief of Appeals, who is to be compensated at the same rate
as the highest rate of basic pay established for the Senior Execu-
tive Service.ll The appointment is not subject to the rules under
Title 5 of the United States Code that govern competitive service
or the Senior Executive Service. The Chief of Appeals reports di-
rectly to the Commissioner of the IRS. The person appointed to the
position is required to have experience in a broad range of Federal
tax law controversies and management of large service organiza-
tions.

The provision also confirms that the Chief of Appeals and her
employees are to have access to legal assistance and advice from
staff within the Office of Chief Counsel about cases pending at
Independent Appeals. Chief Counsel is responsible for ensuring
that the attorneys are able to provide independent advice. In doing
so, to the extent practicable, staff assigned to answer inquiries
from Independent Appeals should not include those involved in ad-
vising the IRS employees working directly on the case prior to its
referral to Independent Appeals or in preparation of the case for
litigation.

Functions of Independent Appeals

Independent Appeals is intended to perform functions similar to
those of the current Appeals. Independent Appeals is to resolve tax
controversies and review administrative decisions of the IRS in a
fair and impartial manner, for the purposes of enhancing public
confidence, promoting voluntary compliance, and ensuring con-
sistent application and interpretation of Federal tax laws. Resolu-

10 Current published guidance on the availability of Appeals consideration are discussed in
Rev. Proc. 2016-22, supra.
115 U.S.C. sec. 5382.
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tion of tax controversies in this manner is generally available to all
taxpayers, subject to reasonable exceptions that the Secretary may
provide. Thus, cases of a type that are referred to Appeals under
present law remain eligible for referral to Independent Appeals.

The provision includes a savings clause that requires application
of rules similar to those in RRA98 to ensure continuity of the valid-
ity of administrative and legal proceedings, including legal docu-
ments related to such proceedings and existing delegations of au-
thority.

Enhancement of taxpayer access to Independent Appeals

In making access to Independent Appeals generally available to
all taxpayers, the establishment of the new office clarifies the
rights of taxpayers to review administrative case files and to pro-
test denial of access to Independent Appeals.

Taxpayer access to case files

The provision requires that the administrative case file referred
to Independent Appeals be available to certain individual and
small business taxpayers. The specified taxpayers that are eligible
are (1) individuals with adjusted gross incomes not exceeding
$400,000 and (2) entities with gross receipts not exceeding $5 mil-
lion for the taxable year to which the dispute relates. In deter-
mining whether persons are within the scope of the latter category,
rules similar to those used to determine whether persons should be
treated as a single employer for purposes of cash method account-
ing are to be applied.12 Eligible taxpayers must be able to review
the non-privileged portions of materials developed by the IRS not
later than 10 days prior to the requested conference with Inde-
pendent Appeals. In providing the materials, the IRS need not
produce for the taxpayer the documents that were initially pro-
vided to the IRS by the taxpayer. In addition, the taxpayer may
elect to waive the 10-day period and accept access to the materials
on the date of the scheduled conference.

Cases not referred to Independent Appeals

In cases in which the IRS has issued a notice of deficiency to a
taxpayer, the Commissioner must prescribe notice and protest pro-
cedures for taxpayers whose request for Independent Appeals con-
sideration is denied. Such protest procedures will be available to
taxpayers who have received a notice of deficiency in cases other
than those involving only frivolous positions within the meaning of
the Code.'3 The procedures must include a requirement that the
Commissioner notify a taxpayer of the denial in a written state-
ment that includes a statement of the facts underlying the basis for
the denial of the request together with a detailed explanation of
the reasons for denying the request for referral to Independent Ap-
peals. In addition, the written notice must advise the taxpayer of
the right to protest the denial of the request to the Commissioner
and include information about how to lodge such a protest.

12The aggregation rules are found at section 448(c)(2).
13Sec. 6702(c).
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The Commissioner must provide to Congress an annual written
report detailing the number of denials of access to Independent Ap-
peals and the reasons for such denials.

EFFECTIVE DATE

The provision is generally effective upon the date of enactment,
except with regard to the portion of the provision allowing taxpayer
access to case files, which is effective for cases in which the con-
ference occurs more than one year after the date of enactment.

B. IMPROVED SERVICE

1. COMPREHENSIVE CUSTOMER SERVICE STRATEGY (SEC. 1101 OF THE
BILL)

PRESENT LAW

The Code provides that the Commissioner has such duties and
powers as prescribed by the Secretary.l4 Unless otherwise specified
by the Secretary, such duties and powers include the power to ad-
minister, manage, conduct, direct, and supervise the execution and
application of the internal revenue laws or related statutes. In exe-
cuting these duties, the Commissioner depends upon strategic
plans that prioritize goals and manage its resources. In the current
strategic plan, adding and enhancing tools and support to improve
taxpayers and tax professionals’ interactions with the IRS to meet
theilr tax obligations is identified as one of the IRS’s six strategic
goals.15

REASONS FOR CHANGE

The Committee believes that it is important for the IRS to set
priorities, align activities with mission-related goals and objectives,
assign accountability, and develop and use information to monitor
progress and evaluate results. The Committee believes that this in-
formation will provide the IRS with tools the IRS can use to mon-
itor and evaluate how efficiently and effectively programs are
achieving their intended purposes. The Committee further believes
this provision is necessary to help determine whether public re-
sources have been used to achieve the purposes for which they
were appropriated.

EXPLANATION OF PROVISION

The provision requires the Secretary to develop a comprehensive
strategy for customer service and to submit such plan to Congress
not later than the date which is one year after the date of enact-
ment. The strategy will include: (1) a plan to determine appropriate
levels of online services, telephone call back services, and training
of employees providing customer services, based on best practices
of businesses and designed to meet reasonable customer expecta-
tions; (2) an assessment of all services that the IRS can co-locate
with other Federal services or offer as self-service options; (3) pro-
posals for long-term improvements over the next 10 fiscal years,
with appropriate short-term goals over the current and following

14 Sec. 7803(a).
15See Internal Revenue Service Strategic Plan FY2018-2022, Publication 3744, available at
https:/www.irs.gov/pub/irs-pdf/p3744.pdf.
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fiscal year and mid-term goals over the next three to five fiscal
years; (4) a plan to update guidance and training materials, includ-
ing the Internal Revenue Manual, for customer service employees
of the IRS to reflect such strategy; and (5) metrics for measuring
the IRS’s progress in implementing its strategy. Within two years
after the date of enactment, the Secretary or the Secretary’s dele-
gate is required to make public the updated guidance and training
materials in a user friendly fashion.

EFFECTIVE DATE
The provision is effective on the date of enactment.
2. IRS FREE FILE PROGRAM (SEC. 1102 OF THE BILL)
PRESENT LAW

The IRS has entered into cooperative relationships with commer-
cial return preparation service providers (known as the Free File
Alliance) to provide free Federal tax preparation and electronic fil-
ing services to eligible low-income or elderly taxpayers. Some of
these providers also offer free State tax preparation. This arrange-
ment is commonly known as the Free File Program. Taxpayers gen-
erally must select a designated service provider through the IRS’s
website to access commercial online software provided by the Free
File Alliance companies to prepare and file their tax returns. To

ualify, taxpayers must have adjusted gross income (AGI) of
%66,000 or less (for 2018 returns). Each participating company sets
its own eligibility requirements and not all taxpayers will qualify
to use the software of all companies. There is no fee for taxpayers
using the Free File Program, and Free File Alliance companies also
do not pay any fee to the IRS to participate in the program.

REASONS FOR CHANGE

The Committee believes that the IRS Free File program should
be maintained and enhanced because the program increases e-file
participation, provides more free online options to taxpayers, and
eases tax preparation and filing. The Committee also believes that
identifying and implementing innovative new program features will
be helpful in continuing to reduce the burden on taxpayers.

EXPLANATION OF PROVISION

The provision requires the Secretary, or the Secretary’s delegate,
in cooperation with the private sector, to maintain the current IRS
Free File Program that provides free individual income tax prepa-
ration and electronic filing services to the lowest 70 percent of tax-
payers by adjusted gross income (“AGI”) as ranked annually by the
prior year taxpayer AGI data. The provision requires the IRS Free
File Program to continue to make available to taxpayers at all in-
come levels a basic, online electronic fillable forms utility. The pro-
vision further requires the IRS Free File Program work with State
government agencies to enhance and expand the use of the pro-
gram to provide needed benefits to taxpayers while reducing the
cost of processing returns.

The provision also requires the Secretary, or the Secretary’s dele-
gate, in cooperation with the private sector, to identify and imple-
ment innovative new program features to improve and simplify the
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taxpayer experience with completing and filing individual tax re-
turns.

EFFECTIVE DATE
The provision is effective on the date of enactment.

3. LOW-INCOME EXCEPTION FOR PAYMENTS OTHERWISE REQUIRED IN
CONNECTION WITH A SUBMISSION OF AN OFFER-IN-COMPROMISE
(SEC. 1103 OF THE BILL AND SEC. 7122 OF THE CODE)

PRESENT LAW

The IRS is authorized to enter into offers-in-compromise under
which the taxpayer and Federal government agree that a tax liabil-
ity may be satisfied by payment of less than the full amount
owed.1® An offer-in-compromise may be accepted on one of three
grounds: (1) doubt as to liability, available in cases in which the
validity of the actual tax liability is in question; (2) doubt as to col-
lectability based on lack of sufficient assets from which the tax, in-
terest, and penalties can be paid in full; or (3) effective tax admin-
istration, applicable in a case in which collection in full would
cause the taxpayer economic hardship such that compromise rather
than collection would better encourage tax compliance.l? If the un-
paid tax liabilities total $50,000 or more, an offer-in-compromise
can be accepted only if a public report is filed, supported by a writ-
ten opinion from the IRS Chief Counsel, stating the reasons for the
compromise, the amounts of assessed tax, penalties and interest,
and the amounts actually paid pursuant to the offer-in-com-
promise.18

Taxpayers making a lump sum offer-in-compromise must include
a nonrefundable payment of 20 percent of the lump sum with the
initial offer (herein, “upfront partial payment”).1® The IRS waives
this upfront partial payment when an offer is submitted by a low-
income taxpayer, defined as an individual who falls at or below 250
percent of the poverty guidelines published by the Department of
Health and Human Services, or such other measure that is adopted
by the Secretary (herein, “low-income taxpayer”).20 Taxpayers seek-
ing an offer-in-compromise involving periodic payments must pro-
vide a nonrefundable payment of the first installment that would
be due if the offer were accepted.2!

In general, a taxpayer is required to provide a user fee for proc-
essing the offer-in-compromise.22 However, no fee will be charged
if an offer either is based solely on doubt as to liability or is made
by a low-income taxpayer.23

16 Sec. 7122.

17Treas. Reg. sec. 1.7122-1(b). For this purpose, economic hardship is defined under Treas.
Reg. sec. 301.6343-1.

18 Sec. 7122(b); Treas. Reg. sec. 1.7122-1(e)(6). The $50,000 threshold was raised from $500
in 1996. Sec. 503 of the Taxpayer Bill of Rights 2, Pub. L. No. 104-168.

19 Sec. 7122(c)(1)(A).

20 Notice 2006-68, 2006-31 I.R.B. 105, July 31, 2006.

21 Sec. 7122(c)(1)(B).

22Treas. Reg. sec. 300.3(b). The fee for processing an offer to compromise on or after January
1, 2014, is $186. Proposed Treasury regulations would increase the fee to $300. 81 Fed. Reg.
70654 (Nov. 28, 2016).

23 Treas. Reg. sec. 300.3(b)(d) and (ii).
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REASONS FOR CHANGE

The Committee believes that the offer-in-compromise program
has been successful in raising revenue both from offers and by
bringing taxpayers back into the system. The Committee also be-
lieves that certain low-income taxpayers are unable to participate
in the program because they cannot afford the user fee or upfront
payment. The Committee believes that, with the low-income tax-
payer exception, access to the program would be substantially in-
creased resulting in improved ability to obtain the collectable por-
tion of existing tax liabilities. The Committee believes that codi-
fying the exception helps ensure that there will be no decrease in
the number of legitimate offers submitted, the number of offers ac-
cepted, and the number of individuals reentering the tax system.

EXPLANATION OF PROVISION

The provision codifies the current low-income taxpayer exception
with respect to any user fee or upfront partial payment imposed
with respect to any offer-in-compromise. The provision makes clear
that the determination of low-income is based on the individual’s
adjusted gross income as determined for the most recent tax year
for which such information is available.

EFFECTIVE DATE

The provision applies to offers-in-compromise submitted after the
date of enactment.

C. SENSIBLE ENFORCEMENT

1. INTERNAL REVENUE SERVICE SEIZURE REQUIREMENTS WITH
RESPECT TO STRUCTURING TRANSACTIONS (SEC. 1201 OF THE BILL)

PRESENT LAW

The Bank Secrecy Act of 1970 (“BSA”) mandates a reporting and
recordkeeping system that assists Federal law enforcement and
regulatory agencies in the detection, monitoring, and tracing of cer-
tain monetary transactions.24 The reporting requirements are im-
posed on individuals, financial institutions, and non-financial
trades and businesses that act similar to financial institutions.25
The requirements include reporting currency transactions exceed-
ing $10,000.

To circumvent these reporting requirements, individuals some-
times structure cash transactions to fall below the $10,000 report-
ing threshold (referred to as “structuring”). In other words, instead
of conducting a single transaction in currency in an amount that
would require a report to be filed or record made by a financial in-
stitution, an individual conducts a series of currency transactions,
willfully keeping each individual transaction at an amount below
$10,000 to evade reporting or recording. Structuring can be used to
conceal illegal cash-generating activities, such as the selling of nar-
cotics, and to conceal income earned legally in order to evade the
payment of taxes. Structuring (or attempts to structure) for the

24The Bank Secrecy Act, 31 U.S.C. secs. 5311-5332.
2531 U.S.C. sec. 5312(a)(1).
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purpose of evading the reporting and recordkeeping requirements 26
is subject to both civil and criminal penalties.2?

Present law authorizes forfeiture of property involved in trans-
actions or attempted transactions28 in violation of these rules in
accordance with the procedures governing civil forfeitures in money
laundering cases.29

The Secretary has delegated responsibility for implementing and
enforcing the BSA to the Director, Financial Crimes Enforcement
Network (“FinCEN”), who in turn re-delegated responsibility for
civil compliance with the law to various Federal agencies including
the IRS.30 The scope of that delegation of authority was expanded
by the USA PATRIOT Act of 2001,31 and includes authority to de-
termine and enforce civil penalties.32 The IRS administers 1ts dele-
gated authority under the BSA through the IRS Small Business/
Self-Employed Division, with assistance from the IRS Criminal In-
vestigation Division (“IRS-CID”).

If a person prevails in a civil forfeiture proceeding involving sei-
zure of currency, the United States is liable for reasonable attorney
fees and other litigation costs reasonably incurred by the claimant,
post-judgment interest, and interest actually paid to the United
States from the date of seizure or arrest of the property that re-
sulted from the investment of the property in an interest-bearing
account or instrument as well as imputed interest for any period
for which no interest was paid.33

Prior to October 2014, the IRS provided partial relief in struc-
turing transactions involving a first offense, a legitimate funding
source, and no criminal conviction. The IRS procedures also re-
quired its criminal investigation division to consider additional
mitigating or aggravating factors. On October 17, 2014, IRS-CID
issued guidance on how it will conduct seizures and forfeitures in
its structuring cases.3¢ Pursuant to this guidance, the IRS will not

2631 U.S.C. sec. 5324(a); 31 U.S.C. sec 5322.

27 A person who willfully violates the law is subject to a fine of not more than $250,000, or
imprisonment for not more than five years, or both. 31 U.S.C. sec. 5324(a); 31 U.S.C. sec. 5322.

2831 U.S.C. sec. 5317(c)(2).

29 See 18 U.S.C. sec. 981.

30 Treasury Order 180-01, available at https:/www.treasury.gov/about/role-of-treasury/orders-
directives/Pages/to180-01.aspx, delegating authority to FinCEN. 31 C.F.R. sec. 103.56(b)(8). At
the time of the initial delegation, FInCEN was an entity created by regulatory action, but has
since been explicitly authorized by statute. 31 U.S.C. sec. 310.

31Treasury Order 180-01. For a discussion of the relationship between FinCEN and the agen-
cies to which it re-delegated authority, see, Office of Inspector General, “TERRORIST FINANC-
ING/MONEY LAUNDERING: Responsibility for Bank Secrecy Act Is Spread Across Many Orga-
nizations,” OIG-08-030 (April 9, 2008), available at https://www.treasury.gov/about/organiza-
tional-structure/ig/Documents/oig08030.pdf.

32 A penalty may be assessed before the end of the six-year period beginning on the date of
the transaction with respect to which the penalty is assessed. 31 U.S.C. sec. 5321(b)(1). A civil
action for collection may be commenced within two years of the later of the date of assessment
and %z} date a judgment becomes final in any a related criminal action. 31 U.S.C. sec.
5321(b)(2).

3328 U.S.C. sec. 2465(b)(1). The imputed interest that may be paid under that section is the
amount that such currency, instruments, or proceeds would have earned at the rate applicable
to the 30-day Treasury Bill, for any period for which no interest was paid (not including any
period when the property reasonably was in use as evidence in an official proceeding or in con-
ducting scientific tests for the purpose of collecting evidence), commencing 15 days after the
property was seized by a Federal law enforcement agency, or was turned over to a Federal law
enforcement agency by a State or local law enforcement agency.

34 Memorandum for Special Agents in Charge Criminal Investigation, October 17, 2014, avail-
able at http:/ij.org/wp-content/uploads/2015/07/1J068495.pdf. Written Testimony of John A
Koskinen and Richard Weber, House Committee on Ways and Means Subcommittee on Over-
sight on “Financial Transaction Structuring,” May 25, 2016, available at https:/www.irs.gov/uac/
newsroom/written-testimony-of-john-a-koskinen-and-richard-weber-before-the-house-committee-
on-ways-and-means-subcommittee-on-oversight-on-financial-transaction-structuring-may-25-
2016; New IRS Special Procedure to Allow Property Owners to Request Return of Property,
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pursue seizure and forfeiture of funds associated only with so-
called “legal source” structuring unless (1) there are exceptional
circumstances justifying the seizure and forfeiture and (2) the case
is approved by the Director of Field Operations.

REASONS FOR CHANGE

The Committee is aware that people sometimes structure series
of cash transactions so that each transaction falls below $10,000 in
order to circumvent BSA reporting and recordkeeping require-
ments. Structuring (or attempts to structure) for the purpose of
evading the BSA reporting and record keeping requirements 35 is
subject to both civil and criminal penalties because structuring
may represent an attempt to conceal illegal activities such as the
selling of narcotics or evasion of taxes, for example.

The Committee is also aware of numerous instances in which the
IRS seized taxpayer assets on the basis of suspected structuring in
violation of BSA reporting and recordkeeping rules. The Committee
believes it is necessary to limit the authority of the IRS by requir-
ing that the IRS show probable cause that funds subject to for-
feiture for structuring were derived from an illegal source or con-
nected to other criminal activity before the IRS can seize funds.
The Committee also believes it is necessary to implement new pro-
cedural protections for persons whose assets the IRS has seized in
such forfeiture actions, including a post-seizure hearing.

EXPLANATION OF PROVISION

The provision provides that in the case of a suspected structuring
violation, the IRS may only pursue seizure or forfeiture of assets
if either the property to be seized was derived from an illegal
source or the transactions were structured for the purpose of con-
cealing a violation of a criminal law or regulation other than rules
against structuring.

The provision establishes post-seizure notice and review proce-
dures for IRS seizures based on suspected structuring violations.
The IRS must, within 30 days, make a good faith effort to find all
persons with an ownership interest in the property seized and in-
form him or her of certain post-seizure hearing rights provided
under the provision. This 30-day notice requirement may be ex-
tended an additional 30 days if the IRS can establish to a court
probable cause of an imminent threat to national security or per-
sonal safety. If a notice recipient requests a court hearing within
30 days of the notice, the property is required to be returned unless
the court finds that there is probable cause to believe that a struc-
turing violation occurred involving such property and the property
to be seized was derived from an illegal source or the funds were
structured for the purpose of concealing the violation of a criminal
law or regulation other than the structuring provisions of the BSA.

Funds in Specific Structuring Cases, June 16, 2016, available at https://www.irs.gov/uac/news-
room/new-irs-special-procedure-to-allow-property-owners-to-request-return-of-property-funds-in-
specific-structuring-cases; Letter to Chairman Roskam and Ranking Member Lewis summa-
rizing planned actions, June 10, 2016, available at http:/waysandmeans.house.gov/wp-content/
uploads/2016/06/6.9-Roskam-Lewis-Response-Letter-and-Enclosure.pdf.

3531 U.S.C. secs. 5313(a), 5324(a).
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EFFECTIVE DATE
The provision is effective on the date of enactment.

2. EXCLUSION OF INTEREST RECEIVED IN ACTION TO RECOVER PROP-
ERTY SEIZED BY THE INTERNAL REVENUE SERVICE BASED ON
STRUCTURING TRANSACTION (SEC. 1202 OF THE BILL AND NEW SEC.
139H OF THE CODE)

PRESENT LAW

Nothing in the BSA or the administrative guidance issued by the
IRS affects the Federal tax treatment of the interest that may be
paid to a successful litigant in civil asset forfeiture proceedings.
The Code provides no specific exclusion from gross income or de-
duction from adjusted gross income for interest received by a suc-
cessful litigant pursuant to an action to recover property seized by
the IRS pursuant to the BSA. Accordingly, the interest received is
includable in gross income under the Code.

REASONS FOR CHANGE

The Committee believes interest received from the Federal gov-
ernment on wrongly seized property should be exempt from income
tax if a court determines the Government must return the funds
and interest accrued to the victim of IRS abuse.

EXPLANATION OF PROVISION

The provision amends the Code to exclude from gross income any
interest received from the Federal Government in connection with
an action to recover property seized by the IRS pursuant to a
claimed violation of the structuring provisions of the BSA.

EFFECTIVE DATE

The provision applies to interest received on or after the date of
enactment.

3. CLARIFICATION OF EQUITABLE RELIEF FROM JOINT LIABILITY (SEC.
1203 OF THE BILL AND SEC. 6015 OF THE CODE)

PRESENT LAW

If a married couple elects to file a tax return on which they re-
port their income jointly, they are generally jointly and severally
liable for the entire tax liability that should have been reported on
the joint return.36 A spouse may be entitled to relief from joint li-
ability, in whole or in part, under the innocent spouse relief provi-
sions of the Code.

Grounds for relief from joint liability

There are three types of relief: general innocent spouse relief; re-
lief for spouses no longer married or legally separated (separation
of liabilities); and equitable relief. The grounds for relief and its
scope differ among these three types of relief. In addition, the first
two types of relief must be sought no later than two years after the

36Sec. 6103(d).
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date the IRS began collection activities against the electing spouse.
For equitable relief, there is no limitations period in the statute.

General relief from joint liability with respect to an understate-
ment of tax is available to all joint filers who make a timely elec-
tion for such relief and are able to establish the following.37 First,
the electing spouse must establish that the underpayment is attrib-
utable to the erroneous items of the other spouse. Second, the elect-
ing spouse must show that at the time of signing the return, he or
she did not know or have reason to know there was an understate-
ment of tax. Finally, relief is granted only if it is inequitable to
hold the electing spouse liable for the deficiency in tax, based on
all facts and circumstances.

Separation of liabilities relief from joint liability with respect to
a deficiency is available to persons who are no longer married, are
legally separated, or were no longer living together in the 12
months ending with the date innocent spouse relief is elected.38
The individual electing relief on this basis must establish the por-
tion of any deficiency that is appropriately allocable to him or her.
Special rules are provided in the Code for determining allocation
of items that benefit one spouse more than the other, property
transfers, and children’s liability. Relief otherwise available is not
permitted with respect to items of which a spouse was aware at the
time the return was signed and which contributed to a deficiency.

Equitable relief from joint liability may be available to those
spouses who are ineligible under the provisions for general relief or
separation of liabilities relief.3° Such relief is granted only if, tak-
ing into account all facts and circumstances, it is inequitable to
hold the individual liable for the unpaid portion of tax or for a defi-
ciency with respect to the joint return.

Availability and scope of judicial review

If an individual elects to have the general relief provision or the
separation of liabilities relief provision apply with respect to a defi-
ciency, the individual may petition the Tax Court to review unfa-
vorable determinations by the IRS with respect to the claimed re-
lief. The Tax Court has held that its authority to review such IRS
determinations is under a de novo standard.4?

The claim for relief from joint liability must be filed no later than
90 days after the notice of final determination on relief from joint
liability and no earlier than the earlier of the mailing of such no-
tice of final determination or the date which is six months after
electing such relief. During the pendency of the Tax Court pro-
ceeding, or during the period in which a petition may be filed, col-
lection action is restricted.

In contrast to claims under the general relief or separation of li-
abilities provisions described above, the extent to which a denial of
a claim for equitable relief from joint liability is also subject to judi-
cial review by the Tax Court, the scope of that review, and the
standard for any review have been the subject of conflicting appel-
late decisions. An abuse of discretion standard based on court re-
view of the administrative record was held to be the correct stand-

37Sec. 6015(b).
38 Sec. 6015(c).
39 Sec. 6015(f).
40 Sec. 6015(e)(1).
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ard in some instances,%! but other courts have permitted review of
information beyond the administrative record while applying an
abuse of discretion standard.42 Still others have applied a de novo
s‘gandgrd to both the scope of the review and the standard of re-
view.

REASONS FOR CHANGE

The Committee is aware that the extent to which a denial of a
claim for equitable relief from joint liability is subject to judicial re-
view by the Tax Court and the scope of any such review have been
the subject of conflicting appellate decisions. As a result, persons
residing in different states, but whose circumstances are otherwise
similar, may be accorded different rights to judicial review under
the Code. The Committee believes that such disparity of treatment
can be avoided if the statute is clarified to confer a right to judicial
review in all cases, and to specify the scope of such review.

EXPLANATION OF PROVISION

Under the provision, Tax Court review of innocent spouse equi-
table relief cases is not limited to the administrative record, but it
may consider evidence that is newly discovered or was previously
unavailable. The provision also clarifies that the Tax Court has ju-
risdiction to review a denial of equitable claims for relief from joint
liability, and is not limited to a review for abuse of discretion by
the IRS.

The provision allows taxpayers to request equitable relief with
respect to any unpaid liability before the expiration of the collection
period or, if paid, before the expiration of the applicable limitations
period for claiming a refund or credit.

EFFECTIVE DATE

The provision applies to petitions or requests filed or pending on
or after the date of enactment.

4. MODIFICATION OF PROCEDURES FOR ISSUANCE OF THIRD-PARTY
SUMMONS (SEC. 1204 OF THE BILL AND SEC. 7609 OF THE CODE)

PRESENT LAW

The IRS has broad statutory authority to require production of
information in the course of an examination.4* A request for infor-
mation in the form of an administrative summons is enforceable if
the IRS establishes its good faith, as evidenced by the factors enun-
ciated by the Supreme Court in United States v. Powell.#5> The U.S.
Supreme Court articulated four basic elements necessary to estab-
lish that the government issued a summons in good faith: (1) the
investigation must be conducted for a legitimate purpose; (2) the
information sought is relevant to and “may shed light on” that le-
gitimate purpose; (3) the requested information is not already in

41 Jonson v. Commissioner, 118 T.C. 106, 125 (2002), aff'd on other grounds, 353 F.3d 1181
(10th Cir. 2003); Mitchell v. Commissioner, 292 F.3d 800, 807 (D.C. Cir. 2002); Cheshire v. Com-
missioner, 282 F.3d 326, 337-38 (5th Cir. 2002).

42 Commissioner v. Neal, 557 F.3d 1262 (11th Cir. 2009).

43 Wilson v. Commissioner, 705 F.3d 980 (9th Cir. 2013), acq’d, I.R.B. 2013-25 (June 17, 2013);
Porter v. Commissioner, 132 T.C. 203, 132 T.C. No. 11 (2009).

44Sec. 7602.

45 United States v. Powell, 379 U.S. 48 (1964).
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the possession of the IRS; and (4) the IRS complied with all statu-
torily required administrative steps.4¢ Subsequent to United States
v. Powell, the legitimacy of using an administrative summons in
furtherance of an investigation into criminal violations was vali-
dated in United States v. LaSalle National Bank,47 in which the
Supreme Court determined that the dual civil and criminal purpose
was legitimate, so long as there had not yet been a commitment
to refer the case for prosecution.

The use of this summons authority to obtain information from
third-parties is subject to certain procedural safeguards,*® but oth-
erwise the same good faith elements are analyzed to determine
whether the summons should be enforced.+® When the existence of
a possibly non-compliant taxpayer is known but not his identity, as
in the case of holders of offshore bank accounts or investors in par-
ticular abusive transactions, the IRS is able to issue a summons
(referred to as a “John Doe” summons) to learn the identity of the
taxpayer, but must first meet significantly greater statutory re-
quirements to guard against fishing expeditions.

An effort to learn the identity of unnamed John Does requires
that the United States seek judicial review in an ex parte pro-
ceeding prior to issuance of the John Doe summons. In its applica-
tion and supporting documents,>° the United States must establish
that the information sought pertains to an ascertainable group of
persons, that there is a reasonable basis to believe that taxes have
been avoided, and that the information is not otherwise available.5!
The reviewing court does not determine whether the John Doe
summons will ultimately be enforceable. Once a court has deter-
mined that the predicate for issuance of a summons is met, the
summons is served, and the summoned party served may challenge
enforcement of the summons, based on the Powell factors. It is not
entitled to judicial review of the ex parte ruling that permitted
issuance of the summons.?2 Nevertheless, enforcement of a John
Doe summons is likely to be subject to time-consuming challenges,
possibly warranting an extension of the limitations period.

REASONS FOR CHANGE

The Committee believes that the John Doe summons is a useful
tool, but that it is important that the information sought in the
summons be at least potentially relevant to the tax liability of an
ascertainable group.

The Committee also believes that the use of this important tool
has at times potentially exceeded its intended purpose. A John Doe
summons is not intended to be an opening bid for information from
the party being served nor is it intended to be used for the pur-
poses of a fishing expedition. Given the IRS’s past use of this au-

46 United States v. Powell, 379 U.S. 48, pp. 57-58 (1964).

47437 U.S. 298 (1978); codified in section 7609(c).

48 Sec. 7609.

49 Tiffany Fine Arts, Inc. v. United States, 479 U.S. 310 (1985).

50 Sec. 7609(h)(2) provides that the determination will be made ex parte, solely on the plead-

ings.

51Sec. 7609(f).

52 United States v. Samuels, Kramer & Co., and First Western Government Securities, Inc., 712
F.2d 1342 (9th Cir. 1983), which affirmed a lower court determination that the issuance of the
John Doe summons was not subject to review, but reversed and remanded to permit a limited
evidentiary hearing on whether the Powell standard was met.
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thority, the Committee feels it is necessary to clarify its intended
usage.

EXPLANATION OF PROVISION

The provision prevents the Secretary from issuing a John Doe
summons unless the information sought to be obtained is narrowly
tailored and pertains to the failure (or potential failure) of the per-
son or group or class of persons referred to in the statute to comply
with one or more provisions of the Code which have been identified.
The provision is not intended to change the Powell standard or oth-
erwise affect the IRS’s burden of proof.

EFFECTIVE DATE

The provision applies to summonses served after the date that is
45 days after the date of enactment.

5. PRIVATE DEBT COLLECTION AND SPECIAL COMPLIANCE PERSONNEL
PROGRAM (SEC. 1205 OF THE BILL AND SEC. 6306 OF THE CODE)

PRESENT LAW

Qualified tax collection contracts

The Code permits the IRS to use private debt collection compa-
nies to locate and contact taxpayers owing outstanding tax liabil-
ities of any type?3 and to arrange payment of those taxes by the
taxpayers.54 For this purpose, the Secretary enters into qualified
tax collection contracts for the collection of inactive tax receivables.
Under these contracts, if the taxpayer cannot pay in full imme-
diately, the private debt collection company offers the taxpayer an
installment agreement providing for full payment of the taxes over
a period of as long as five years.

Inactive tax receivables are defined as any tax receivable (i) re-
moved from the active inventory for lack of resources or inability
to locate the taxpayer, (ii) for which more than 1/3 of the applicable
limitations period has lapsed and no IRS employee has been as-
signed to collect the receivable; and (iii) for which, a receivable has
been assigned for collection but more than 365 days have passed
without interaction with the taxpayer or a third party for purposes
of furthering the collection. Tax receivables are defined as any out-
standing assessment which the IRS includes in potentially collect-
ible inventory.

Certain tax receivables are not eligible for collection under quali-
fied tax collection contracts, if such receivable: (i) is subject to a
pending or active offer-in-compromise or installment agreement; (ii)
is classified as an innocent spouse case; (iii) involves a taxpayer
identified by the Secretary as being (a) deceased, (b) under the age
of 18, (c¢) in a designated combat zone, or (d) a victim of tax-related
identity theft; (iv) is currently under examination, litigation, crimi-
nal investigation, or levy; or (v) is currently subject to a proper ex-
ercise of a right of appeal.

53This provision generally applies to any type of tax imposed under the Internal Revenue
Code.
54¢Sec. 6306.
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Special compliance personnel program

An amount not greater than 25 percent of the amount collected
under any qualified tax collection contract is to be used to fund a
special compliance personnel program. The Secretary is required to
establish an account for the hiring, training, and employment of
special compliance personnel. No other source of funding for the
program is permitted, and funds deposited in the special account
are restricted to use for the program, including reimbursement of
the IRS and other agencies for the cost of administering the quali-
fied debt collection program and all costs associated with employ-
ment of special compliance personnel and the retraining and reas-
signment of other personnel as special compliance personnel. Spe-
cial compliance personnel are individuals employed by the IRS to
serve either as revenue officers performing field collection func-
tions, or as persons operating the automated collection system.

REASONS FOR CHANGE

The Committee believes that an exception from the private debt
collection program is needed for certain low-income individual tax-
payers to protect such taxpayers from entering into payment plans
they cannot afford, which ultimately does not result in an increase
in actual payments recovered. The Committee intends that by
eliminating certain low-income taxpayers from the private debt col-
lection program efforts can be focused on collecting debt from tax-
payers with an ability to pay and higher dollar debts.

The Committee also believes that modifying the definition of in-
active tax receivables to include those in which more than two
years has passed since assessment will result in an increase in ac-
tual payments recovered.

The Committee further believes that codifying the current IRS
practice permitting seven-year installment agreements for the pri-
vate debt collection program will result in fairer tax administration
and an increase in actual payments received.

The Committee believes that, to ensure the special compliance
personnel program is operating effectively, a clarification is needed
to make clear that the IRS may use funds from the special compli-
ance personnel program account for various program costs, includ-
ing information technology associated with implementing the pro-
gram.

EXPLANATION OF PROVISION

The provision makes certain additional tax receivables of indi-
vidual taxpayers ineligible for collection under qualified tax collec-
tion contracts. Such receivables involve a taxpayer (1) substantially
all of whose income consists of disability insurance benefits under
section 233 of the Social Security Act (referred to as Social Security
Disability Insurance or SSDI) or supplemental security income ben-
efits under title XVI of the Social Security Act (referred to as Sup-
plemental Security Income or SSI) or (2) whose adjusted gross in-
come, as determined for the most recent taxable year for which in-
formation is available, does not exceed 200 percent of the applica-
ble poverty level (as determined by the Secretary).

The provision also modifies the definition of inactive tax receiv-
able by replacing the condition that more than 1/3 of the applicable
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limitations period has lapsed with the requirement that “more than
two years has passed since assessment.” The provision retains the
requirement that no IRS employee has been assigned to collect the
receivable.

The provision also modifies the definition of a qualified tax col-
lection contract to allow the private debt collection company to offer
the taxpayer an installment agreement providing for full payment
of the taxes over a period of as long as seven years, replacing the
current law period of five years.

The provision clarifies that the IRS may use funds from the spe-
cial compliance personnel program account for various program
costs, including the costs of hiring any personnel, communications,
software, technology, and reimbursement of the IRS or other gov-
ernment agencies for the cost of administering the qualified tax col-
lection program.

EFFECTIVE DATE

The provision to make certain tax receivables of individual tax-
payers ineligible for collection under qualified tax collection con-
tracts and the provision to modify the definition of inactive tax re-
ceivables applies to tax receivables identified by the Secretary (or
the Secretary’s delegate) after December 31, 2020.

The provision to modify the definition of a qualified tax collection
contract applies to contracts entered into after the date of enact-
ment.

The provision relating to the use of the special compliance per-
sonnel program account applies to amounts expended from the ac-
count after the date of enactment.

6. REFORM OF NOTICE OF CONTACT OF THIRD PARTIES (SEC. 1206 OF
THE BILL AND SEC. 7602 OF THE CODE)

PRESENT LAW

The IRS may not contact any person other than the taxpayer
with respect to the determination or collection of the tax liability
of the taxpayer without providing reasonable notice in advance to
the taxpayer that the IRS may contact persons other than the tax-
payer. The IRS is required to provide periodically to the taxpayer
a record of persons contacted during the prior period by the IRS
with respect to the determination or collection of that taxpayer’s
tax liability. This record is also required to be provided upon re-
quest of the taxpayer. This notice requirement does not apply to
criminal tax matters, if the collection of the tax liability is in jeop-
ardy, if the Secretary determines for good cause shown that disclo-
sure may involve reprisal against any person, or if the taxpayer au-
thorized the contact.

REASONS FOR CHANGE

The Committee believes that the current notification requirement
before the IRS contacts third parties regarding examination or col-
lection activities is insufficient.55 Such contacts may have a chilling

55 Testimony of Kathy Petronchak, House Committee on Ways and Means, Subcommittee on
Oversight Hearing on “Resolving Taxpayer Disputes,” September 13, 2017, p. 9, available at
https://waysandmeans.house.gov/wp-content/uploads/2017/09/20170913-OS-Testimony-
Petronchak.pdf (“Such notice is useless and does not effectively apprise taxpayers that such con-
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effect on the taxpayer’s business and could damage the taxpayer’s
reputation in the community. The Committee believes that the pro-
vision’s notification requirements will provide taxpayers more of an
opportunity to resolve issues and volunteer information before the
IRS contacts third parties.

EXPLANATION OF PROVISION

The provision replaces the requirement that the IRS provide rea-
sonable notice in advance to the taxpayer with a requirement that
the taxpayer be provided, at least 45 days before the beginning of
the period of contact, notice that contacts with persons other than
the taxpayer are intended. The period of contact may not be great-
er than one year. However, notices are permitted to be issued to
the same taxpayer with respect to the same tax liability with peri-
ods specified that, in the aggregate, exceed one year. The provision
requires the notice to be provided only if there is a present intent
at the time such notice is given for the IRS to make such contacts.
This intent can be met on the basis of the assumption that the in-
formation sought to be obtained will not be obtained by other
means before such contact.

EFFECTIVE DATE

The provision applies to notices provided, and contacts made,
after the date which is 45 days after the date of enactment.

7. MODIFICATION OF AUTHORITY TO ISSUE DESIGNATED SUMMONS
(SEC. 1207 OF THE BILL AND SEC. 6503(J) OF THE CODE)

PRESENT LAW

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 with such requests, whether by failing
to respond or by providing inadequate or incomplete responses. In
such cases, if the necessary information cannot be developed from
other witnesses or sources, the IRS seeks information by issuing an
administrative summons.56 If the taxpayer does not cooperate with
the request in the summons, the IRS may refer the summons to
the Department of Justice to seek and obtain an order for enforce-
ment in Federal court. If the summons in question was issued to
a third-party rather than the taxpayer, the taxpayer may petition
the court to quash an administrative summons.57

In United States v. Powell,58 the U.S. Supreme Court articulated
four basic elements necessary to establish that the government
issued a summons in good faith: (1) the investigation must be con-
ducted for a legitimate purpose; (2) the information sought is rel-
evant to and “may shed light on” that legitimate purpose; (3) the
requested information is not already in the possession of the IRS;
and (4) the IRS complied with all statutorily required administra-
tive steps. All petitions to enforce an administrative summons must

tact will be made, to whom it will be made, or that the taxpayer can request a third party con-
tact report from the IRS.”).

56 Sec. 7602.

57 Sec. 7609.

58 United States v. Powell, 379 U.S. 48, pp. 57-58 (1964).
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include allegations and supporting declarations to establish that
the good faith standards are met.5° Although the good faith stand-
ards established in United States v. Powell apply to all administra-
tive summonses, they are not the sole source of limitations on the
IRS’s ability to compel production of information during an exam-
ination.60

Neither service of an administrative summons nor government-
initiated action for judicial enforcement is sufficient to suspend the
limitations period.6! As a result, in the case of an examination of
complicated issues of a large corporation, involving voluminous
records, numerous witness interviews, and possible expert reports,
the general three-year period for assessment may be inadequate to
allow for completion of an examination.®2 In such cases, the limita-
tions period is often but not always extended by agreement of the
parties. An uncooperative taxpayer could force a premature conclu-
sion to an audit by delaying responses and allowing the statute to
expire. To guard against such situations in cases in which the IRS
requires additional information and time to complete its work,53
the Code authorizes issuance of a designated summons that trig-
gers suspension of the limitations period if judicial enforcement
proceedings are initiated.

A designated summons is an administrative summons that is
issued to a large corporation (or person to whom the corporation
has transferred the requested books and records) with respect to
one or more taxable periods currently under examination in the Co-
ordinated Industry Case program and meets three conditions.
First, it must be reviewed and approved by the Division Commis-
sioner and Division Counsel of the relevant IRS operating division
or organization with jurisdiction over the return. Second, it must
be issued at least 60 days before the expiration of the assessment
limitations period (as extended). Finally, it must clearly state that
it is a “designated summons.” 8¢ No more than one designated sum-
mons may be issued with respect to a return under examination.

59 Department of Justice, Tax Division, Summons Enforcement Manual, (updated through July
2011), available at https://www.justice.gov/sites/default/files/tax/legacy/2011/08/31/
SumEnfMan_July2011.pdf.

60 See, e.g., secs. 7602 (summonses in furtherance of a criminal investigation may be issued,
provided that the IRS has not referred the investigation to the Department of Justice for pros-
ecution of the taxpayer whose tax liability is the subject of the summons), 7609 (summons
issued to a third-party record-keeper), 7611 (examinations of churches), 7612 (summons for com-
puter software). Summonses to obtain information responsive to a request for exchange of infor-
mation under a tax treaty present special enforcement issues, both procedural and substantive
as well. Mazurek v. United States, 271 F.3d 226 (5th Cir. 2001).

61In the case of third-party summonses, the limitations period is suspended if a taxpayer
named in the summons initiates a proceeding to quash the summons, or if compliance with the
summons remains unresolved as of the date which is six months after service of the summons.

62Sec. 6501 (income taxes are generally required to be assessed within three years after a
taxpayer’s return is filed, whether or not it was timely filed); sec. 6501(c) (there are several cir-
cumstances under which the general three-year limitations period does not begin to run, includ-
ing failure to file a return or filing a false or fraudulent return with the intent to evade tax,
extensions by agreement of the taxpayer and IRS, substantial omissions of income, or failure
to disclose or report a listed transaction as requlred under section 6011 on any return or state-
ment for a taxable year); sec. 6503 (there are also circumstances under which the three-year
limitations period is suspended, including the issuance of a designated summons).

63In describing the provision when it was first enacted, the Conference report for the Omni-
bus Reconciliation Act of 1990 explained, “This provision is designed to preserve the ability of
the IRS to conclude the audit and assess any taxes that may be due regardless of the length
of time that it might take to obtain judicial resolution of the summons enforcement lawsuit.”
H. Rept. 101-964, p. 1073. Omnibus Budget Reconciliation Act of 1990, Conf. Rept. to Accom-
pany H.R. 5835.

64 Section 6503(j) refers to the regional officials and the Coordinated Examination Program or
their successors. The Division Counsel and Commissioner of the relevant office with jurisdiction
over the return have been identified in regulation as the appropriate successor officials. Treas.
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If a designated summons is issued, and the taxpayer complies
without any judicial enforcement proceeding, no suspension of the
limitations period occurs. If the government initiates enforcement
proceedings, the limitations period is suspended for the judicial en-
forcement period of that summons and any related summonses, i.e.,
summonses relating to the same return and issued within 30 days
after the issuance of the designated summons. If the court pro-
ceeding results in an order to comply with the summons, the limi-
tations period is also suspended for a period of 120 days from the
first day after the close of the judicial enforcement period. In addi-
tion, the limitations period expires no earlier than 60 days after
the close of the judicial enforcement period, if the court does not
order compliance with the summons.

Since enactment of the designated summons provision in 1990,
few such summonses have been issued.6> The IRS is now required
to submit annual reports to Congress on the number of designated
summonses issued each year.6¢ Since 1995, three have been issued,
most recently in 2014.67

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 also recognizes that the mere threat
of the use of this tool can cause concern for taxpayers. The Com-
mittee is also cognizant that these summonses, though rarely
issued, are needed due to the complexity of audits and lack of co-
operation that the IRS may face in some of the largest and most
complex cases. In recognition of these competing concerns, the
Committee believes that the administrative process for approval
and review of such summons should be tightened by requiring that
a written statement be attached to the summons, in which the IRS
establishes the need for the summons and that the summons was
approved by a Division Commissioner and the Chief Counsel. The
latter may delegate the authority to review, but not below the level
of the executive in the Office of Chief Counsel who is the counter-
part to the Division Commissioner. The Committee does not intend
that strengthening the administrative steps required in issuing the
summons be construed to disturb the good-faith standards of
United States v. Powell for determining whether the summons is
enforceable.

Reg. sec. 301.6503(j)-1. In addition, the Coordinated Industry Case program is the successor to
the Coordinated Examination Program.

65The earliest designated summons, involving a request to require testimony from an officer
of Chevron Corporation, was enforced. United States v. Derr, 968, F.2d 943 (9th Cir. 1992). See
also United States v. Norwest, 116 F.3d 1227 (8th Cir. 1997) (court enforced IRS request to
produce tax preparation software licensed to Norwest) and United States v. Caltex Petroleum,
12 F. Supp. 2d 545 (N.D. Tex. 1998) (denied IRS request to produce the software code used to
calculate foreign tax credits).

66 Sec. 1002(b) Taxpayers Bill of Rights Act 2, Pub. L. 104-168 (1996).

67 United States v. Microsoft, Case No. C15-00102-RSM (W.D. Wash. May 5, 2017) (in ruling
on validity of privileges, the Court ordered further document production in compliance with the
designated summons and related summonses, pursuant to the earlier opinion enforcing the des-
ignated summons, at United States v. Microsoft, 154 F. Supp. 3d 1134 (W.D. Wash. 2015)).
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EXPLANATION OF PROVISION

Under the provision, issuance of a designated summons must be
preceded by review and written approval of the summons by the
head of the relevant operating division and the Chief Counsel. The
written approval must state facts establishing that the IRS had
previously made reasonable requests for the information and must
be attached to the summons. In subsequent judicial proceedings
concerning the enforceability of the summons, the IRS must estab-
lish that the prior reasonable requests for information were made.

EFFECTIVE DATE

The provision applies to summonses issued after the date that is
45 days after the date of enactment.

8. LIMITATION ON ACCESS OF NON-INTERNAL REVENUE SERVICE EM-
PLOYEES TO RETURNS AND RETURN INFORMATION (SEC. 1208 OF THE
BILL AND SEC. 7602 OF THE CODE)

PRESENT LAW
Returns and return information

General rule of confidentiality

As a general rule, returns and return information are confiden-
tial and cannot be disclosed unless authorized by the Code.6® The
definition of return information is very broad and generally in-
cludes any information received or collected by the IRS with re-
spect to liability under the Code of any person for any tax, penalty,
interest or offense. The term “return information” includes, among
other items:

a taxpayer’s identity, the nature, source, or amount of his in-
come, payments, receipts, deductions, exemptions, credits, as-
sets, liabilities, net worth, tax liability, tax withheld, defi-
ciencies, overassessments, or tax payments, whether the tax-
payer’s return was, is being, or will be examined or subject to
other investigation or processing, or any other data, received
by, recorded by, prepared by, furnished to, or collected by the
Secretary with respect to a return or with respect to the deter-
mination of the existence, or possible existence, of liability (or
the amount thereof) of any person under this title for any tax,
penalty, interest, fine, forfeiture, or other imposition, or offense

69

Disclosure exception for tax administration contracts (section
6103(n))

There are several exceptions to the general rule of confiden-
tiality. One exception permits the disclosure of returns and return
information in connection with written contracts or agreements for
the acquisition of property or services for tax administration pur-
poses (“tax administration contractor”).70

68 Sec. 6103(a).
69 Sec. 6103(b)(2)(A).
70 Sec. 6103(n).
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Summons authority

In general

For the purposes of ascertaining the correctness of any return,
making a return when none has been made, determining the liabil-
ity of any person for any internal revenue tax, and certain other
purposes, the Secretary is authorized to examine any books,
records, or other data which may be relevant or material to such
inquiry, and to take such testimony of the person concerned, under
oath, as may be relevant or material to such inquiry. The Secretary
also is authorized to issue summonses to appear before the Sec-
retary at the time and place named in the summons to produce
books, records and other data and to give testimony, under oath,
as may be relevant or material to such inquiry.

Summons interview regulations

Under the Treasury regulations, a person authorized to receive
returns and return information as a tax administration contractor
may receive and examine books, papers, records, or other data pro-
duced to comply with the summons, and, in the presence and under
the guidance of an IRS officer or employee, participate fully in the
interview of a witness summoned by the IRS to provide testimony
under oath.?1

Proposed Treasury regulations would narrow this authority by
excluding non-government attorneys from receiving summoned
books, papers, records, or other data, or from participating in the
interview of a witness summoned by the IRS to provide testimony
under oath.”2 An exception to this general exclusion is provided
with respect to non-government attorneys hired for their expertise
in an area other than Federal tax law. The proposed regulations
would allow the IRS to hire an attorney who has specialized knowl-
edge of foreign, state, or local law, including tax law, or in non-tax
substantive law, such as patent law, property law, or environ-
mental law. It would not permit the IRS to hire an attorney for
non-substantive specialized knowledge, such as civil litigation
skills. These changes are proposed to be effective for examinations
begun and summonses served by the IRS on or after March 27,
2018.

REASONS FOR CHANGE

The IRS’s ability to hire outside attorneys as contractors and
have them question witnesses during a summons interview has
raised many concerns. While the Committee recognizes the IRS’s
need for specialized expertise in certain substantive areas, the
Committee is concerned that the statutorily prescribed roles of
Chief Counsel and the Department of Justice may be circumvented
when outside lawyers are permitted to conduct the questioning of
summoned witnesses on behalf of the government. Such ques-
tioning is a government function that should be performed by gov-
ernment employees. The Committee believes that only IRS employ-
ees or employees of the Office of Chief Counsel should question

71Treas. Reg. sec. 301.7602—1(b)(3).
72 Prop. Treas. Reg. sec. 301.7602—1(b)(3), 83 Fed. Reg. 13206 (March 28, 2018).
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summoned witnesses on behalf of the government and restricts the
contractor authority accordingly.

EXPLANATION OF PROVISION

The provision provides that the Secretary shall not, under the
authority of section 6103(n) (relating to tax administration con-
tracts), provide to a tax administration contractor any books, pa-
pers, records or other data obtained by summons, except when such
person requires such information for the sole purpose of providing
expert evaluation and assistance to the IRS (including, for exam-
ple, access to such information by translators). Further, no person
other than an officer or employee of the IRS or Office of Chief
Counsel may on behalf of the Secretary question a witness under
oath whose testimony was obtained by summons. The provision is
not intended to restrict the Office of Chief Counsel’s ability to use
court reporters, translators or interpreters, photocopy services, and
other similar ancillary contractors.

EFFECTIVE DATE

The provision takes effect on the date of enactment and shall not
fail to apply to a contract in effect under section 6103(n) merely be-
cause such contract was in effect before the date of enactment.

D. ORGANIZATIONAL MODERNIZATION

1. OFFICE OF THE NATIONAL TAXPAYER ADVOCATE (SEC. 1301 OF THE
BILL AND SEC. 7803(c) OF THE CODE)

PRESENT LAW

In general

The Office of the Taxpayer Advocate (“OTA”) is expected to rep-
resent taxpayer interests independently in disputes with the IRS.
The National Taxpayer Advocate (“NTA”) supervises the OTA. The
NTA reports directly to the Commissioner and is entitled to com-
pensation at the same rate as the highest rate of basic pay estab-
lished for the Senior Executive Service under section 5382 of Title
5 of the United States Code, or if the Secretary so determines, at
a rate fixed under section 9503 of such title.

The OTA has four principal functions:

1. to assist taxpayers in resolving problems with the IRS;

2. to identify areas in which taxpayers have problems in
dealing with the IRS;

3. to propose changes in the administrative practices of the
IRS to mitigate problems identified in (2); and

4. to identify potential legislative changes that may be ap-
propriate to mitigate such problems.

Taxpayer Assistance Orders

A taxpayer can request a Taxpayer Assistance Order (“TAQO”) if
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 IRS.73 A TAO may require the IRS with-

73 Sec. 7811(a)(1)(A). Significant hardship is deemed to occur if one of four factors exists: (1)
there is an immediate threat of adverse action; (2) there has been a delay of more than 30 days
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in a specified time period, to release property of the taxpayer that
has been levied upon, or to cease any action, take any action as
permitted by law, or refrain from taking any action with respect to
the taxpayer under specified provisions.”4

The Commissioner, or the Deputy Commissioner may rescind a
TAO issued by the NTA, only if a written explanation of the rea-
sons for the modification or rescission is provided to the NTA.75

Taxpayer Assistance Directives

While a TAO is specific to a particular taxpayer, a Taxpayer As-
sistance Directive (“TAD”) is systemic, intended to address groups
of taxpayers. Delegation Order 13-3 authorizes the NTA to issue
TADs to mandate administrative or procedural changes to improve
the operation of a functional process or to grant relief to groups of
taxpayers (or all taxpayers) when implementation will protect the
rights of taxpayers, prevent undue burden, ensure equitable treat-
ment or provide an essential service to taxpayers.”® The authority
to modify or rescind a TAD is delegated to Deputy Commissioner
for Operations Support, Deputy Commissioner for Services and En-
forcement, and to the NTA.

Annual reports

The NTA is required to submit two reports annually to the
House Committee on Ways and Means and to the Senate Finance
Committee.”” One report, due June 30 of each year, covers the
OTA'’s objectives for the fiscal year beginning in that calendar year.
Besides statistical information, the report must contain a full and
substantive analysis of the objectives.

The other report, due December 31 of each year, concerns the ac-
tivities of the OTA. The content of this report is set by statute.?®
Generally, the report must cover initiatives taken to improve tax-
payer services and problems encountered, as well as the actions
taken to resolve them and the results. Specifically, the report must
cover the 20 most serious problems experienced by taxpayers. The
report also must identify the 10 most litigated issues for each cat-
egory of taxpayer and the areas of the tax law that impose signifi-
cant compliance burdens on taxpayers or the IRS. Recommenda-
tions received from individuals with the authority to issue TAOs,
and any TAO not promptly honored by the IRS, must also be in-
cluded in the report. The report must also set forth recommenda-
tions for administrative and legislative action to resolve problems
encountered by taxpayers.

in resolving the taxpayer’s problems; (3) the taxpayer will have to pay significant costs (includ-
ing fees for professional services) if relief is not granted; or (4) the taxpayer will suffer irrep-
arable injury, or a long term adverse impact if relief is not granted. Sec. 7811(a)(2). The NTA
may also issue a TAO if the taxpayer meets requirements to be set forth in regulations. Sec.
7811(a)(1)(B).

74Sec. 7811(b). The provisions specified in 7811(b) are: (1) chapter 64 (relating to collection),
(2) subchapter B of chapter 70 (relating to bankruptcy and receiverships), chapter 78 (relating
to discovery of liability and enforcement of title) or any other provision of law which is specifi-
cally described by the NTA in such order. A TAO or action taken by the NTA applies to persons
performing services under a qualified tax collection contract to the same extent and to the same
manner as such order applies to the IRS

75 Sec. 7811(c). The NTA also may modify or rescind a TAO issued by the NTA.

76 Delegation Order 13-3, Internal Revenue Manual 1.2.50.4 (January 17, 2001).

77 Sec. 7803(c)(2)(B).

78 Sec.7803(c)(2)(B)(ii)(I) through (XI).



52

The NTA, is required by statute to submit the reports directly to
the Congressional committees without prior review of the Commis-
sioner, the Secretary, or any officer or employee of the Treasury,
the Oversight Board, or the Office of Management and Budget
(“OMB”).79

REASONS FOR CHANGE

The Committee appreciates the work of the Taxpayer Advocate
Service (“TAS”), under the direction of the NTA, and its role in ele-
vating both taxpayer-specific and systemic problems to the atten-
tion of the Commissioner. The Committee is aware that the NTA
has raised concerns about the extent to which issues identified by
the NTA are given adequate attention, especially in the case of
Taxpayer Advocate Directives. In order to evaluate the responsive-
ness of the agency to such concerns, to help ensure that the re-
search underlying some proposals and issues identified in the NTA
annual report to Congress is supported by appropriate statistical
methodology, and to ensure that oversight is not unnecessarily du-
plicative or burdensome, the Committee proposes several changes.
First, it modifies the handling of Taxpayer Advocate Directives to
require greater transparency and ensure timely responses to con-
cerns raised by the Taxpayer Advocate. Next, the Committee be-
lieves that the IRS Statistics of Income should assist the NTA in
her work to provide meaningful statistics. Further, the Committee
notes that there are several entities overseeing the IRS, namely
Congress, the Government Accountability Office, and the Treasury
Inspector General for Tax Administration (“TIGTA”). To avoid du-
plication of efforts, the Committee believes it is appropriate to re-
quire the NTA to coordinate with TIGTA. To further streamline
and focus the NTA annual report, the Congress believes it is appro-
priate that the annual report discuss the 10 most serious problems
encountered by taxpayers.

EXPLANATION OF PROVISION

Taxpayer Advocate Directives

In the case of any TAD issued by the NTA pursuant to a delega-
tion of authority from the Commissioner, the Commissioner or Dep-
uty Commissioner shall modify, rescind or ensure compliance with
such directive not later than 90 days after issuance of such direc-
tive. If the TAD is modified or rescinded by a Deputy Commis-
sioner, the NTA may (not later than 90 days after such modifica-
tion or rescission) appeal to the Commissioner and the Commis-
sioner must (not later than 90 days after such appeal is made) ei-
ther (1) ensure compliance with such directive as issued by the
NTA, or (2) provide the NTA with the reasons for any modification
or rescission made or upheld by the Commissioner pursuant to
such appeal.

The NTA’s annual report is to identify any TAD that is not hon-
ored by the IRS in a timely manner.

79 Sec. 7803(c)(2)(B)(iii).
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Annual reports to Congress

The provision modifies requirements of the annual report on
NTA activities to require a summary of the 10 most serious prob-
lems encountered by taxpayers. Before beginning any research or
study, the NTA is required to coordinate with the TIGTA to ensure
that the NTA does not duplicate any action that TIGTA has al-
ready undertaken or has a detailed plan to undertake. The provi-
sion requires the IRS provide the NTA, upon request and to the ex-
tent practicable, with statistical support in connection with the
preparation of the annual report on NTA activities. Such support
is to include statistical studies, compilations and the review of in-
formation provided by the NTA for statistical validity and sound
statistical methodology. With respect to any statistical information
included in such report, the report is to include a statement of
whether such statistical information was reviewed or provided by
the IRS, and if so whether the IRS determined such information
to be statistically valid and based on sound statistical methodology.
The IRS’s review and provision of statistical support does not vio-
late the requirement that the report be submitted directly without
prior review or comment from any officer or employee of the De-
partment of the Treasury or specified other persons.

Salary of the National Taxpayer Advocate

The provision eliminates the provision relating to the determina-
tion of the NTA’s salary under section 9503 of Title 5 of the United
States Code. As under present law, the NTA is entitled to com-
pensation at the same rate as the highest rate of basic pay estab-
lished for the Senior Executive Service under section 5382 of Title
5 of the United States Code.

EFFECTIVE DATE

The provision is generally effective on the date of enactment. The
provision as it relates to the salary of the NTA applies to appoint-
ments to the position of the NTA made after March 31, 2019.

2. MODERNIZATION OF INTERNAL REVENUE SERVICE ORGANIZATIONAL
STRUCTURE (SEC. 1302 OF THE BILL)

PRESENT LAW

RRA98 directed the Commissioner to restructure the IRS by
eliminating or substantially modifying the three-tier geographic
structure (national, regional, and district) in place at the time and
replacing it with an organizational structure that features oper-
atindg é})J})nits serving particular groups of taxpayers with similar
needs.

REASONS FOR CHANGE

The Committee believes that the current IRS organizational
structure is one of the factors contributing to the inability of the
IRS to properly serve taxpayers. The Committee believes that the
current structure needs to be modernized and streamlined to help
enable the IRS to better serve taxpayers and provide the necessary
level of services and accountability to taxpayers in an efficient

80 Pub. L. No. 105-206, sec. 1001(a).
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manner. Accordingly, the Committee believes it appropriate to re-
quire the IRS to submit a comprehensive reorganization plan. The
Committee believes that the revised structure should ensure tax-
payers’ rights are protected, information is kept secure, and that
the IRS is approachable for taxpayers to ask questions and get as-
sistance. Thus, the Committee seeks to provide flexibility to the
IRS to reorganize its operations after the Commissioner determines
that another organizational structure, different from past struc-
tures, would better serve taxpayers.

EXPLANATION OF PROVISION

The Secretary (or the Secretary’s delegate) is required to submit
to Congress by September 30, 2020, a comprehensive written plan
to redesign the organization of the IRS. The comprehensive plan
will (1) ensure the successful implementation of the priorities speci-
fied by Congress in this bill; (2) prioritize taxpayer services to en-
sure that all taxpayers easily and readily receive the assistance
they need; (3) streamline the structure of the agency including
minimizing the duplication of services and responsibilities; (4) best
position the IRS to combat cybersecurity and other threats to the
IRS; and (5) address whether the Criminal Division of the IRS
should report directly to the Commissioner.

Beginning one year after the date on which a comprehensive
plan to modify the organization of the IRS is submitted to Con-
gress, the provision removes the RRA98 requirement of an organi-
zational structure that features operating units serving particular
groups of taxpayers with similar needs.

EFFECTIVE DATE

The provision is effective on the date of enactment.

E. OTHER PROVISIONS

1. RETURN PREPARATION PROGRAMS FOR APPLICABLE TAXPAYERS (SEC.
1401 OF THE BILL AND NEW SEC. 7526A OF THE CODE)

PRESENT LAW

The Code provides that the Secretary may allocate up to $6 mil-
lion per year for matching grants to certain qualified low-income
taxpayer clinics.?! Eligible clinics are those that charge no more
than a nominal fee to either represent low-income taxpayers in con-
troversies with the IRS or provide tax information to individuals
for whom English is a second language. No clinic can receive more
than $100,000 per year.

A qualified low-income taxpayer clinic includes (1) a clinical pro-
gram at an accredited law, business, or accounting school, in which
students represent low-income taxpayers, or (2) an organization ex-
empt from tax under Code section 501(c) that either represents
low-income taxpayers or provides referral to qualified representa-
tives. A clinic is treated as representing low-income taxpayers if (i)
at least 90 percent of the taxpayers represented by the clinic have
income that does not exceed 250 percent of the poverty level, as de-
termined in accordance with criteria established by the Director of

81 Sec. 7526.
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the OMB,52 and (ii) the amount in controversy for any taxable year
is $50,000 or less.83

While the Code does not provide funding for matching grants,
funding for such grants was provided by the Consolidated Appro-
priations Act, 2019.84 Congress appropriated approximately $2.492
billion to the IRS for taxpayer services, of which not less than $18
million is to be made available for a Community Volunteer Income
Tax Assistance (“VITA”) matching grants program for tax return
preparation assistance. VITA is a program created by the IRS in
1969 that utilizes volunteers to provide tax return preparation and
filing service assistance to certain low-income taxpayers and mem-
bers of underserved populations.

REASONS FOR CHANGE

The Committee believes that it is important for the IRS to con-
tinue to provide matching grants for authorized programs that ef-
fectively assist low-income taxpayers and members of underserved
populations in preparing their Federal income tax returns at no
cost. The Committee also believes that these programs, which rely
on the participation of trained volunteers, provide qualifying tax-
payers with reliable and competent assistance that helps to ensure
the accuracy and timeliness of the tax returns filed.

EXPLANATION OF PROVISION

The provision codifies the VITA program and provides that the
Secretary, unless otherwise provided by specific appropriation, may
allocate from otherwise appropriated funds up to $30 million per
year in matching grants to qualified entities for the development,
expansion, or continuation of qualified tax return preparation pro-
grams assisting applicable taxpayers and members of underserved
populations. The Secretary is authorized to award a multi-year
grant not to exceed three years.

The grant funds may be used for ordinary and necessary oper-
ation costs (including for wages or salaries of persons coordinating
the activities of the program, to develop training materials, conduct
training, and perform quality reviews of the returns for which as-
sistance has been provided under the program, for equipment pur-
chases, and for vehicle-related expenses associated with remote or
rural tax preparation services), outreach and educational activities
relating to the eligibility and availability of income supports avail-
able through the Code, and services related to financial education
and capability, asset development, and the establishment of sav-
ings accounts in connection with tax return preparation.

Matching funds are required to be provided on a dollar-for-dollar
basis for all grants provided. Matching funds may include: (1) the
salary (including fringe benefits) of individuals performing services
for the program; (2) the cost of equipment used in the program; and
(3) other ordinary and necessary costs that may be associated with
the program. Indirect expenses, including general overhead of any

82For a family of four, the 2019 income limit in the 48 contiguous states, Puerto Rico, and
the District of Columbia is $64,375, available at https://www.irs.gov/advocate/low-income-tax-
payer-clinics/low-income-taxpayer-clinic-income-eligibility-guidelines.

83 Sec. 7463.

84 Pub. L. No. 116-6, Div. D, Title I (February 15, 2019).



56

entity administering the program, are not counted as matching
funds.

In awarding grants, priority is given to applications that (1) dem-
onstrate assistance to certain applicable taxpayers with an empha-
sis on outreach, (2) demonstrate taxpayer outreach and education
around available income supports available through the Code, and
(3) demonstrate specific outreach and focus on one or more under-
served populations.

The provision requires the Secretary to establish procedures for
periodic site visits not less than once every five calendar years (i)
to ensure the program is carrying out the stated purpose and (ii)
to determine whether the VITA grant program meets certain pro-
gram adherence standards as the Secretary will require. If any
qualified return preparation program is awarded a grant and is
subsequently determined not to meet the adherence standards or
not to be carrying out the stated purposes, such program will not
be eligible for additional grants unless the program provides suffi-
cient documentation of corrective measures established to address
any deficiencies determined.

Qualified return preparation program means any program (1)
that provides assistance to individuals, at least 90 percent of whom
are applicable taxpayers, in preparing and filing Federal income
tax returns, (2) that is administered by a qualified entity, (3) in
which all volunteers who assist in the preparation of Federal in-
come tax returns meet the training requirements prescribed by the
Secretary, and (4) that uses a quality review process which reviews
100 percent of all returns. Qualified entity means any entity that
(1) is an eligible organization (as defined), (2) is in compliance with
Federal tax filing and payment requirements, (3) is not debarred
or suspended from Federal contracts, grants, or cooperative agree-
ments, and (4) agrees to provide documentation to substantiate any
matching funds provided under the VITA grant program. Eligible
organization means (1) an institution of higher education described
in section 102 (other than subsection (a)(1)(C) thereof) of the High-
er Education Act of 1965, as in effect on the date of enactment, and
that has not been disqualified from participating in a program
under Title IV of such Act, (2) an exempt organization described in
Code section 501(c), (3) a local government agency, including a
county or municipal government agency, and an Indian tribe, as
defined in section 4(13) of the Native American Housing Assistance
and Self-Determination Act of 1996 (“Act”), including any tribally
designated housing entity (as defined in such Act), tribal sub-
sidiary, subdivision, or other wholly owned tribal entity, or (4) a
local, State, regional, or national coalition (with one lead organiza-
tion that meets the eligibility requirements described above acting
as the applicant organization). If no eligible organization is avail-
able to assist the targeted population or community, the eligible or-
ganization includes a State government agency and a Cooperative
Extension Service office.

Applicable taxpayer means a taxpayer who has income for the
taxable year that does not exceed an amount equal to the com-
pleted phaseout amount under section 32(b) for a married couple
filing a joint return with three or more qualifying children, as de-
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termined in a revenue procedure or other published guidance.85
Underserved population includes populations of persons with dis-
abilities, persons with limited English proficiency, Native Ameri-
cans, individuals living in rural areas, members of the Armed
Forces and their spouses, and the elderly.

The provision allows the IRS to use mass communications and
other means to promote the benefits and encourage the use of the
program. The Secretary can provide taxpayers information regard-
ing qualified return preparation programs receiving grants and
those programs are encouraged to advise taxpayers of the avail-
ability of, and eligibility requirements for receiving, advice and as-
sistance from local or regional low-income taxpayer clinics. The
programs are also encouraged to provide taxpayers information re-
garding the location and contact information for the low-income
taxpayer clinics.

EFFECTIVE DATE
The provision is effective on the date of enactment.

2. PROVISION OF INFORMATION REGARDING LOW-INCOME TAXPAYER
CLINICS (SEC. 1402 OF THE BILL AND SEC. 7526 OF THE CODE)

PRESENT LAW

The Code provides that the Secretary is authorized to provide up
to $6 million per year in matching grants to certain qualified low-
income taxpayer clinics.8¢ Eligible clinics are those that charge no
more than a nominal fee to either represent low-income taxpayers
in controversies with the IRS or provide tax information to individ-
uals for whom English is a second language. No clinic can receive
more than $100,000 per year.

A qualified low-income taxpayer clinic includes (1) a clinical pro-
gram at an accredited law, business, or accounting school, in which
students represent low-income taxpayers, or (2) an organization ex-
empt from tax under Code section 501(c) that either represents
low-income taxpayers or provides referral to qualified representa-
tives. A low-income taxpayer is an individual whose income does
not exceed 250 percent of the poverty level, as determined in ac-
cordance with criteria established by the Director of the OMB.

The Department of the Treasury prohibits its officers and em-
ployees from referring taxpayers to qualified low-income taxpayer
clinics for advice and assistance.87

REASONS FOR CHANGE

The Committee believes that qualified low-income taxpayer clin-
ics contribute to compliance with the tax laws by providing rep-
resentation to taxpayers who might otherwise be uncertain about
their rights and obligations under the law and lack the means to
secure adequate representation. Accordingly, the Committee be-
lieves that officers and employees of the Department of the Treas-
ury should be permitted to inform taxpayers of the existence of
these clinics and refer taxpayers to such clinics for assistance.

85 For 2019, the amount is $55,952. Rev. Proc. 2018-57, 2018—49, I.R.B. 827, 832, December
3, 2018.

86 Sec. 7526.

875 C.F.R. sec. 3101.106(a).



58

EXPLANATION OF PROVISION

The provision allows officers and employees of the Department of
the Treasury to advise taxpayers of the availability of, and eligi-
bility requirements for receiving, advice and assistance from quali-
fied low-income taxpayer clinics that receive funding under the
Code, and to provide location and contact information for such clin-
ics.

EFFECTIVE DATE
The provision is effective on the date of enactment.

3. NOTICE FROM IRS REGARDING CLOSURE OF TAXPAYER ASSISTANCE
CENTERS (SEC. 1403 OF THE BILL)

PRESENT LAW

The IRS operates Taxpayer Assistance Centers (“TAC”) around
the country to provide face-to-face assistance with preparing tax re-
turns and understanding tax laws.

The IRS is not currently required to publish information to the
public or give notice to Congress before closing a TAC.

REASONS FOR CHANGE

The Committee is concerned about taxpayers who are unaware
of the scheduled closure of a local TAC and may need to access in-
person services. The Committee intends that the IRS provide infor-
mation about TAC closures in advance both to the public and to
Congress. The information should also include alternative sources
of assistance for taxpayers.

EXPLANATION OF PROVISION

The provision requires the IRS to publish (including by non-elec-
tronic means such as local press and other media), 90 days in ad-
vance, a notice containing information identifying the TAC pro-
posed for closure, the date of the proposed closure, and the relevant
alternative sources of assistance that may be utilized by affected
taxpayers. The provision also requires the IRS to provide, 90 days
in advance, a report to Congress containing the information in the
notice, the reasons for a proposed closure of the TAC, and other in-
formation as the Secretary may find appropriate.

EFFECTIVE DATE
The provision is effective on the date of enactment.

4. RULES FOR SEIZURE AND SALE OF PERISHABLE GOODS RESTRICTED
TO ONLY PERISHABLE GOODS (SEC. 1404 OF THE BILL AND SEC. 6336
OF THE CODE)

PRESENT LAW

Under the Code, if it is determined that any tangible property
seized to satisfy unpaid taxes (1) is liable to perish, (2) is liable to
become greatly reduced in price or value by keeping, or (3) cannot
be kept without great expense, the property may be sold after it
has been appraised and the owner has been given an opportunity



59

to pay the appraised value or furnish bond for payment.88 The gen-
eral procedures governing the sale of seized property that are set
forth in the Code (e.g., requiring 10-day notice before sale and the
determination of a minimum bid) are not applicable to sales of per-
ishables.82 Instead, the streamlined procedures referred to above
apply to the sale of perishable goods.?0

REASONS FOR CHANGE

The Committee believes that the IRS has in several instances in-
correctly invoked the streamlined procedures described above. To
prevent future abuses, the Committee believes that it is necessary
tohlimit the streamlined procedures to goods that are liable to per-
ish.

EXPLANATION OF PROVISION

The provision limits the property that may be sold pursuant to
the streamlined procedures to property that is liable to perish.

EFFECTIVE DATE

The provision applies to property seized after the date of enact-
ment.

5. WHISTLEBLOWER REFORMS (SEC. 1405 OF THE BILL AND SEC. 6103
OF THE CODE)

PRESENT LAW

In general

Under section 7623, individuals who submit information leading
to detection of underpayment of tax or to detection, trial, and pun-
ishment of persons guilty of violating internal revenue laws, may
file a claim for an award of 15 to 30 percent of recovered funds re-
sulting from such action.

Disclosure rules for whistleblowers

Section 6103 provides a general rule of confidentiality for returns
and return information: “returns and return information shall be
confidential and except as authorized by this Title . . . [none of the
specified recipients] shall disclose any return or return information
obtained by him . . . .”91 One of the exceptions to the general rule
of confidentiality permits the IRS to make investigative disclosures
of return information to third parties. The disclosures, subject to
the conditions provided in regulations, are to be made to the extent
necessary to obtain information, which is not otherwise reasonably
available, with respect to the correct determination of tax, liability
for tax, the amount to be collected, or with respect to the enforce-
ment of any provision of Title 26.92 The third party recipient of the
return information furnished during an investigative disclosure is
not subject to the general rule of confidentiality provided by section
6103.

88 Sec. 6336.

89 Sec. 6335.

90 Sec. 6336; Treas. Reg. sec. 301.6336-1.
91 Sec. 6103(a).

92Treas. Reg. sec. 301.6103(k)(6)-1.
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There is no provision of section 6103 to provide whistleblowers
with status updates regarding what the IRS has done with the in-
formation provided by the whistleblower. Such status information
would be the return information of the taxpayer being audited/in-
vestigated for additional tax liability.

A taxpayer can file or sue for civil damages for the unauthorized
disclosure and/or inspection of returns and return information.?3 In
addition, criminal penalties apply for the willful unauthorized dis-
closure or inspection of returns and return information.%4

Protection against retaliation

Though other statutes such as the False Claims Act 95 currently
protect some individuals from employer retaliation, those who file
claims under the Code are not explicitly afforded these same pro-
tections.

REASONS FOR CHANGE

The Committee believes that modifications to the disclosure rules
are necessary to improve communication with IRS whistleblowers
so that they are appropriately informed of their claim and future
whistleblowers are not discouraged from coming forward. “The
Committee also believes it is important that in appropriate cases
the IRS fully utilize the whistleblower as a resource during the
course of an investigation.” The Committee further believes it is
important to ensure that any additional taxpayer information re-
ceived by whistleblowers under this provision is fully protected.
The Committee additionally believes that by affording whistle-
blowers protections against retaliation from employers an employee
will be more willing to come forward to report instances of tax shel-
ters and fraud.

EXPLANATION OF PROVISION

This provision amends section 6103 to: (1) allow the IRS to ex-
change information with whistleblowers to the extent disclosure is
necessary in obtaining information, which is not otherwise reason-
ably available, with respect to the correct determination of tax li-
ability or the amount to be collected with respect to the enforce-
ment of any other provision of the Code; and (2) require the Sec-
retary to notify the whistleblower as to the status of their case not
later than 60 days after: (i) the case has been referred for an audit
or examination; and (ii) the taxpayer makes a payment of tax with
respect to the tax liability to which the information provided by the
whistleblower relates. Subject to such requirements and conditions
prescribed by the Secretary, upon written request by the whistle-
blower and so long as the disclosure would not seriously impair
Federal tax administration, the Secretary is to provide information
on the status and stage of any investigation, and in the case of a
determination of the amount of any award, the reasons for such de-
termination. To ensure taxpayer information is protected, whistle-
blowers receiving information under this provision are subject to

93 Sec.7431.
94 Sec.7213 and 7213A.
9531 U.S.C. sec. 3730(h)(2).
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the general rule of confidentiality and criminal penalties for unau-
thorized disclosure of taxpayer information.

The provision adds to section 7623, anti-retaliation whistleblower
protections for employees. A person who alleges discharge or other
reprisal by any person in violation of these protections may file a
complaint with the Secretary of Labor (within 180 days after the
date on which the violation occurs), and if the Secretary of Labor
has not issued a final decision on such complaint within 180 days
(and the delay is not due to the bad faith of the claimant), an ac-
tion may be brought in the appropriate district court. The remedies
provided are consistent with those currently available under the
False Claims Act, including compensatory damages or reinstate-
ment, 200 percent of back pay and all lost benefits, with interest,
and compensation for other special damages including litigation
costs, expert witness fees, and reasonable attorney fees.

EFFECTIVE DATE

The modifications made to the disclosure rules apply to disclo-
sures made after the date of enactment. The protections from retal-
iation are effective on the date of enactment.

6. CUSTOMER SERVICE INFORMATION (SEC. 1406 OF THE BILL)
PRESENT LAW

The Code provides that the Commissioner has such duties and
powers as prescribed by the Secretary.?¢ Unless otherwise specified
by the Secretary, such duties and powers include the power to ad-
minister, manage, conduct, direct, and supervise the execution and
application of the internal revenue laws or related statutes. In exe-
cuting these duties, the Commissioner depends upon strategic
plans that prioritize goals and manage IRS’s resources. In the cur-
rent strategic plan, empowering and enabling all taxpayers to meet
theilr tax obligations is identified as one of the IRS’s six strategic
goals.97

REASONS FOR CHANGE

The Committee believes that it is important for the IRS to pro-
vide quality customer service to taxpayers whose identities have
been stolen and used to commit tax-related fraud. The IRS initially
established the Identity Protection Specialized Unit (“IPSU”) to as-
sist victims of identity theft, but taxpayers also were referred to
other operating units of the IRS to deal with various aspects of
their cases.?® The IRS then established the Identity Theft Victim
Assistance (“IDTVA”) organization, which is staffed with specially
trained employees who are able to assess each case, identify issues,
and assist the taxpayer in getting the correct return filed, refunds
issued, etc.99 In addition to these measures, the Committee be-
lieves providing information to the taxpayer about common tax

96 Sec. 7803(a).

97 See Internal Revenue Service Strategic Plan FY2018—2022, Publication 3744, available at
https:/www.irs.gov/pub/irs-pdf/p3744.pdf.

98 Treasury Inspector General for Tax Administration, Department of the Treasury, Most Tax-
payers Whose Identities Have Been Stolen to Commit Refund Fraud Do Not Receive Quality Cus-
tomer Service (TIGTA 2012-40-050), May 2012.

99 A description of the services provided by the IDTVA organization is available at https:/
www.irs.gov/uac/Newsroom/IRS-Identity-Theft-Victim-Assistance-How-It-Works.
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scams, directions on where and how to report such activity, and
tips on how to protect against identity theft and tax scams will im-
prove customer service to taxpayers affected by tax-related identity
theft.

EXPLANATION OF PROVISION

The provision requires the IRS to provide the following informa-
tion over the telephone, while taxpayers are on hold with the IRS’s
call center: information about common tax scams, direction to the
taxpayer on where and how to report such activity, and tips on how
to protect against identity theft and tax scams.

EFFECTIVE DATE
The provision is effective on the date of enactment.

7. MISDIRECTED TAX REFUND DEPOSITS (SEC. 1407 OF THE BILL AND
SEC. 6402 OF THE CODE)

PRESENT LAW

The Internal Revenue Manual (“IRM”) defines an erroneous re-
fund as the receipt of any money from the IRS to which the recipi-
ent is not entitled. The IRM provides procedures for IRS employees
to identify and recover such erroneous refunds.190 In addition, the
IRS website provides information to taxpayers who wish to return
an erroneous refund that was issued to them, either by paper check
or direct deposit.101

The Code provides that any tax refunds which are erroneously
made may be recovered by civil action brought in the name of the
United States.192 Recovery of an erroneous refund by civil action
is allowed if the action is begun within two years after the refund
is made, or five years if it appears that any part of the refund was
induced by fraud or misrepresentation.103

REASONS FOR CHANGE

The Committee believes that a comprehensive customer service
strategy includes allowing taxpayers to report instances in which
refunds made by electronic funds transfer are made incorrectly, re-
covering misdirected payments, and delivering them to the correct
accounts of taxpayers.

EXPLANATION OF PROVISION

The provision requires the Secretary to prescribe regulations
within six months of the date of enactment of this Act to establish
procedures to allow taxpayers to report instances in which a refund
made by the Secretary by electronic funds transfer was not trans-
ferred to the account of the taxpayer, to coordinate with financial
institutions to identify and recover these payments, and to deliver
refunds to the correct accounts of taxpayers.

100 Internal Revenue Service, Internal Revenue Manual, Erroneous Refunds, Ch. 21.4, sec.
21.4.5.2 (October 9, 2015).

101Internal Revenue Service, Topic Number 161—Returning an Erroneous Refund—Paper
Check or Direct Deposit, last updated January 28, 2019, available at https://www.irs.gov/
taxtopics/tc161.

102 Sec. 7405.

103 Sec. 6532(b).
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EFFECTIVE DATE

The provision is effective on the date of enactment.
TITLE II—21ST CENTURY IRS

A. CYBERSECURITY AND IDENTITY PROTECTION

1. PUBLIC-PRIVATE PARTNERSHIP TO ADDRESS IDENTITY THEFT TAX
REFUND FRAUD (SEC. 2001 OF THE BILL)

PRESENT LAW

The Security Summit, formed in 2015, is a partnership of the
IRS, State tax agencies, and the private-sector tax industry to ad-
dress tax refund fraud caused by identity theft. In 2016, the Secu-
rity Summit group members identified and agreed to share more
than 20 data components relating to Federal and State returns to
improve fraud detection and prevention. For example, group mem-
bers are sharing computer device identification data tied to the re-
turn’s origin, as well as the improper or repetitive use of the num-
bers that identify the internet address from where the return origi-
nates.194 Tax software providers agreed to enhance identity re-
quirements and strengthen validation procedures for new and re-
turning customers to protect their accounts from theft. Along with
the IRS, 40 State departments of revenue, and 21 tax industry
members have signed onto a Memorandum of Understanding re-
garding roles, responsibilities and information sharing pathways
among the IRS, States and industry.195 In 2017, the IRS reported
there was a 40 percent decline in the number of taxpayers report-
ing to the IRS that they are victims of identity theft, attributing
the decline to the initiatives of the Security Summit.106

REASONS FOR CHANGE

The Committee believes the Security Summit has been a success-
ful and productive venue for governmental and private organiza-
tions to work together to address the growing problem of identity
theft tax refund fraud. The Committee is encouraged by the
proactive steps that the IRS has taken to address this issue and
wants to ensure that these efforts continue going forward.

EXPLANATION OF PROVISION

The provision requires the Secretary (or the Secretary’s delegate)
to work collaboratively with the public and private sectors to pro-
tect taxpayers from identity theft tax refund fraud.

EFFECTIVE DATE

The provision is effective on the date of enactment.

104 Internal Revenue Service, 2016 Security Summit: Protecting Taxpayers from Identity Theft
Tax Refund Fraud (June 2016) p. 3, available at https://www.irs.gov/pub/newsroom/
6_2016_security _summit_report.pdf.

105 Ibid.

106 Internal Revenue Service, IR-2018-21, Key IRS Identity Theft Indicators Continue Dra-
matic Decline in 2017; Security Summit Marks 2017 Progress Against Identity Theft (February
8, 2018).
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2. RECOMMENDATIONS OF ELECTRONIC TAX ADMINISTRATION ADVI-
SORY COMMITTEE REGARDING IDENTITY THEFT REFUND FRAUD (SEC.
2002 OF THE BILL)

PRESENT LAW

RRA98 authorized the Electronic Tax Administration Advisory
Committee (“ETAAC”). ETAAC was intended to provide input to
the IRS on electronic tax administration. ETAAC’s responsibilities
involve researching, analyzing, and making recommendations on a
variety of electronic tax administration issues. Pursuant to RRA9S,
ETAAC reports to Congress annually concerning:

e IRS’s progress on reaching its goal to electronically re-
ceive 80 percent of tax and information returns;

o Legislative changes assisting the IRS in meeting the 80
percent goal;

e Status of the IRS’s strategic plan for electronic tax admin-
istration; and

o Effects of e-filing tax and information returns on small
businesses and the self-employed.

ETAAC members come from State departments of revenue, large
tax preparation companies, solo tax practitioners, tax software
companies, financial services industry and low income and con-
sumer advocacy groups.107

REASONS FOR CHANGE

ETAAC’s focus on electronic tax administration issues makes it
a suitable entity to examine and make recommendations regarding
methods to address identity theft and refund fraud after evaluating
various stakeholder viewpoints. ETAAC already has amended its
charter to focus on the issue of identity theft and refund fraud.
This provision codifies the recent changes to ETAAC’s charter and
ensures that ETAAC will continue to examine this issue going for-
ward. The Committee also finds ETAAC’s annual reports to Con-
gress, which include recommendations to improve the work of the
Security Summit, to be valuable sources of information and would
like to ensure that this work continues.

EXPLANATION OF PROVISION

In addition to the requirements under present law, the provision
requires ETAAC to study (including through organized public fo-
rums) and make recommendations to the Secretary regarding
methods to prevent identity theft and refund fraud.

EFFECTIVE DATE

The provision is effective on the date of enactment.

107 Electronic Tax Administration Advisory Committee, Publication 3415, Annual Report to
Congress (June 2018), Appendix B, available at https:/www.irs.gov/pub/irs-pdf/p3415.pdf.
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3. INFORMATION SHARING AND ANALYSIS CENTER (SEC. 2003 OF THE
BILL AND SEC. 6103 OF THE CODE)

PRESENT LAW

Information Sharing and Analysis Center

The Security Summit, formed in 2015, is a partnership of the
IRS, State tax agencies, and the private-sector tax industry to ad-
dress tax refund fraud caused by identity theft. In 2016, the Secu-
rity Summit created an Identity Theft Tax Refund Fraud Informa-
tion Sharing and Analysis Center (“ISAC”).108 The ISAC is a se-
cure, web-based venue for States, industry and the IRS to share
and exchange information. The ISAC enables the IRS and the
States to work together with external third parties to serve as an
early warning system for tax refund fraud, identity theft schemes,
and cybersecurity issues. A third-party contractor hosts, maintains,
and facilitates the web-based leads reporting and information shar-
ing process for the ISAC.

Confidentiality and disclosure of return information

As a general rule, returns and return information are confiden-
tial and cannot be disclosed unless authorized by the Code.19° The
definition of return information is very broad and generally in-
cludes any information received or collected by the IRS with re-
spect to liability under the Code of any person for any tax, penalty,
interest or offense. The term “return information” includes, among
other items:

a taxpayer’s identity, the nature, source, or amount of his in-
come, payments, receipts, deductions, exemptions, credits, as-
sets, liabilities, net worth, tax liability, tax withheld, defi-
ciencies, overassessments, or tax payments, whether the tax-
payer’s return was, is being, or will be examined or subject to
other investigation or processing, or any other data, received
by, recorded by, prepared by, furnished to, or collected by the
Secretary with respect to a return or with respect to the deter-
mination of the existence, or possible existence, of liability (or
the amount thereof) of any person under this title for any tax,
penalty, interest, fine, forfeiture, or other imposition, or offense
10

There are several exceptions to the general rule of confiden-
tiality. Such exceptions include provisions to permit disclosures to
State tax administration officials, for IRS employees and officers to
make investigative disclosures, and rules to allow one authorized
party to disclose to another authorized party with the permission
of the Commissioner.111

The IRS exchanges confidential information with State tax agen-
cies under the authority of section 6103(d). The disclosures are
made pursuant to written request from the head of the State tax
agency, which designates the State tax officials who can receive the

108 Internal Revenue Service, 2016 Security Summit: Protecting Taxpayers from Identity Theft
Tax Refund Fraud (June 2016), available at https://www.irs.gov/pub/newsroom/
6_2016_security summit_report.pdf.sec.

109Sec. 6103(a).

110 Sec. 6103(b)(2)(A).

111 Sec. 6103(d) (disclosures to States), 6103(k)(6)(investigative disclosures) and the Treasury
regulations under sec. 6103(p)(2)(B).
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information. The information can only be used for State tax pur-
poses, not for general State civil or criminal law enforcement. The
State officials can redisclose the information to other officers and
employees of the State tax agency, the agency’s legal representa-
tive, or the agency’s contractors (but only for State tax administra-
tion purposes). The IRS uses this authority to alert State tax ad-
ministration officials to tax refund fraud schemes.

IRS officers and employees may disclose return information to
the extent that such disclosure is necessary in obtaining informa-
tion, which is not otherwise reasonably available, with respect to
the correct determination of tax, liability for tax, or the amount to
be collected, or with respect to the enforcement of any other provi-
sion of Title 26. Such disclosures are to be made only in such situa-
tions and under such conditions as the Secretary may prescribe by
regulation.112 This provision generally cannot be used to provide
confidential return information on an industry-wide basis to alert
return preparers to potential fraud schemes.

Under the Treasury regulations, returns or return information
that have been obtained by a Federal, State, or local agency, or its
agents or contractors, in accordance with section 6103 (the first re-
cipient) may be disclosed by the first recipient to another recipient
authorized to receive such returns or return information under sec-
tion 6103 (the second recipient).113 The disclosure must be ap-
proved by the Commissioner. The second recipient may receive only
such returns or return information as authorized by the provision
of section 6103 applicable to such recipient and only for a purpose
authorized by and subject to any conditions imposed by section
6103, including applicable safeguards.

Preparer disclosure penalties

The Code provides for a civil penalty for a tax return preparer
who (i) discloses any information furnished to the preparer for, or
in connection with, the preparation of such return or (ii) uses such
information for any purpose other than to prepare or assist in pre-
paring any such return.114 There is a corresponding criminal pen-
alty under section 7216 of the Code for knowing or reckless con-
duct. The same exceptions from the imposition of the criminal pen-
alty apply for purposes of the civil penalty. In general, the penalty
does not apply for disclosures permitted by the Code or pursuant
to an order of a court. Further, the penalty does not apply to the
use of information in the preparation of, or in connection with the
preparation of State and local tax returns and declarations of esti-
mated tax of the person to whom the information relates. The Code
also permits the Secretary to provide additional exceptions through
regulations. The Secretary has prescribed by regulation the cir-
cumstances not involving tax preparation in which disclosure and
use of a taxpayer’s information by a tax return preparer is per-
mitted.115

112 Sec. 6103(k)(6); Treas. Reg. sec. 301.6103(k)(6)-1.

113 Treas. Reg. sec. 301.6103(p)(2)(B)-1.

114 Sec. 6713.

115 Treas. Reg. secs. 301.7216-1, 301.7216-2 and 301.7216-3.
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Penalties for the unauthorized disclosure or inspection of return in-
formation

The unauthorized disclosure of a return or return information is
a felony punishable by fine of up to $5,000, five years imprison-
ment or both. Unauthorized inspection is a misdemeanor, punish-
able by a fine of up to $1,000, one year imprisonment, or both.

REASONS FOR CHANGE

As the profitability and ease of identity theft grows, the threat
to the tax system from fraudulent tax refund filings increases.
While the IRS has traditionally been more reactionary to external
threats, the Committee is encouraged to see the IRS look for new
and alternative ways to combat identity theft tax refund fraud,
particularly through its participation in the ISAC pilot. The Com-
mittee believes there is a need for all parts of the tax system, in-
cluding the IRS, State tax administrators, and return preparers, to
work proactively together to combat identity theft tax refund fraud.
To be effective in this collaboration, stakeholders with the ability
to guard the tax system need to be able to receive the necessary
information about potential risks quickly. Therefore, the Com-
mittee believes it is appropriate to provide a narrowly tailored ex-
ception to the general rules of confidentiality to facilitate alerts of
potential tax refund fraud schemes and cyber security threats to
the IRS.

EXPLANATION OF PROVISION

ISAC participation and performance metrics

The provision provides that the Secretary (or the Secretary’s del-
egate) may participate in an information sharing and analysis cen-
ter. The purpose of such participation is to centralize, standardize
and enhance data compilation and analysis to facilitate sharing ac-
tionable data and information with respect to identity theft tax re-
fund fraud. The provision requires the Secretary (or the Secretary’s
delegate) to develop metrics for measuring the success of such cen-
ter in detecting and preventing identity theft tax refund fraud.

Disclosure of return information to certain ISAC participants

In general

The provision authorizes the disclosure of specified return infor-
mation to ISAC participants who have entered into a written infor-
mation sharing agreement with the Secretary. Under such proce-
dures and subject to such conditions as the Secretary may pre-
scribe, the Secretary may disclose specified return information to
specified ISAC participants if such disclosure is in furtherance of
effective Federal tax administration relating to the following: (1)
the detection or prevention of identity theft tax refund fraud; (2)
validation of taxpayer identity; (3) authentication of taxpayer re-
turns; or (4) the detection or prevention of cybersecurity threats to
the IRS.
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Terminology
Specified ISAC participant

The term “specified ISAC participant” means any person des-
ignated by the Secretary as having primary responsibility for a
function performed by the ISAC and any return preparer (or other
person) subject to section 7216 and who is a participant in the
ISAC. A person is only a specified ISAC participant if such person
has entered into a written information sharing agreement with the
Secretary. The information sharing agreement must set forth the
terms and conditions for the disclosure of information to such per-
son, including the requirements imposed on such person for the
protection and safeguarding of such information. The information
sharing agreement must require that recipients of return informa-
tion under the provision are required to affirmatively report to
TIGTA any unauthorized access or disclosure of information and
any breaches of any system holding the information.

Specified return information

For purposes of the provision, the term “specified return informa-
tion” means, in the case of a return filed electronically, which is in
connection with a case of potential identity theft tax refund fraud,
return information related to the electronic filing characteristics of
such return. Such characteristics include: internet protocol address,
device identification, email domain name, speed of completion,
method of authentication, refund method, and such other return in-
formation relating to the electronic filing characteristics of such re-
turn as the Secretary may identify. In addition, with respect to a
return prepared by a tax return preparer in connection with a case
of potential identity theft refund fraud, “specified return informa-
tion” also includes identifying information with respect to such tax
return preparer, including the preparer taxpayer identification
number (“PTIN”) and electronic filer identification number
(“EFIN”) of such preparer.

With respect to a return for which identity theft refund fraud has
been confirmed by the Secretary (pursuant to such procedures as
the Secretary may provide), “specified return information” also in-
cludes the name and taxpayer identification number of the tax-
payer as it appears on the return, and any bank account and rout-
ing information provided for making a refund in connection with
such return.

Finally, in the case of any cybersecurity threat to the IRS, infor-
mation similar to that associated with cases of potential identity
theft refund fraud (e.g., electronic characteristics and preparer
identifying information) are considered specified return information
with respect to such threat.

Restriction on use of disclosed information

Any return information received by a specified ISAC participant
under the provision is to be used only for the purposes of and to
the extent necessary in (1) performing the function the person is
designated to perform with respect to the ISAC, (2) facilitating au-
thorized disclosures to return preparers who are specified ISAC
participants, and (3) facilitating disclosures authorized under sec-
tion 6103(d) to State tax authorities who are participants in the



69

ISAC. Return information received by specified ISAC participants
who are return preparers is treated for purposes of section 7216 as
information furnished to such person for, or in connection with, the
preparation of a return of tax.

Data protection, safeguards, penalties

As noted above, to be a specified ISAC participant, the person
must enter into an information sharing agreement that includes,
among other responsibilities, requirements for the protection and
safeguarding of information received under the provision. The re-
turn information disclosed under the provision is subject to such
protections and safeguards as the Secretary may require by regula-
tions, other guidance, or written information sharing agreement.
Recipients of return information under the provision are subject to
civil and criminal penalties for the unauthorized disclosure or in-
spection of returns or return information.

EFFECTIVE DATE

The provision is generally effective on the date of enactment. The
disclosure provisions are effective for disclosures made on or after
the date of enactment.

4. COMPLIANCE BY CONTRACTORS WITH CONFIDENTIALITY
SAFEGUARDS (SEC. 2004 OF THE BILL AND SEC. 6103 OF THE CODE)

PRESENT LAW

Section 6103 permits the disclosure of returns and return infor-
mation to State agencies, as well as to other Federal agencies for
specified purposes. Section 6103(p)(4) requires, as a condition of re-
ceiving returns and return information, that State agencies (and
others) provide safeguards as prescribed by the Secretary of the
Treasury by regulation that are necessary or appropriate to protect
the confidentiality of returns or return information.116 It also re-
quires that a report be furnished to the Secretary at such time and
containing such information as prescribed by the Secretary regard-
ing the procedures established and utilized for ensuring the con-
fidentiality of returns and return information.117 After an adminis-
trative review, the Secretary may take such actions as are nec-
essary to ensure these requirements are met, including the refusal
to disclose returns and return information.118

Under present law, employees of a State tax agency may disclose
returns and return information to contractors for tax administra-
tion purposes.11® These disclosures can be made only to the extent
necessary to procure contractually equipment, other property, or
services, related to tax administration.’20 The contractors can
make redisclosures of returns and return information to their em-

116 Sec. 6103(p)(4)(D).

117 Sec. 6103(p)(4)(E).

118 Sec. 6103(p)(4) (flush language) and (7); Treas. Reg. sec. 301.6103(p)(7)-1.

119 Sec. 6103(n) and Treas. Reg. sec. 301.6103(n)-1(a). “Tax administration” includes “the ad-
ministration, management, conduct, direction, and supervision of the execution and application
of internal revenue laws or related statutes (or equivalent laws and statutes of a State). . .”
Sec. 6103(b)(4).

120 Treas. Reg. sec. 301.6013(n)-1(a). Such services include the processing, storage, trans-
mission or reproduction of such returns or return information, the programming, maintenance,
repair, or testing of equipment or other property, or the providing of other services for purposes
of tax administration.
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ployees as necessary to accomplish the tax administration purposes
of the contract, but only to contractor personnel whose duties re-
quire disclosure.121 Treasury regulations prohibit redisclosure to
anyone other than contractor personnel without the written ap-
proval of the IRS.122

By regulation, all contracts must provide that the contractor will
comply with all applicable restrictions and conditions for protecting
confidentiality prescribed by regulation, published rules or proce-
dures, or written communication to the contractor.123 Failure to
comply with such restrictions or conditions may cause the IRS to
terminate or suspend the duties under the contract or the disclo-
sures of returns and return information to the contractor.12¢ In ad-
dition, the IRS can suspend disclosures to the State tax agency
until the IRS determines that the conditions are or will be satis-
fied.125 The IRS may take such other actions as are deemed nec-
essary to ensure that such conditions or requirements are or will
be satisfied.126

REASONS FOR CHANGE

The Committee notes the increasing use of contractors by govern-
ment agencies to perform the work of the government. In the Com-
mittee’s view, the IRS has insufficient resources to monitor the
compliance of every contractor in addition to its other duties. Fur-
ther, the Committee finds that it is appropriate to require that
Federal, State, and local agency recipients of tax information mon-
itor and certify that their contractors and other agents have in
place adequate safeguards to protect this information.

EXPLANATION OF PROVISION

The provision requires that a State, local, or Federal agency con-
duct on-site reviews every three years of all of its contractors or
other agents receiving Federal returns and return information. If
the duration of the contract or agreement is less than three years,
a review is required at the mid-point of the contract. The purpose
of the review is to assess the contractor’s efforts to safeguard Fed-
eral returns and return information. This review is intended to
cover secure storage, restricting access, computer security, and
other safeguards deemed appropriate by the Secretary. Under the
provision, the State, local, or Federal agency is required to submit
a report of its findings to the IRS and certify annually that such
contractors and other agents are in compliance with the require-
ments to safeguard the confidentiality of Federal returns and re-
turn information. The certification is required to include the name
and address of each contractor or other agent with the agency, the
duration of the contract, and a description of the contract or agree-
ment with the State, local, or Federal agency.

121 Treas. Reg. sec. 301.6103(n)-1(a) and (b). A disclosure is necessary if such procurement or
the performance of such services cannot otherwise be reasonably, properly, or economically ac-
complished without such disclosure. Treas. Reg. sec. 301.6103(n)-1(b). The regulations limit the
quantity of information to that needed to perform the contract.

122 Treas. Reg. sec. 301.6103(n)-1(a).

123 Treas. Reg. sec. 301.6103(n)-1(e)(3).

124 Treas. Reg. sec. 301.6103(n)-1(e)(4).

125 [bid.

126 [bid.
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The provision does not apply to contracts for purposes of Federal
tax administration. The provision does not alter or affect in any
way the right of the IRS to conduct safeguard reviews of State,
local, or Federal agency contractors or other agents. It also does not
affect the right of the IRS to initially approve the safeguard lan-
guage in the contract or agreement and the safeguards in place
prior to any disclosures made in connection with such contracts or
agreements.

EFFECTIVE DATE

The provision is effective for disclosures made after December 31,
2022.

5. REPORT ON ELECTRONIC PAYMENTS (SEC. 2005 OF THE BILL)
PRESENT LAW

The Secretary is not currently required by Congress to examine
expansion of electronic fund transfers.

REASONS FOR CHANGE

The Committee is interested in creating secure, efficient, and in-
novative ways for taxpayers to receive their federal income tax re-
funds electronically. The Committee believes that the report will be
helpful in accomplishing these goals.

EXPLANATION OF PROVISION

Not later than two years after the date of the enactment, the
Secretary, or the Secretary’s delegate, in coordination with the Bu-
reau of Fiscal Service and the IRS, and in consultation with private
sector financial institutions, is required to submit a written report
to Congress describing how the IRS can utilize new payment plat-
forms to increase the number of tax refunds paid by electronic
funds transfer. The report is required to consider the interests of
reducing identity theft tax refund fraud, reducing the IRS’s costs
in delivering tax refunds, the costs and any associated fees charged
to taxpayers (including monthly and point-of-service fees) to access
their tax refunds, the impact on individuals who do not have access
to financial accounts or institutions, and ensuring payments are
made to accounts that comply with the Bank Secrecy Act27 and
the USA PATRIOT Act of 2001.128 The report is required to include
legislative recommendations necessary to accomplish these goals.

EFFECTIVE DATE
The provision is effective on the date of enactment.

6. IDENTITY PROTECTION PERSONAL IDENTIFICATION NUMBERS (SEC.
2006 OF THE BILL)

PRESENT LAW

In 2011, the IRS launched a pilot program to test the Identity
Protection Personal Identification Number (“IP PIN”). The IP PIN
is a unique six-digit identifier that authenticates a return filer as

12731 U.S.C. secs. 5311-5332.
128 Pub. L. No. 107-56.
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the legitimate taxpayer at the time the return is filed. The IP PIN
allows taxpayers affected by identity theft to avoid delays in filing
returns and receiving refunds. The IRS verifies the presence of the
IP PIN at the time of filing, and rejects returns associated with a
taxpayer’s account where an IP PIN has been assigned but is miss-
ing. For the 2018 filing season, the IRS issued IP PINs to almost
3.5 million taxpayers who had identity theft markers on their tax
accounts.129

In January 2014, the IRS also started a limited pilot program
under which taxpayers who obtained an electronic filing PIN
through an IRS authentication website and live in the District of
Columbia, Florida, or Georgia were provided an opportunity to ob-
tain an IP PIN.130 These locations were selected because they had
the highest per capita rate of tax-related identity theft when the
initiative was piloted. Residents in these places do not need to be
identity theft victims to participate. Recently, the IRS expanded
the program to allow taxpayer who filed their federal tax return
last year as a resident of Michigan, California, Maryland, Nevada,
Delaware, Illinois, or Rhode Island to be eligible for an IP PIN.

REASONS FOR CHANGE

The Committee is aware that the use of an IP PIN is an effective
means of preventing identity theft refund fraud via an electroni-
cally filed return. The Committee believes that the success of the
pilot program for IP PINs warrants expansion of the program be-
yond the residents of the District of Columbia, Florida, and Geor-
gia, and more recently Michigan, California, Maryland, Nevada,
Delaware, Illinois, and Rhode Island, and persons who have al-
ready been subject to identity theft.

EXPLANATION OF PROVISION

Within five years of the date of enactment, the Secretary or the
Secretary’s delegate is required to establish a program to issue an
IP PIN to any individual residing in the United States who re-
quests one to assist the Secretary in verifying the individual’s true
identity. For each calendar year beginning after the date of enact-
ment, the Secretary is required to expand the issuance of IP PINs
to individuals residing in such States as the Secretary deems ap-
propriate, provided that the total number of States served by the
program continues to increase.

EFFECTIVE DATE

The provision is effective on the date of enactment.

129 Inspector General for Tax Administration, Department of the Treasury, Results of the 2018
Filing Season (TIGTA 2019-40-013), December 19, 2018, available at https:/www.treasury.gov/
tigta/auditreports/2019reports/201940013fr.pdf.

130 Internal Revenue Service, FAQs about the Identity Protection Personal Identification Num-
ber (IP PIN), available at https:/www.irs.gov/identity-theft-fraud-scams/frequently-asked-ques-
tions-about-the-identity-protection-personal-identification-number-ip-pin#q2.
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7. SINGLE POINT OF CONTACT FOR TAX-RELATED IDENTITY THEFT
VICTIMS (SEC. 2007 OF THE BILL)

PRESENT LAW

Tax-related identity theft generally takes one of two forms: re-
fund fraud or employment fraud. In refund fraud, a perpetrator
may obtain a taxpayer’s identifying information, submit an indi-
vidual income tax return using a falsified Form W-2, Wage and
Tax Statement, and fraudulently claim a refund. In employment
fraud, the stolen identifying information is used in order to obtain
employment. The returns then filed using the stolen identity may
be based on the actual wages and withholding of the identity thief.
Victims of the employment fraud include the individuals whose
identifying information was stolen as well as the businesses whose
systems may have been breached to obtain that personal informa-
tion.

The IRS describes its procedures for addressing both types of
fraud in the Internal Revenue Manual.131 The IRS initially estab-
lished the Identity Protection Specialized Unit (“IPSU”) to assist
victims of identity theft, but taxpayers were also referred to other
operating units of the IRS to deal with various aspects of their
cases.132 Subsequently reorganized and renamed the Identity Theft
Victim Assistance (“IDTVA”) organization, the unit is staffed with
specially trained employees who are able to assess each case, iden-
tify issues, and assist the taxpayer in getting the correct return
filed, refunds issued, etc.133 The IDTVA organization’s work is co-
ordinated by the IRS’s Identity Protection Program through the
auspices of an oversight office within the Wage and Investment Op-
erating Division.134

If a victim thinks he or she is not being properly served by the
IRS or the IDTVA organization, the victim may be eligible for as-
sistance from the TAS. In such instances, the TAS will assign a
case advocate to the taxpayer’s account.

REASONS FOR CHANGE

The Committee is concerned that taxpayers who are victimized
by identity thieves experience delays in obtaining their tax refunds
and find it difficult to work with multiple offices within the IRS.
Requiring a single point of contact at the IRS to provide assistance
to these victims is a common-sense measure that will simplify the
resolution of cases for taxpayers. Although the IRS has shown flexi-
bility in adapting new procedures for handling identity theft cases,
the Committee believes that a single point of contact for an identity
theft victim is necessary.

131Internal Revenue Service, Internal Revenue Manual, Identity Protection and Victim Assist-
ance, Ch. 23, sec. 25.23.1 et seq. (October 2018).

132 Tngpector General for Tax Administration, Department of the Treasury, Most Taxpayers
Whose Identities Have Been Stolen to Commit Refund Fraud Do Not Receive Quality Customer
Service (TIGTA 2012-40-050), May 2012.

133 A description of the services provided by the IDTVA organization is available at https:/
www.irs.gov/uac/Newsroom/IRS-Identity-Theft-Victim-Assistance-How-It-Works.

134 Internal Revenue Service, Internal Revenue Manual, Identity Protection and Victim Assist-
ance, Ch. 23, sec. 25.23.1 et seq. (October 2018).
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EXPLANATION OF PROVISION

The provision requires the Secretary to establish procedures to
implement a single point of contact for taxpayers adversely affected
by identity theft. The single point of contact consists of a team of
specially trained employees who can work across functions within
the IRS to resolve problems for the victim and who are accountable
for handling the case to completion. The makeup of the team may
change as required to meet IRS’s needs, but the procedures must
ensure continuity of records and case history and may require no-
tice to the taxpayer in appropriate instances.

EFFECTIVE DATE
The provision is effective on the date of enactment.

8. NOTIFICATION OF SUSPECTED IDENTITY THEFT (SEC. 2008 OF THE
BILL AND NEW SEC. 7529 OF THE CODE)

PRESENT LAW

Section 6103 provides that returns and return information are
confidential and may not be disclosed by the IRS, other Federal
employees, State employees, and certain others having access to
the information except as provided in the Code.135 The definition
of “return information” is very broad and includes any information
gathered by the IRS with respect to a person’s liability or possible
liability under the Code for any tax, penalty, interest, fine, for-
feiture, or other imposition or offense.136 Thus, information gath-
ered by the IRS in connection with an investigation of a person for
a Title 26 offense, such as fraud, is the return information of the
person being investigated and is subject to the confidentiality re-
strictions of section 6103.

As an exception to section 6103’s general rule of confidentiality,
the Code permits a taxpayer to receive his or her own tax return,
and also can receive his or her return information if the Secretary
determines that such disclosure would not seriously impair Federal
tax administration.137 With respect to fraudulent tax returns, if the
victim’s name and Social Security number (“SSN”) are listed as ei-
ther the primary or secondary taxpayer on a fraudulent return, a
victim of identity theft, or a person authorized to obtain the iden-
tity theft victim’s tax information, may request a redacted copy
(one with some information blacked-out) of a fraudulent return that
was filed and accepted by the IRS using the identity theft victim’s
name and SSN.138

In cases not involving violations of Title 26, under a Privacy Act
Notice, TIGTA is allowed to disclose information to complainants,
victims, or their representatives (defined to be a complainant’s or
victim’s legal counsel or a Senator or Representative whose assist-
ance the complainant or victim has solicited) concerning the status

135Sec. 6103(a).

136 Sec. 6103(b)(2).

137 Sec. 6103(e)(1) and (7). The Code also permits the disclosure of returns and return informa-
tion to such persons or persons the taxpayer may designate, if the request meets the require-
ments of the Treasury regulations and if it is determined that such disclosure would not seri-
ously impair Federal tax administration. Sec. 6103(c).

138 See Internal Revenue Service, Instructions for Requesting Copy of Fraudulent Returns
(March 18, 2019), available at https:/www.irs.gov/individuals/instructions-for-requesting-copy-of-
fraudulent-returns.
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and/or results of an investigation or case arising from the matters
of which they complained and/or of which they were a victim, in-
cluding, once the investigative subject has exhausted all reasonable
appeals, any action taken. Information concerning the status of the
investigation or case is limited strictly to whether the investigation
or case is open or closed. Information concerning the results of the
investigation or case is limited strictly to whether the allegations
made in the complaint were substantiated or were not substan-
tiated and, if the subject has exhausted all reasonable appeals, any
action taken.139

REASONS FOR CHANGE

The Committee notes that victims of identity theft are often un-
aware that their identity has been stolen or compromised. As a re-
sult, they are unable to take timely measures to limit damage from
the theft and to secure their identity against further compromise.
The Committee also notes that successful prosecution of identity
thieves requires that the investigators exercise discretion in dis-
closing information to victims about an ongoing investigation. How-
ever, the Committee believes that victims must be provided an op-
portunity to safeguard their financial information and assets as
soon as practicable.

The Committee is aware that the unauthorized use of the iden-
tity of an individual to obtain employment causes severe hardship
for the victims of this theft, including accusations of underreporting
income and the loss of income-related benefits. Accordingly, to help
protect these victims, in making a determination as to whether
there has been or may have been an unauthorized use of identity
for purposes of notifying the victim, the IRS is required to review
information obtained from both its own internal processes on data
mismatches as well as the information provided to the IRS by the
Social Security Administration.

EXPLANATION OF PROVISION

If the Secretary determines that there has been or may have
been an unauthorized use of the identity of any individual, the pro-
vision requires the Secretary to, without jeopardizing an investiga-
tion relating to tax administration, as soon as practicable, notify
the individual of such determination, and: (1) provide instructions
to the individual about filing a report with law enforcement; (2)
identify any steps to be taken by the individual to allow inves-
tigating law enforcement officials to access the taxpayer’s personal
information; (3) provide information regarding actions the indi-
vidual may take to protect themselves from harm relating to the
unauthorized use; and (4) offer identity protection measures to the
individual, such as the use of an identity protection personal iden-
tification number.

At the time this information is provided (or, if not available at
such time, as soon as practicable thereafter), the Secretary shall
issue additional notifications to such individual (or such individ-
ual’s designee) regarding: (1) whether an investigation has been
initiated in regards to such unauthorized use; (2) whether the in-
vestigation substantiated an unauthorized use of the taxpayer’s

139 See 75 Fed. Reg. 20715 (April 20, 2010) (relating to TIGTA Office of Investigation files).
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identity; and (3) whether any action has been taken with respect
to the individual who committed the substantiated violation, in-
cluding whether any referral has been made for criminal prosecu-
tion of such individual, and, to the extent such information is avail-
able, whether such person has been criminally charged by indict-
ment or information.

For purposes of this provision, the unauthorized use of the iden-
tity of an individual includes the unauthorized use of the identity
of the individual to obtain employment (herein “employment-re-
lated identity theft”). In making a determination as to whether
there may have been an unauthorized use of the identity of an in-
dividual to obtain employment, the Secretary shall review certain
information returns, as well as information provided to the IRS by
the SSA, which indicates that the SSN used does not correspond
with either the name on the information return or the name on the
tax return reporting the income. This provision requires the Sec-
retary to examine the statements, information returns, and tax re-
turns described in the provision for any evidence of employment-
related identity theft, regardless of whether such statements or re-
turns are submitted electronically or on paper. The provision
amends the Social Security Act to require the Commissioner of So-
cial Security to request information described in the provision not
less than annually. The provision also requires that the IRS estab-
lish procedures to ensure that income reported in connection with
the unauthorized use of a taxpayer’s identity is not taken into ac-
count in determining any penalty for underreporting of income by
the victim of identity theft.

EFFECTIVE DATE

The provision applies to determinations made after the date that
is 6 months after the date of enactment.

9. GUIDELINES FOR STOLEN IDENTITY THEFT REFUND FRAUD CASES
(SEC. 2009 OF THE BILL)

PRESENT LAW

Disparate elements in the tax laws and administration are impli-
cated in identity theft. The tax aspects of identity theft can gen-
erally occur in one of two ways. In refund fraud, a perpetrator ob-
tains someone else’s identifying information and submits an indi-
vidual income tax return using the name and Social Security num-
ber of the victim, with a falsified Form W—-2, Wage and Tax State-
ment, and fraudulently claims a refund. In other cases, the stolen
identifying information is used in order to obtain employment; the
returns then filed by the persons employed using the stolen iden-
tity may be based on the actual wages and withholding. Victims of
the fraud include the individuals whose identifying information
was stolen as well as the businesses whose systems may have been
breached to obtain that personal information.

The IRS describes its procedures for addressing both types of
fraud in its manual. Its work is coordinated by the IRS’s Identity
Protection Program through the auspices of an oversight office.140

140 Internal Revenue Service, Internal Revenue Manual, Identity Protection and Victim Assist-
ance, Ch. 23, sec. 25.23.1 et seq. (October 2018).
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In the 2014 Annual Report to Congress, the NTA included a re-
view of fraudulent refund claims that included the theft of a tax-
payer’s identity.141 The review found that such cases involved mul-
tiple issues requiring coordination among several business units of
the IRS and took approximately six months to resolve. Identity
theft victims were required to deal with multiple persons within
the IRS to resolve the issues, either because a case involved mul-
tiple business units or was transferred among multiple employees
within a business unit.

REASONS FOR CHANGE

As the profitability and ease of identity theft grows, the threat
to the tax system from fraudulent tax refund filings increases. The
Committee believes there is a need to reduce the administrative
burden on victims of tax-related identity theft, even as the IRS
works proactively to combat such fraud.

EXPLANATION OF PROVISION

The provision requires the Secretary (or the Secretary’s dele-
gate), in consultation with the NTA, to develop and implement pub-
licly available casework guidelines for the handling of refund fraud
cases that would have the effect of reducing the administrative
burdens on victims of identity theft. The guidelines may address
both procedures and metrics for determining whether the proce-
dures are successfully implemented. Among the issues to be consid-
ered are the standards for opening, assigning, reassigning or clos-
ing a case; the average length of time in which a case with an iden-
tity theft issue should be resolved; the average length of time a vic-
tim entitled to a tax refund may have to wait to receive such re-
fund; and the number of IRS offices and employees with whom a
victim should interact to resolve a case.

EFFECTIVE DATE

The provision is effective on the date of enactment, with guide-
lines to be implemented within one year of the date of enactment.

10. INCREASED PENALTY FOR IMPROPER DISCLOSURE OR USE OF IN-
FORMATION BY PREPARERS OF RETURNS (SEC. 2010 OF THE BILL AND
SEC. 6713 OF THE CODE)

PRESENT LAW

The Code provides both civil and criminal penalties for a tax re-
turn preparer who discloses any information furnished to the pre-
parer for, or in connection with, the preparation of such return or
uses such information for any purpose other than to prepare or as-
sist in preparing, any such return. The civil penalty is $250 for
each unauthorized disclosure or use up to $10,000 per calendar
year.142 The corresponding criminal penalty under section 7216
provides that knowing or reckless conduct is a misdemeanor, sub-

141 National Taxpayer Advocate, “Identity Theft Case Review Report: A Statistical Analysis of
Identity Theft Cases Closed in June 2014,” 2014 Annual Report to Congress, available at http:/
www.taxpayeradvocate.irs.gov/reports-to-congress/2014-annual-report-to-congress/research-stud-

ies.
142 Sec. 6713.
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ject to a fine up to $1,000, one year of imprisonment, or both, to-
gether with the costs of prosecution.

Section 6103(b)(6) defines “taxpayer identity” as the name of the
person with respect to whom a return is filed, his mailing address,
his taxpayer identifying number or a combination thereof.

REASONS FOR CHANGE

The Committee believes that taxpayer confidence in the trust-
worthiness of tax return preparers is an important element in tax
administration. Those who are entrusted with the sensitive per-
sonal data of taxpayers should be held to a high standard, and vio-
lation of that trust when a return preparer uses or discloses a cli-
ent’s return information should be punished accordingly. The Com-
mittee does not believe that the current civil or criminal penalties
adequately punishes the breach of trust involved in such disclosure.

EXPLANATION OF PROVISION

The provision increases the civil penalty on the unauthorized dis-
closure or use of information by tax return preparers from $250 to
$1,000 for cases in which the disclosure or use is made in connec-
tion with a crime relating to the misappropriation of another per-
son’s taxpayer identity (“taxpayer identity theft”). The provision
also increases the calendar year limitation from $10,000 to $50,000.
The calendar year limitation is applied separately with respect to
disclosures or uses made in connection with taxpayer identity theft.

The provision also increases the criminal penalty for knowing or
reckless conduct to $100,000 in the case of disclosures or uses in
connection with taxpayer identity theft.

EFFECTIVE DATE

The provision applies to disclosures or uses on or after the date
of enactment.

B. DEVELOPMENT OF INFORMATION TECHNOLOGY

1. MANAGEMENT OF IRS INFORMATION TECHNOLOGY (SEC. 2101 OF THE
BILL AND SEC. 7803 OF THE CODE)

PRESENT LAW

The Code describes duties and responsibilities for the Commis-
sioner, the Chief Counsel, and the OTA of the IRS.143 It does not
presently enumerate duties and responsibilities of an IRS Chief In-
formation Officer (“IRS CIO”).

Also, the Code does not explicitly provide for development and
implementation of a multiyear strategic plan for the information
technology needs of the IRS, and does not require verification and
validation of major acquisitions of information technology by the
IRS, including the Customer Account Data Engine 2 (“CADE 27)
and the Enterprise Case Management System (“ECM”).

REASONS FOR CHANGE

The Committee believes it is important for the IRS to afford tax-
payers peace of mind that their most sensitive information is being

143 Sec. 7803.
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responsibly protected by their government, using the latest tech-
nology. The Committee believes the appointment of an IRS CIO
with operational control of all information technology infrastruc-
ture for the IRS, and responsibility for the development and imple-
mentation of realistic multiyear strategic plans, in conjunction with
the verification and validation of major acquisitions of information
technology, are important components in the development, mainte-
nance, and implementation of information technology that is secure
and integrated.

The Committee also has concerns about audits from the IRS’s
oversight bodies, which report that offices or divisions within the
IRS, other than the office of information technology, have procured
solutions that the Committee considers to be within the definition
of information technology, but for which the office of information
technology was not notified or consulted. The Committee believes
that strengthening of the roles and responsibilities of the CIO and
clarifying the definition of “information technology” will assist the
IRIS in better administering and overseeing its information tech-
nology.

The Committee believes that it is important to mandate the inde-
pendent verification and validation of CADE 2 and ECM plans to
ensure that the planning for each of these projects is reasonable
and achievable. The Committee notes that the IRS has struggled
for years to complete both of these projects. CADE 2, the IRS’s re-
placement for the Individual Master File that houses individuals’
tax account data, initially began development in 2009 with an esti-
mated completion in 2015. However, to date, the IRS has spent al-
most $2 billion on this project and is not able to provide a comple-
tion date for all phases of the project. While the IRS initiated the
ECM project in 2015, after initially selecting and procuring an
ECM solution, the IRS later determined that this solution could not
be deployed enterprise-wide. Both of these systems are central to
the success of the IRS in meeting its mission. If Congress is to con-
tinue to support and fund these programs, certainty is needed that
the IRS will be able to plan for and implement these programs.

EXPLANATION OF PROVISION

Under the provision, the Commissioner is required to appoint an
IRS CIO. The Commissioner and the Secretary will act through the
IRS CIO with respect to the development, implementation, and
maintenance of information technology for the IRS. The IRS CIO
will be responsible for the development, implementation, and main-
tenance of information technology for the IRS, for ensuring that the
information technology of the IRS is secure and integrated, for
maintaining operational control of all information technology for
the IRS, for acting as the principal advocate for the information
technology needs of the IRS, and for consulting with the Chief Pro-
curement Officer of the IRS to ensure that the information tech-
nology acquired for the IRS is consistent with the strategic plan,
described below.

The IRS CIO will also be responsible for developing and imple-
menting a multiyear strategic plan for the information technology
needs of the IRS. This plan should include performance measures
of such technology and its implementation, and a plan for an inte-
grated enterprise architecture of the information technology of the
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IRS. It should take into account the resources needed to accomplish
such a plan, as well as planned major acquisitions of information
technology by the IRS. The plan should also align with the needs
and strategic plan of the IRS. The IRS CIO will review and update
this plan at least once a year, taking into account the development
of new information technology and the needs of the IRS.

Under the provision, the Commissioner will develop plans for
each phase of CADE 2, except phase one, and enter into a contract
with an independent reviewer to verify and validate implementa-
tion plans developed for each phase, except phase one, and for the
ECM. Furthermore, the Chief Procurement Officer of the IRS is di-
rected to regularly consult with the IRS CIO and to identify all sig-
nificant IRS information technology acquisitions in excess of
$1,000,000, providing written notification to the IRS CIO of each
such acquisition in advance of acquisition.

The verification and validation of phase two of CADE 2 and the
ECM are to be completed within one year after the date of enact-
ment. The development of plans for all subsequent phases of CADE
2 should be completed within one year after the date of enactment
and the verification and validation of each phase should be com-
pleted within one year after the date on which the plan for such
phase is completed.

EFFECTIVE DATE
The provision is generally effective on the date of enactment.

2. INTERNET PLATFORM FOR FORM 1099 FILINGS
(SEC. 2102 OF THE BILL)

PRESENT LAW

The Code does not presently require the IRS to make available
an internet platform for the preparation or filing of information re-
turns, such as the Form 1099 series.

REASONS FOR CHANGE

The Committee believes that it is desirable to provide a simple
and secure manner for small businesses to file critical tax informa-
tion returns electronically. The Committee further believes that
such a secure manner of filing can be modeled on an existing online
platform, Social Security Administration (“SSA”) Business Services
Online. The Committee believes that an online platform for submit-
ting information returns to the IRS, similar to SSA Business Serv-
ices Online, could improve compliance of small business taxpayers
while reducing their administrative burden. Businesses would be
able to prepare and file information returns such as IRS Form
1099-MISC, Miscellaneous Income, online while preparing the
payee statements and creating necessary business records.

EXPLANATION OF PROVISION

The provision requires the Secretary of the Treasury (or his or
her delegate) to make available, by January 1, 2023, an internet
website or other electronic medium (the “website”), with a user
interface and functionality similar to the Business Services Online
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Suite of Services provided by the Social Security Administration.144
The website will allow persons, with access to resources and guid-
ance provided by the IRS, to prepare, file, and distribute Forms
1099, and maintain a record of completed, filed, and distributed
Forms 1099. The Secretary is required to ensure that the services
provided on the website are not a replacement for services cur-
rently provided by the IRS, and that the website comply with appli-
cable security standards.

EFFECTIVE DATE
The provision is effective on the date of enactment.

3. STREAMLINED CRITICAL PAY AUTHORITY FOR INFORMATION TECH-
NOLOGY POSITIONS (SEC. 2103 OF THE BILL AND NEW SEC. 7812 OF
THE CODE)

PRESENT LAW

The IRS is currently subject to the personnel rules and proce-
dures set forth in Title 5 of the United States Code. Under these
rules, IRS employees generally are classified under the General
Schedule or the Senior Executive Service.

The RRA98 provided the IRS with certain personnel flexibilities,
one of which was the streamlined critical pay authority.145 This au-
thority was originally provided for 10 years; it was extended on two
occasions and ultimately expired on September 30, 2013.146

Under RRA98, the Secretary of the Treasury, or his delegate,
was authorized to fix the compensation of, and appoint up to 40 in-
dividuals to, designated critical technical and professional posi-
tions, provided that: (1) the positions require expertise of an ex-
tremely high level in a technical or professional field and are crit-
ical to the IRS; (2) exercise of the authority is necessary to recruit
or retain an individual exceptionally well qualified for the position;
(8) designation of such positions is approved by the Secretary; (4)
the terms of such appointments are limited to no more than four
years; (5) appointees to such positions are not IRS employees im-
mediately prior to such appointment; and (6) the total annual com-
pensation for any position (including performance bonuses) does
got exceed the rate of pay of the Vice President of the United

tates.

These appointments would not be subject to the otherwise appli-
cable requirements under Title 5. All such appointments would be
excluded from the collective bargaining unit and the appointments
would not be subject to approval of the OMB or the Office of Per-
sonnel Management.

Also, OMB was authorized to approve increases in the pay level
for certain critical pay positions requested by the Secretary. These
critical pay positions would be critical, technical and professional
positions other than those designated under the streamlined au-
thority described above. OMB was authorized to approve requests
for critical position pay up to the highest total compensation that

144 Available at http:/www.ssa.gov/bso/bsowelcome.htm.

145Pyub. L. No. 105-206, 112 Stat. 712 (1998).

146In December 2007, the Consolidated Appropriations Act, 2008, Pub. L. No. 110-161, 121
Stat. 1844, (2008), extended the original deadline to July 23, 2013. Subsequently, the Consoli-
dated and Further Continuing Appropriations Act 2013, Pub. L. No. 113-6, 127 Stat. 198 (2013),
extended the deadline to September 30, 2013.
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does not exceed the rate of pay of the Vice President of the United
States.

According to TIGTA, during the years in which it had stream-
lined critical pay authority, the IRS exercised that authority to fill
168 positions, the majority of which were in the Information Tech-
nology function of the IRS.147

REASONS FOR CHANGE

The Committee is aware that, in order to identify and prevent
identity theft or refund fraud, the IRS has focused on improving its
efforts in cybersecurity, by providing continuous monitoring of sys-
tems, replacing old technology, developing new authentication
measures, and working with the private sector to identify best
practices. To do so, the IRS must be able to recruit and retain ex-
perts from the private sector in highly specialized areas of informa-
tion technology. The Committee believes that the IRS’s ability to
recruit such experts was aided by the now-expired streamlined crit-
ical pay authority, and believes that reauthorization is appropriate.

EXPLANATION OF PROVISION

The provision reinstates streamlined critical pay authority at
IRS for positions in its information technology operations that are
necessary to ensure the functionality of such operations. Such au-
thority is reinstated during the period beginning on the date of the
enactment of section 7812 of the Code, and ending on September
30, 2025, for appointees to such positions who were not IRS em-
ployees prior to the date of enactment of this Act.

The provision reinstates the ability to provide payment for re-
cruitment, retention, relocation incentives, and relocation expenses
for positions in information technology operations at the IRS. Such
authority is reinstated during the period beginning on the date of
the enactment of section 7812 of the Code, and ending on Sep-
tember 30, 2025.

The provision also reinstates the ability to pay performance bo-
nuses for senior executives who have program management respon-
sibility over the information technology operations at the IRS. Such
authority is reinstated during the period beginning on the date of
the enactment of section 7812 of the Code, and ending on Sep-
tember 30, 2025.

EFFECTIVE DATE

The provision is effective for payments made on or after the date
of enactment.

147TIGTA, The Internal Revenue Service’s Use of its Streamlined Critical Pay Authority,” Ref.
No. 2015-IE-R001 (December 5, 2014), available at https:/www.treasury.gov/tigta/iereports/
2015reports/2015ier001fr.pdf.
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C. MODERNIZATION OF CONSENT-BASED INCOME VERIFICATION
SYSTEM

1. DISCLOSURE OF TAXPAYER INFORMATION FOR THIRD-PARTY INCOME
VERIFICATION (SEC. 2201 OF THE BILL AND SEC. 6103 OF THE CODE)

PRESENT LAW

Disclosure of return information with consent of the taxpayer

As a general rule, returns and return information are confiden-
tial and cannot be disclosed unless authorized by Title 26.148 Under
section 6103(c), the IRS may disclose the return or return informa-
tion of a taxpayer to a third party designated by the taxpayer in
a request for or consent to such disclosure. Treasury regulations set
forth the requirements for such consent.14® A request for consent
to disclosure in written form must be a separate written document
pertaining solely to the authorized disclosure. At the time the con-
sent is signed and dated by the taxpayer, the written document
must indicate: (1) the taxpayer’s taxpayer identity information; (2)
the identity of the person(s) to whom disclosure is to be made; (3)
the type of return (or specified portion of the return) or return in-
formation (and the particular data) that is to be disclosed; and (4)
the taxable year(s) covered by the return or return information.
The regulations also require that the consent be submitted within
120 days of the date signed and dated by the taxpayer.

Income Verification Express Service (IVES)

Mortgage lenders and others in the financial community use the
IRS’s Income Verification Express Service (IVES) to confirm the in-
come of a borrower during the processing of a loan application.150
Customers of IVES fax to a specified IRS office a signed Form
4506-T (“Request for Transcript of Tax Return”) or Form 4506T-
EZ (“Short Form Request for Individual Tax Return Transcript”).
The IRS provides three types of transcript information as part of
the IVES program: (1) a return transcript; (2) Form W-2 (“Wage
and Tax Statement”) transcript information; and (3) Form 1099 151
transcript information.

The IRS imposes a $2.00 fee for each transcript requested. The
requested transcript information is delivered to a secure mailbox
on the IRS’s e-Services electronic platform, generally within two to
three business days.

To participate in the IVES program, companies must register
and identify employees to act as agents to receive transcripts on
the company’s behalf.152 According to the Form 13803 (“Application

148 Sec. 6103(a).

149 Treas. Reg. sec. 301.6103(c)-1. The regulations also specify the requirements for a nonwrit-
ten request for information or consent to disclosure to allow a third party to provide information
or assistance relating to the taxpayer’s return or to a transaction or other contact between the
taxpayer and the IRS.

150 Internal Revenue Service, Income Verification Express Service, https://www.irs.gov/individ-
uals/international- taxpayers/mcome-veriﬁcatlon -express-service (January 31, 201

151 There are various Forms 1099: Form 1099-B, Proceeds From Broker or Barter Exchange
Transactions; Form 1099-DIV, Dividends and Distributions; 1099-INT, Interest Income; 1099—
MISC, Miscellaneous Income; 1099-OID, Original Issue Discount; or 1099-R, Distributions
From Pensions, Annuities, Retirement or Profit-Sharing Plans, IRAs, Insurance Contracts, etc.

152 Applicants also must choose one or more of the reasons listed on the form as the basis
for using the IVES program: mortgage services, background check, credit check, banking service,
licensing requirement, or other (must be specified).
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to Participate in the Income Verification Express Services (IVES)
Program”), the IRS conducts a suitability check on the applicant
and all the principals listed on the application to determine the ap-
plicant’s suitability to be an IVES participant. After an applicant
passes the suitability check and the IRS completes processing the
application, the IRS notifies the applicant of acceptance to partici-
pate in the program.

REASONS FOR CHANGE

The Committee believes that fully automating the IVES program
to allow for electronic submissions, as well as electronic responses,
will reduce operational costs and reduce paperwork burdens for
borrowers. The Committee also believes that automating the IVES
program will increase small business access to capital, thereby
making borrowing more affordable, easier, and safer for consumers
and small business. The Committee intends that the automated
process be as close to real time as possible while providing the
same data fields currently provided by the non-automated version.
While convenience is important, the Committee also wants to em-
phasize that convenience should not compromise the security of in-
formation within the system. Therefore, the Committee believes it
is appropriate that the Secretary ensure that the program comply
with applicable security standards, such as regulations and guid-
anlce provided by the National Institute of Standards and Tech-
nology.

EXPLANATION OF PROVISION

As noted above, the current IVES program requires that tran-
script information requests be submitted to the IRS by fax and
then the transcripts are furnished electronically to a secure mail-
box. After a specified time period, the provision requires the Sec-
retary (or his delegate) to implement a qualified disclosure program
that is fully automated, accomplished through the Internet, and
through which disclosures are accomplished in as close to real-time
as is practicable. The program is to comply with applicable security
standards and guidelines. The term “qualified disclosure” means a
disclosure made pursuant to section 6103(c) to a person seeking to
verify the income of a taxpayer who is a borrower in the process
of a loan application. “Qualified disclosure” is intended as a ref-
erence to the types of disclosures made under the current IVES
program. The provision is not intended to exclude current uses of
the IVES program.

To cover the costs of implementing such a program, for a two-
year period beginning six months after the date of enactment, the
Secretary is authorized to assess and collect a fee for qualified dis-
closures at such rates as the Secretary determines are sufficient to
cover the costs related to implementing the program, including the
costs of any necessary infrastructure or technology. Such fees are
in addition to any other fee assessed and collected for such disclo-
sures. The amounts received from the fees assessed and collected
are to be deposited in and credited to an account solely for the pur-
pose of carrying out the activities associated with implementing the
qualified disclosure program. Not later than one year after the
close of the two-year period, the Secretary is required to implement
the program.
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EFFECTIVE DATE
The provision is effective on the date of enactment.

2. LIMIT REDISCLOSURES AND USES OF CONSENT-BASED DISCLOSURES
OF TAX RETURN INFORMATION (SEC. 2202 OF THE BILL AND SEC. 6103
OF THE CODE)

PRESENT LAW

In general

As a general rule, returns and return information are confiden-
tial and cannot be disclosed unless authorized by Title 26.153 Under
section 6103(c), a taxpayer may designate in a request or consent
to the disclosure by the IRS of his or her return or return informa-
tion to a third party. Treasury regulations set forth the require-
ments for such consent.1* The request or consent may be in writ-
ten or non-written form. The Treasury regulations require that the
taxpayer sign and date a written consent. At the time the consent
is signed and dated by the taxpayer, the written document must
indicate (1) the taxpayer’s identity information; (2) the identity of
the person to whom disclosure is to be made; (3) the type of return
(or specified portion of the return) or return information (and the
particular data) that is to be disclosed; and (4) the taxable year
covered by the return or return information. The regulations also
require that the consent be submitted within 120 days of the date
signed and dated by the taxpayer. Present law does not require
that a recipient receiving returns or return information by consent
maintain the confidentiality of the information received. Under
present law, the recipient is also free to use the information for
purposes other than for which the information was solicited from
the taxpayer.

Criminal penalties

Under section 7206, it is a felony to willfully make and subscribe
any document that contains or is verified by a written declaration
that it is made under penalties of perjury and which such person
does not believe to be true and correct as to every material mat-
ter.155 Upon conviction, such person may be fined up to $100,000
($500,000 in the case of a corporation) or imprisoned up to three
years, or both, together with the costs of prosecution.

Under section 7213, criminal penalties apply to: (1) willful unau-
thorized disclosures of returns and return information by Federal
and State employees and other persons; (2) the offering of any item
of material value in exchange for a return or return information
and the receipt of such information pursuant to such an offer; and
(8) the unauthorized disclosure of return information received by
certain shareholders under the material interest provision of sec-
tion 6103. Under section 7213, a court can impose a fine up to
$5,000, up to five years imprisonment, or both, together with the
costs of prosecution. If the offense is committed by a Federal em-
ployee or officer, the employee or officer will be discharged from of-
fice upon conviction.

153 Sec. 6103(a).
154 Treas. Reg. sec. 301.6103(c)-1.
155 Sec. 7206(1).
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Under section 7213A, the willful and unauthorized inspection of
returns and return information can subject Federal and State em-
ployees and others to a maximum fine of $1,000, up to a year in
prison, or both, in addition to the costs of prosecution. If the offense
is committed by a Federal employee or officer, the employee or offi-
cer will be discharged from office upon conviction.

Civil damage remedies for unauthorized disclosure or inspection

If a Federal employee makes an unauthorized disclosure or in-
spection, a taxpayer can bring suit against the United States in
Federal district court. If a person other than a Federal employee
makes an unauthorized disclosure or inspection, suit may be
brought directly against such person. No liability results from a
disclosure based on a good faith, but erroneous, interpretation of
section 6103. A disclosure or inspection made at the request of the
taxpayer will also relieve liability.

Upon a finding of liability, a taxpayer can recover the greater of
$1,000 per act of unauthorized disclosure (or inspection), or the
sum of actual damages plus, in the case of an inspection or disclo-
sure that was willful or the result of gross negligence, punitive
damages. The taxpayer may also recover the costs of the action
and, if found to be a prevailing party, reasonable attorney fees.

The taxpayer has two years from the date of the discovery of the
unauthorized inspection or disclosure to bring suit. The IRS is re-
quired to notify a taxpayer of an unauthorized inspection or disclo-
sure as soon as practicable after any person is criminally charged
by indictment or information for unlawful inspection or disclosure.

REASONS FOR CHANGE

The Committee is concerned that information obtained by con-
sent is not subject to the same protection and limits on use as cur-
rently applies to other taxpayer information. The Committee be-
lieves that this provision addresses the numerous privacy concerns
raised by current law.

EXPLANATION OF PROVISION

Under the provision, persons designated by the taxpayer to re-
ceive return information shall not use the information for any pur-
pose other than the express purpose for which consent was granted
and shall not disclose return information to any other person with-
out the express permission of, or request by, the taxpayer.

EFFECTIVE DATE

The provision is effective for disclosures made six months after
the date of enactment.

D. EXPANDED USE OF ELECTRONIC SYSTEMS

1. ELECTRONIC FILING OF RETURNS (SEC. 2301 OF THE BILL AND SEC.
6011 OF THE CODE)

PRESENT LAW

RRA98 states a Congressional policy to promote the paperless fil-
ing of Federal tax returns. Section 2001(a) of RRA98 set a goal for
the IRS to have at least 80 percent of all Federal tax and informa-
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tion returns filed electronically by 2007.156 Section 2001(b) of
RRA98 requires the IRS to establish a 10-year strategic plan to
eliminate barriers to electronic filing.

Present law requires the Secretary to issue regulations regarding
electronic filing and specifies certain limitations on the rules that
may be included in such regulations.157 The statute requires that
Federal income tax returns prepared by specified tax return pre-
parers be filed electronically,’58 and further requires that all part-
nerships with more than 100 partners be required to file electroni-
cally. For taxpayers other than partnerships, the statute prohibits
any requirement that persons who file fewer than 250 returns dur-
ing a calendar year file electronically. With respect to individuals,
estates, and trusts, the Secretary may permit, but generally cannot
require, electronic filing of income tax returns. In crafting any of
these required regulations, the Secretary must take into account
the ability of taxpayers to comply at a reasonable cost.

The regulations require corporations that have assets of $10 mil-
lion or more and file at least 250 returns during a calendar year
to file electronically their Form 1120/1120S income tax returns
(U.S. Corporation Income Tax Return/U.S. Income Tax Return for
an S Corporation) and Form 990 information returns (Return of
Organization Exempt from Income Tax) for tax years ending on or
after December 31, 2006.159 In determining whether the 250 re-
turns threshold is met, income tax, excise tax, employment tax and
information returns filed within one calendar year are counted.

The Code provides that failure to comply with information re-
porting requirements is subject to a failure to file correct informa-
tion return penalty but provides a de minimis exception for failures
that are attributable solely to noncompliance with the electronic fil-
ing requirements. Under the de minimis exception, failure to sat-
isfy the electronic filing requirements results in imposition of a fail-
ure to file penalty 160 if a failure arises with respect to (1) more
than 250 information returns; (2) more than 100 information re-
turns in the case of a partnership having more than 100 partners;
or (3) a return described in Section 6011(e)(4).161 Accordingly, there
is a penalty waiver on the electronic filing requirements on the
first 250 information returns or in the case of the first 100 informa-
tion returns in partnerships with more than 100 partners.

REASONS FOR CHANGE

Consistent with the policy expressed in RRA98, the Committee
supports paperless filing as the preferred and most convenient
means of filing Federal tax and information returns. Electronic fil-
ing produces a number of benefits both for taxpayers and the IRS,
including shorter processing times, fewer errors, and better data.
The Committee believes that the efficiencies and cost savings

156 The Electronic Tax Administration Advisory Committee, the body charged with oversight
of IRS progress in reaching that goal, projected an overall e-filing rate of 80.1 percent in the
2017 filing season based on all Federal returns. See Electronic Tax Administration Advisory
Committee, Annual Report to Congress, June 2017, IRS Pub. 3415, page 5.

157 Sec. 6011(e). Sec. 6011(e) uses the term “magnetic media” and Treasury regulation section
301.6011-2 defines this term to include electronic filing.

158 Section 6011(e)(3)(B) defines a “specified tax return preparer” as any return preparer who
reasonably expects to file more than 10 individual income tax returns during a calendar year.

159 Treas. Reg. secs. 301.6011-5 and 301.6033—4.

160 Sec. 6721.

161 Sec. 6724.
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achieved through electronic filing justify expanding such require-
ments. The Committee is aware that present law restricts the IRS’s
ability to expand the scope of returns that are required to be filed
electronically. The Committee believes that the widespread adop-
tion of computer technology since RRA98 has reduced the addi-
tional burden that mandatory e-filing imposes on taxpayers.

EXPLANATION OF PROVISION

The provision relaxes the current restrictions on the authority of
the Secretary to mandate electronic filing based on the number of
returns required to be filed by a taxpayer in a given taxable period.
First, it phases in a reduction in the threshold requirement that
taxpayers have an obligation to file a specified number of returns
and statements during a calendar year in order to be subject to a
regulatory mandate. That threshold is reduced from 250 to 100 in
the case of calendar year 2021, and from 100 to 10 in the case of
calendar years after 2021. Notwithstanding these thresholds, in the
case of a partnership the applicable number is 200 in the case of
calendar year 2018, 150 in the case of calendar year 2019, 100 in
the case of calendar year 2020, and 50 in the case of calendar year
2021.162

The provision authorizes the Secretary to waive the requirement
that a Federal income tax return prepared by a specified tax return
preparer be filed electronically if a tax return preparer applies for
a waiver and demonstrates that the inability to file electronically
is due to lack of internet availability (other than dial-up or satellite
service) in the geographic location in which the return preparation
business is operated.

The provision modifies the special rule for failure to meet mag-
netic media requirements to conform to the changes made above.

EFFECTIVE DATE
The provision is effective on the date of enactment.

2. UNIFORM STANDARDS FOR THE USE OF ELECTRONIC SIGNATURES
FOR DISCLOSURE AUTHORIZATIONS TO, AND OTHER AUTHORIZATIONS
OF, PRACTITIONERS (SEC. 2302 OF THE BILL AND SEC. 6061 OF THE
CODE)

PRESENT LAW

Disclosure of return information by consent of the taxpayer

As a general rule, returns and return information are confiden-
tial and cannot be disclosed unless authorized by the Code.163
Under section 6103(c), the IRS may disclose the return or return
information of a taxpayer to a third party designated by the tax-
payer in a request for or consent to such disclosure. Treasury regu-
lations set forth the requirements for such consent.164 A request for
consent to disclosure in written form must be a separate written
document pertaining solely to the authorized disclosure. At the
time the consent is signed and dated by the taxpayer, the written

162 There is no change to the requirement that partnerships having more than 100 partners
must file electronic returns notwithstanding these thresholds.

163 Sec. 6103(a).

164 Treas. Reg. sec. 301.6103(c)-1.
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document must indicate (1) the taxpayer’s taxpayer identity infor-
mation; (2) the identity of the person(s) to whom disclosure is to
be made; and (3) sufficient facts underlying the request for infor-
mation or assistance to enable the IRS to determine the nature and
extent of the information or assistance requested and the return or
return information to be disclosed in order to comply with the tax-
payer’s request. The regulations also require that the consent be
submitted within 120 days of the date signed and dated by the tax-
payer.

Electronic signatures

The Secretary is required to develop procedures for the accept-
ance of signatures in digital and other electronic form.165 Until
such time as such procedures are in place, the Secretary may waive
the requirement of a signature for, or provide for alternative meth-
ods of signing or subscribing, a particular type or class of return,
declaration, statement or other document required or permitted to
be made or written under the internal revenue laws and regula-
tions. The Secretary is required to publish guidance as appropriate
to define and implement any waiver of the signature requirements
or alternative method of signing or subscribing. The IRS currently
accepts electronic signatures for some applications, such as the In-
come Verification Express Services (“IVES”) program.166

Section 12.101 of the Federal Acquisition Regulations require all
Federal agencies to consider commercially available items in the
acquisition process.167

IRS forms

Form 2848 (Power of Attorney and Declaration of Representa-
tive) is used to authorize an individual to represent the taxpayer
before the IRS. The individual must be eligible to practice before
the IRS.

Form 8821 (Tax Information Authorization) authorizes an indi-
vidual or organization to request and inspect a taxpayer’s confiden-
tial tax return information. Form 4506-T (Request for Transcript
of Tax Return) authorizes an individual or organization to request
and inspect transcripts of a taxpayer’s confidential return informa-
tion. These forms do not authorize an individual to represent the
taxpayer before the IRS.

REASONS FOR CHANGE

In the private sector, electronic signatures are widely accepted,
and there are many commercially available options to facilitate the
acceptance of electronic signatures. The Committee believes that
the establishment of uniform guidance for verification of electronic
signatures will reduce operational costs and facilitate practitioner

165 Sec. 6061.

166 Internal Revenue Service, Income Verification Express Services (IVES) Electronic Signa-
ture Requirements (August 2, 2018), available at https:/www.irs.gov/individuals/international-
taxpayers/income-verification-express-services-ives-electronic-signature-requirements.

167 Specifically, section 12.101 provides that agencies: (1) conduct market research to deter-
mine whether commercial items or nondevelopmental items are available that could meet the
agency’s requirements; (2) acquire commercial items or nondevelopmental items when they are
available to meet the needs of the agency; and (3) require prime contractors and subcontractors
at all tiers to incorporate, to the maximum extent practicable, commercial items or nondevelop-
mental items as components of items supplied to the agency.
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representation. The Committee expects the IRS to apply a uniform
approach to electronic signatures across IRS programs.

EXPLANATION OF PROVISION

For a request for disclosure to a practitioner with consent of the
taxpayer, or for any power of attorney granted by a taxpayer to a
practitioner, the provision requires the Secretary to publish guid-
ance to establish uniform standards and procedures for the accept-
ance of taxpayers’ signatures appearing in electronic form with re-
spect to such requests or power of attorney. Such guidance must
be published within six months of the date of enactment. For pur-
poses of the provision, a “practitioner” means an individual in good
standing who is regulated under 31 U.S.C. sec. 330 (relating to
practice before the Department of the Treasury).

EFFECTIVE DATE
The provision is effective on the date of enactment.

3. PAYMENT OF TAXES BY DEBIT AND CREDIT CARDS (SEC. 2303 OF THE
BILL AND SEC. 6311 OF THE CODE)

PRESENT LAW

The Code generally permits the payment of taxes by commer-
cially acceptable means such as credit cards.168 The Secretary may
not pay any fee or provide any other consideration in connection
with the use of credit, debit, or charge cards for the payment of in-
come taxes.169

REASONS FOR CHANGE

The Committee believes that removing the prohibition on the
Secretary paying any fees or providing any other consideration in
connection with the use of credit, debit, or charge cards will allow
the IRS to realize benefits similar to those realized by any business
that accepts payment by credit card, including a guarantee that the
funds will be paid over and a reduction in the costs of handling
paper checks. The Committee believes that the provision could re-
sult in increased collections by allowing taxpayers to more easily
make a payment by credit card over the telephone without having
to wait for the IRS to connect them to third party providers.

EXPLANATION OF PROVISION

The provision removes the prohibition on paying any fees or pro-
viding any other consideration in connection with the use of credit,
debit, or charge cards for the payment of income taxes to the extent
taxpayers paying in this manner are fully responsible for any fees
or consideration incurred. The provision requires the Secretary to
seek to minimize the amount of any fee or other consideration that
the Secretary pays under any contract.

EFFECTIVE DATE

The provision is effective on the date of enactment.

168 Sec. 6311.
169 Sec. 6311(d)(2).
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4. AUTHENTICATION OF USERS OF ELECTRONIC SERVICES ACCOUNTS
(SEC. 2304 OF THE BILL)

PRESENT LAW

The IRS has developed a suite of web-based products, called e-
Services Online Tools for Tax Professionals, which provides mul-
tiple electronic products and services to tax professionals.

REASONS FOR CHANGE

The Committee is aware that multi-factor authentication of the
identity of users of online accounts increases the security of
datasets. The Committee also believes that taxpayers are entitled
to demand that the IRS carefully guard the sensitive information
entrusted by taxpayers to the IRS.

EXPLANATION OF PROVISION

The provision requires the IRS to verify the identity of any indi-
vidual opening an e-Services account before he or she is able to use
such services.

EFFECTIVE DATE

The provision is effective not later than 180 days after the date
of enactment.

F. OTHER PROVISIONS

1. REPEAL OF PROVISION REGARDING CERTAIN TAX COMPLIANCE
PROCEDURES AND REPORTS (SEC. 2401 OF THE BILL)

PRESENT LAW

Under present law, taxpayers generally are required to calculate
their own tax liabilities and submit returns showing their calcula-
tions.170 Section 2004 of RRA98 requires the Secretary of the
Treasury or his delegate (“Secretary”) to study the feasibility of,
and develop procedures for, the implementation of a return-free tax
system for appropriate individuals for taxable years beginning after
2007.171 The Secretary is required annually to report to the tax-
writing committees on the progress of the development of such sys-
tem. The Secretary was required to make the first report on the de-
velopment of the return-free filing system to the tax-writing com-
mittees by June 30, 2000.

REASONS FOR CHANGE

The Committee believes the reports required under RRA98 are
unnecessary and that the Secretary’s limited resources are better
spent elsewhere.

EXPLANATION OF PROVISION
The provision repeals section 2004 of RRA98.

170 Sec. 6012.
171 Pub. L. No. 105-206, sec. 2004.
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EFFECTIVE DATE
The provision is effective on the date of enactment.
2. COMPREHENSIVE TRAINING STRATEGY (SEC. 2402 OF THE BILL)
PRESENT LAW

The Code provides that the Commissioner has such duties and
powers as prescribed by the Secretary.l72 Unless otherwise speci-
fied by the Secretary, such duties and powers include the power to
administer, manage, conduct, direct, and supervise the execution
and application of the internal revenue laws or related statutes. In
executing these duties, the Commissioner depends upon strategic
plans that prioritize goals and manage its resources. In the current
strategic plan, cultivating a well-equipped, diverse, flexible and en-
gaged workforce is identified as one of the IRS’s six strategic
goals.173

Within the IRS, the OTA is expected to represent taxpayer inter-
ests independently in disputes with the IRS. The OTA has four
principal functions: (1) to assist taxpayers in resolving problems
with the IRS; (2) to identify areas in which taxpayers have prob-
lems in dealing with the IRS; (3) to propose changes in the admin-
istrative practices of the IRS to mitigate problems in areas in
which taxpayers have issues in dealing with the IRS; and (4) to
identify potential legislative changes which may be appropriate to
mitigate such problems.174 The NTA supervises the OTA. The NTA
reports directly to the Commissioner.

REASONS FOR CHANGE

The Committee believes that a well-trained IRS workforce is an
important element of the ability of the IRS to provide taxpayers
with top-quality service, helping them understand and meet their
tax responsibilities, and enforcing the law with integrity and fair-
ness. By requiring that the Commissioner submit a report to Con-
gress outlining a comprehensive training strategy for IRS employ-
ees, the Committee hopes to encourage the IRS to consider possible
additions and improvements to current processes.

EXPLANATION OF PROVISION

The provision requires that the Commissioner submit to Con-
gress a written report providing a comprehensive training strategy
for employees of the IRS. The report is to be submitted not later
than one year after the date of enactment of this Act, and is to in-
clude: a plan to streamline current training processes, including an
assessment of the utility of further consolidating internal training
programs, technology, and funding; a plan to develop annual train-
ing regarding taxpayer rights, including the role of the OTA, for
employees that interface with taxpayers and the direct managers
of such employees; a plan to improve technology-based training;
proposals to focus employee training on early, fair, and efficient
resolution of taxpayer disputes for employees that interface with

172 Sec. 7803(a).

173 See Internal Revenue Service Strategic Plan FY2018-2022, Publication 3744, available at
https:/www.irs.gov/pub/irs-pdf/p3744.pdf.

174 Sec. 7803(c).
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taxpayers and the direct managers of such employees, as well as
ensure consistency of skill development and employee evaluation
throughout the IRS; and a thorough assessment of the funding nec-
essary to implement such a strategy.

EFFECTIVE DATE

The provision is effective on the date of enactment.
TITLE III—MISCELLANEOUS PROVISIONS

A. REFORM OF LAWS GOVERNING INTERNAL REVENUE SERVICE
EMPLOYEES

1. PROHIBITION ON REHIRING ANY EMPLOYEE OF THE INTERNAL REV-
ENUE SERVICE WHO WAS INVOLUNTARILY SEPARATED FROM SERV-
ICE FOR MISCONDUCT (SEC. 3001 OF THE BILL AND SEC. 7804 OF THE
CODE)

PRESENT LAW

Employees of the IRS are subject to rules governing Federal em-
ployment generally, as well as rules of conduct specific to Depart-
ment of the Treasury and the IRS.175 Standards of Ethical Conduct
for Employees of the Executive Branch are supplemented by addi-
tional rules applicable to employees of the Department of the
Treasury.176

The Code provides that the Commissioner has such duties and
powers as prescribed by the Secretary.l77 Unless otherwise speci-
fied by the Secretary, such duties and powers include the power to
administer, manage, conduct, direct, and supervise the execution
and application of the internal revenue laws or related statutes and
tax conventions to which the United States is a party, and to rec-
ommend to the President a candidate for Chief Counsel (and rec-
ommend any removal of the Chief Counsel). Unless otherwise spec-
ified by the Secretary, the Commissioner is authorized to employ
such persons as the Commissioner deems proper for the adminis-
tration and enforcement of the internal revenue laws and is re-
quired to issue all necessary directions, instructions, orders, and
rules applicable to such persons,1?® including determination and
designation of posts of duty.

RRA98 requires the IRS to terminate an employee for certain
proven violations committed by the employee in connection with
the performance of official duties.1”® The violations include: (1)
willful failure to obtain the required approval signatures on docu-
ments authorizing the seizure of a taxpayer’s home, personal be-
longings, or business assets; (2) providing a false statement under
oath material to a matter involving a taxpayer; (3) with respect to
a taxpayer, taxpayer representative, or other IRS employee, the
violation of any right under the U.S. Constitution, or any civil right
established under Titles VI or VII of the Civil Rights Act of 1964,

175 Part III of Title 5 of the United States Code prescribes rules for Federal employment, in-
cluding employment, retention, and management and employee issues.

176 Standards of Ethical Conduct for Employees of the Executive Branch, 5 C.F.R. Part 2635;
Supplemental Standards of Ethical Conduct for Employees of the Department of the Treasury,
5 C.F.R. Part 3101; Department of the Treasury Employee Rules of Conduct, 31 C.F.R. Part 0.

177 Sec. 7803(a).

178 Sec. 7804.

179 Pub. L. No. 105-206, sec. 1203(b), July 22, 1998.
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Title IX of the Educational Amendments of 1972, the Age Discrimi-
nation in Employment Act of 1967, the Age Discrimination Act of
1975, sections 501 or 504 of the Rehabilitation Act of 1973 and
Title I of the Americans with Disabilities Act of 1990; (4) falsifying
or destroying documents to conceal mistakes made by any em-
ployee with respect to a matter involving a taxpayer or a taxpayer
representative; (5) assault or battery on a taxpayer or other IRS
employee, but only if there is a criminal conviction or a final judg-
ment by a court in a civil case, with respect to the assault or bat-
tery; (6) violations of the Code, Treasury Regulations, or policies of
the IRS (including the Internal Revenue Manual) for the purpose
of retaliating or harassing a taxpayer or other IRS employee; (7)
willful misuse of section 6103 for the purpose of concealing data
from a Congressional inquiry; (8) willful failure to file any tax re-
turn required under the Code on or before the due date (including
extensions) unless failure is due to reasonable cause; (9) willful un-
derstatement of Federal tax liability, unless such understatement
is due to reasonable cause; and (10) threatening to audit a taxpayer
for the purpose of extracting personal gain or benefit.

RRA98 provides non-delegable authority to the Commissioner to
determine that mitigating factors exist, that, in the Commissioner’s
sole discretion, mitigate against terminating the employee. The Act
also provides that the Commissioner, in his sole discretion, may es-
tablish a procedure to determine whether an individual should be
referred for such a determination by the Commissioner. TIGTA is
required to track employee terminations and terminations that
would have occurred had the Commissioner not determined that
there were mitigation factors and include such information in
TIGTA’s annual report to Congress.

REASONS FOR CHANGE

TIGTA reported that between October 2009 and September 2013
the IRS had rehired 141 former employees who had previously
been dismissed involuntarily for cause.l80 The types of misconduct
that led to the involuntary dismissals included willful failure to file
tax returns, unauthorized access to confidential tax information,
falsification of official forms, abuse of leave, and other violations of
IRS policies. The Committee believes that rehiring persons who
were fired for such misconduct is improper and poses a serious risk
to the confidentiality of the information entrusted to the IRS and
erodes trust in the IRS. In order to restore trust in the integrity
of IRS employees, and hold IRS officials accountable for their hir-
ing practices, it is necessary to ban rehiring persons who were dis-
missed for cause.

EXPLANATION OF PROVISION

Under the provision, a former employee of the IRS who was in-
voluntarily separated due to misconduct under subchapter A of
Chapter 80 of the Code, under chapters 43 or 75 of Title 5 of the
United States Code, or whose employment was terminated under
section 1203 of RRA98, cannot be reemployed by the IRS.

180 Ingpector General for Tax Administration, Department of the Treasury, Additional Consid-
eration of Prior Conduct and Performance Issues Is Needed When Hiring Former Employees
(TIGTA 2015-10-006), December 30, 2014, available at https://www.treasury.gov/tigta/
auditreports/2015reports/201510006fr.pdf.
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EFFECTIVE DATE

The provision is effective with respect to the hiring of employees
after the date of enactment.

2. NOTIFICATION OF UNAUTHORIZED INSPECTION OR DISCLOSURE OF
RETURNS AND RETURN INFORMATION (SEC. 3002 OF THE BILL AND
SEC. 7431 OF THE CODE)

PRESENT LAW

Section 7431 provides for civil damages resulting from an unau-
thorized disclosure of inspection of return information. If a Federal
employee makes an unauthorized disclosure or inspection, a tax-
payer can bring suit against the United States in Federal district
court. If a person other than a Federal employee makes an unau-
thorized disclosure or inspection, suit may be brought directly
against such person. No liability results from a disclosure based on
a good faith, but erroneous, interpretation of section 6103. A disclo-
sure or inspection made at the request of the taxpayer will also re-
lieve liability.

Upon a finding of liability, a taxpayer can recover the greater of
$1,000 per act of unauthorized disclosure (or inspection), or the
sum of actual damages plus, in the case of an inspection or disclo-
sure that was willful or the result of gross negligence, punitive
damages. The taxpayer may also recover the costs of the action
and, if found to be a prevailing party, reasonable attorney fees.

The taxpayer has two years from the date of the discovery of the
unauthorized inspection or disclosure to bring suit. The IRS is re-
quired to notify a taxpayer of an unauthorized inspection or disclo-
sure as soon as practicable after any person is criminally charged
by indictment or information for unlawful inspection or disclosure.

REASONS FOR CHANGE

The Committee believes that current law requiring the Secretary
to notify a taxpayer about unauthorized inspection or disclosure
only if the offending party is criminally charged is insufficient. The
Committee believes the notification required under this provision is
necessary to enhance the ability of a taxpayer to exercise his or her
rights under the Code to bring a civil action for unauthorized in-
spection or disclosure.

EXPLANATION OF PROVISION

The provision requires the Secretary to notify a taxpayer if the
IRS or a Federal or State agency (upon notice to the Secretary by
such Federal or State agency) proposes an administrative deter-
mination as to disciplinary or adverse action against an employee
arising from the employee’s unauthorized inspection or disclosure
of the taxpayer’s return or return information. The provision re-
quires the notice to include the date of the unauthorized inspection
or disclosure and the rights of the taxpayer as a result of such ad-
ministrative determination.

EFFECTIVE DATE

The provision is effective for determinations proposed after 180
days after the date of enactment.
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B. PROVISIONS RELATING TO EXEMPT ORGANIZATIONS

1. MANDATORY E-FILING BY EXEMPT ORGANIZATIONS (SEC. 3101 OF THE
BILL AND SECS. 6033 AND 6104 OF THE CODE)

PRESENT LAW

In general

RRA98 states a Congressional policy to promote the paperless fil-
ing of Federal tax returns. Section 2001(a) of RRA98 set a goal for
the IRS to have at least 80 percent of all Federal tax and informa-
tion returns filed electronically by 2007.181 Section 2001(b) of
RRA98 requires the IRS to establish a 10-year strategic plan to
eliminate barriers to electronic filing.

Present law requires the Secretary to issue regulations regarding
electronic filing and specifies certain limitations on the rules that
may be included in such regulations.182 The statute requires that
Federal income tax returns prepared by specified tax return pre-
parers be filed electronically,183 and that all partnerships with
more than 100 partners file electronically. For taxpayers other
than partnerships, the statute prohibits any requirement that per-
sons who file fewer than 250 returns during a calendar year file
electronically. With respect to individuals, estates, and trusts, the
Secretary may permit, but generally cannot require, electronic fil-
ing of income tax returns. In crafting any of these required regula-
tions, the Secretary must take into account the ability of taxpayers
to comply at reasonable cost.

The regulations require corporations that have assets of $10 mil-
lion or more and file at least 250 returns during a calendar year
to file electronically their Form 1120/1120S income tax returns and
Form 990 information returns for tax years ending on or after De-
cember 31, 2006.184 In determining whether the 250 return thresh-
old is met, income tax, information, excise tax, and employment tax
returns filed within one calendar year are counted.

Tax-exempt organizations

Most tax-exempt organizations are required to file an annual in-
formation return or notice in the Form 990 series. Since 2007, the
smallest organizations—generally, those with gross receipts of less
than $50,000—may provide an abbreviated notice on Form 990-N,
sometimes referred to as an “e-postcard.” Which form to file de-
pends on the annual receipts, value of assets, and types of activi-
ties of the exempt organization. The public can view electronic im-
ages of Forms 990, 990-EZ, and 990-PF online, or purchase hard
or soft copies from the IRS.185

In general, only the largest and smallest tax-exempt organiza-
tions are required to electronically file their annual information re-

181The Electronic Tax Administration Advisory Committee, the body charged with oversight
of IRS progress in reaching that goal projected an overall e-filing rate of 80.1 percent in the
2017 filing season based on all Federal returns. See Electronic Tax Administration Advisory
Committee, Annual Report to Congress, June 2017, IRS Pub. 3415, page 5.

182 Sec. 6011(e). Section 6011(e) uses the term “magnetic media,” which the Treasury regula-
tion section 301.6011-2 defines to include electronic filing.

183 Section 6011(e)(3)(B) defines a “specified tax return preparer” as any return preparer who
reasonably expects to file more than 10 individual income tax returns during a calendar year.

184 Treas. Reg. secs. 301.6011-5 and 301.6033—4.

185 See https://www.irs.gov/charities-non-profits/copies-of-eo-returns-available, last updated Au-
gust 16, 2018.
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turns. First, as indicated above, tax-exempt corporations that have
assets of $10 million or more and that file at least 250 returns dur-
ing a calendar year must electronically file their Form 990 informa-
tion returns. Private foundations and charitable trusts, regardless
of asset size, that file at least 250 returns during a calendar year
are required to file electronically their Form 990-PF information
returns.186 Finally, organizations that file Form 990-N (the e-post-
card) also must electronically file.187

REASONS FOR CHANGE

The Committee believes that mandatory electronic filing by all
tax-exempt organizations required to file information returns will
improve efficiency, reduce costs and generally improve oversight of
tax-exempt organizations. Electronic filing generally increases effi-
ciency because it enables the IRS to make use of its computer in-
frastructure to identify returns with audit potential. This focus, in
turn, allows the IRS to utilize its resources in areas in which such
efforts would be most fruitful. Moreover, the reduction in proc-
essing costs incurred by the IRS as a result of electronic filing ini-
tiatives is well documented.

The Committee believes it is important to increase the trans-
parency of, and enhance public access to information about, tax-ex-
empt organizations, particularly charitable organizations. Present
law enables the public to know whether an entity purporting to be
an exempt organization is in compliance with the Code by man-
dating that the IRS make certain documents available to the pub-
lic. In complying with its obligation to release returns, the IRS
makes the returns available in read-only format. Although many
tax-exempt organizations already file their required returns elec-
tronically, a significant number of entities continue to file on paper.
Because the IRS generally releases all returns in the same read-
only format regardless of whether they were filed electronically or
on paper, the IRS expends time and resources to conform all re-
turns to a uniform format. The Committee believes that a broader
requirement for electronic filing and the addition of a requirement
that the information be released in machine-readable format will
expedite the publication of the information that is required to be
disclosed by the IRS and enhance its usability by stakeholders at-
tempting to exercise oversight of tax-exempt organizations. Such
stakeholders include not only members of the public who may sup-
port or donate to an organization, but also state and local officials
charged with oversight responsibilities and responsibility for pros-
ecuting fraudulent charities.

EXPLANATION OF PROVISION

The provision extends the requirement to e-file to all tax-exempt
organizations required to file statements or returns in the Form
990 series or Form 8872 (“Political Organization Report of Con-
tributions and Expenditures”). The provision also requires that the
IRS make the information provided on the forms available to the

186 Taxpayers can request waivers of the electronic filing requirement if they cannot meet that
requirement due to technological constraints, or if compliance with the requirement would result
in undue financial burden on the taxpayer. Treas. Sec. 301.6033—4.

187 See Form 990-N, “Electronic Notice for Tax-exempt Organizations Not Required to File a
Form 990 or 990-EZ.”
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public (consistent with the disclosure rules of section 6104 of the
Code) in a machine-readable format as soon as practicable.

EFFECTIVE DATE

The provision generally is effective for taxable years beginning
after the date of enactment. Transition relief is provided for certain
organizations. First, for certain small organizations or other organi-
zations for which the Secretary determines that application of the
e-filing requirement would constitute an undue hardship in the ab-
sence of additional transitional time, the requirement to file elec-
tronically must be implemented not later than taxable years begin-
ning two years following the date of enactment. For this purpose,
small organization means any organization: (1) the gross receipts
of which for the taxable year are less than $200,000; and (2) the
aggregate gross assets of which at the end of the taxable year are
less than $500,000. In addition, the provision grants IRS the dis-
cretion to delay the effective date not later than taxable years be-
ginning two years after the date of enactment for the filing of Form
990-T (reports of unrelated business taxable income or the pay-
ment of proxy tax under section 6033(e)).

2. NOTICE REQUIRED BEFORE REVOCATION OF TAX-EXEMPT STATUS
FOR FAILURE TO FILE RETURN (SEC. 3102 OF THE BILL AND SEC.
6033(j) OF THE CODE)

PRESENT LAW
Applications for tax exemption

Section 501(c)(3) organizations

Section 501(c)(3) organizations (with certain exceptions) are re-
quired to seek formal recognition of tax-exempt status by filing an
application with the IRS (Form 1023 (Application for Recognition
of Exemption under Section 501(c)(3) of the Internal Revenue Code)
or Form 1023-EZ (Streamlined Application for Recognition of Ex-
emption under Section 501(c)(3) of the Internal Revenue Code)).188
In response to the application, the IRS issues a determination let-
ter or ruling either recognizing the applicant as tax-exempt or not.
Certain organizations are not required to apply for recognition of
tax-exempt status in order to qualify as tax-exempt under section
501(c)(3) but may do so. These organizations include churches, cer-
tain church-related organizations, organizations (other than private
foundations) the gross receipts of which in each taxable year are
normally not more than $5,000, and organizations (other than pri-
vate foundations) subordinate to another tax-exempt organization
that are covered by a group exemption letter.

A favorable determination by the IRS on an application for rec-
ognition of tax-exempt status generally will be retroactive to the
date that the section 501(c)(3) organization was created if it files
a completed Form 1023 within 15 months of the end of the month
in which it was formed.18° If the organization does not file Form

188 See sec. 508(a).

189 Pursuant to Treas. Reg. sec. 301.9100-2(a)(2)(iv), organizations are allowed an automatic
12-month extension as long as the application for recognition of tax exemption is filed within
the extended, i.e., 27-month, period. The IRS also may grant an extension beyond the 27-month
period if the organization is able to establish that it acted reasonably and in good faith and that
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1023 or files a late application, it will not be treated as tax-exempt
under section 501(c)(3) for any period prior to the filing of an appli-
cation for recognition of tax exemption.1?0 Contributions to section
501(c)(3) organizations that are subject to the requirement that the
organization apply for recognition of tax-exempt status generally
are not deductible from income, gift, or estate tax until the organi-
zation receives a determination letter from the IRS.191

Other section 501(c) organizations

Most other types of section 501(c) organizations—including orga-
nizations described within sections 501(c)(4) (social welfare organi-
zations, etc.), 501(c)(5) (labor organizations, etc.), or 501(c)(6) (busi-
ness leagues, etc.)—are not required to apply for recognition of tax-
exempt status. Rather, organizations are exempt under these sub-
sections if they satisfy the requirements applicable to such organi-
zations. However, an organization that intends to operate as a sec-
tion 501(c)(4) organization must notify the Secretary no later than
60 days after its formation that it is operating as such by filing
form 8976 (Notice of Intent to Operate Under Section 501(c)(4)). In
addition, in order to obtain certain benefits such as public recogni-
tion of tax-exempt status, exemption from certain State taxes, and
nonprofit mailing privileges, such organizations voluntarily may re-
quest a formal recognition of exempt status by filing a Form 1024
(Application for Recognition of Exemption under Section 501(a)) or
Form 1024-A (Application for Recognition of Exemption under Sec-
tion 501(c)(4) of the Internal Revenue Code).

Annual information returns

Exempt organizations are required to file an annual information
return, Form 990 (Return of Organization Exempt From Income
Tax), stating specifically the items of gross income, receipts, dis-
bursements, and such other information as the Secretary may pre-
scribe.192 Exempt from the requirement are churches, their inte-
grated auxiliaries, and conventions or associations of churches; the
exclusively religious activities of any religious order; certain insti-
tutions whose income is excluded from gross income under section
115; an interchurch organization of local units of a church; certain
mission societies; certain church-affiliated elementary and high
schools; and certain other organizations, including some that the
IRS has relieved from the filing requirement pursuant to its statu-
tory discretionary authority.193

An organization that is required to file an information return,
but that has gross receipts of less than $200,000 during its taxable
year, and total assets of less than $500,000 at the end of its taxable
year, may file Form 990-EZ. If an organization normally has gross

granting relief will not prejudice the interests of the government. Treas. Reg. secs. 301.9100—
1 and 301.9100-3.

190 Treas. Reg. sec. 1.508-1(a)(1).

191 Sec. 508(d)(2)(B). Contributions made prior to receipt of a favorable determination letter
may be deductible prior to the organization’s receipt of such favorable determination letter if
the organization has timely filed its application to be recognized as tax-exempt. Treas. Reg. secs.
1.508-1(a) and 1.508-2(b)(1)(i)(b).

192 Sec. 6033(a). An organization that has not received a determination of its tax-exempt sta-
tus, but that claims tax-exempt status under section 501(a), is subject to the same annual re-
porting requirements and exceptions as organizations that have received a tax-exemption deter-
mination.

193 Sec. 6033(a)(3); Treas. Reg. secs. 1.6033—2(a)(2)(i) and (g)(1).
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receipts of $50,000 or less, it must file Form 990-N (“e-postcard”),
if it chooses not to file Form 990 or Form 990-EZ. Private founda-
tions are required to file Form 990—PF rather than Form 990.

Revocation of exempt status

In general

An organization that has received a favorable tax-exemption de-
termination from the IRS generally may continue to rely on the de-
termination as long as “there are no substantial changes in the or-
ganization’s character, purposes, or methods of operation.” 194 A
ruling or determination letter concluding that an organization is
exempt from tax may, however, be revoked or modified: (1) by no-
tice from the IRS to the organization to which the ruling or deter-
mination letter was originally issued; (2) by enactment of legisla-
tion or ratification of a tax treaty; (3) by a decision of the United
States Supreme Court; (4) by issuance of temporary or final Regu-
lations by the Treasury Department; (5) by issuance of a revenue
ruling, a revenue procedure, or other statement in the Internal
Revenue Bulletin; or (6) automatically, in the event the organiza-
tion fails to file a required annual return or notice for three con-
secutive years (discussed in greater detail below).195 A revocation
or modification of a determination letter or ruling may be retro-
active if, for example, there has been a change in the applicable
law, the organization omitted or misstated a material fact, or the
organization has operated in a manner materially different from
that originally represented.196 Upon revocation of tax-exemption or
change in the classification of an organization (e.g., from public
charity to private foundation status), the IRS publishes an an-
nouncement of such revocation or change in the Internal Revenue
Bulletin.

Automatic revocation for failure to file information returns

If an organization fails to file a required Form 990-series return
or notice for three consecutive years, the organization’s tax-exempt
status is automatically revoked.'®? A revocation for failure to file
is effective from the date that the Secretary determines was the
last day the organization could have timely filed the third required
information return or notice. To again be recognized as tax-exempt,
the organization must apply to the Secretary for recognition of tax-
exemption, irrespective of whether the organization was required to
make an application for recognition of tax-exemption in order to
gain tax-exemption originally.198

If, upon application for tax-exempt status after an automatic rev-
ocation for failure to file an information return or notice, the orga-
nization shows to the satisfaction of the Secretary reasonable cause
for failing to file the required returns or notices, the organization’s
tax-exempt status may, in the discretion of the Secretary, be rein-
stated retroactive to the date of revocation.199 An organization may
not challenge under the Code’s declaratory judgment procedures

194 Treas. Reg. sec. 1.501(a)-1(a)(2).

195 Rev. Proc. 2019-5, sec. 12, 2019-1 L.R.B. 230, at p. 257 (January 2, 2019).
196 Ipid. at p. 258.

197 Sec. 6033(G)(1).

198 Sec. 6033(3)(2).

199 Sec. 6033(j)(3); Rev. Proc. 2014-11, 2014-3 I.R.B. 411 (January 13, 2014).
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(section 7428) a revocation of tax-exemption made for failure to file
annual information returns.

The Secretary is authorized to publish a list of organizations
whose exempt status is automatically revoked.

REASONS FOR CHANGE

Present law does not require the IRS to notify an organization
that already has failed to file a Form 990-series return or notice
for two consecutive years that it is at risk of revocation if it fails
to file for a third consecutive year. Many of the affected organiza-
tions are small and poorly funded, yet face increasing demand for
their services from the communities they serve. As a result, revoca-
tion can pose a significant financial burden on these organizations
and their communities. The Committee therefore believes it is ap-
propriate to require the IRS to notify organizations that are at risk
of losing tax-exempt status for failure to file Form 990-series re-
turns or notices and to provide information to help the organization
prevent the loss of its tax-exempt status.

EXPLANATION OF PROVISION

The provision requires that the IRS provide notice to an organi-
zation that fails to file a Form 990-series return or notice for two
consecutive years. The notice must state that the IRS has no record
of having received such a return or notice from the organization for
two consecutive years and inform the organization about the rev-
ocation of the organization’s tax-exempt status that will occur if the
organization fails to file such a return or notice by the due date for
the next such return or notice. The notice must also contain infor-
mation about how to comply with the annual information return
and notice requirements under sections 6033(a)(1) and 6033(i).

EFFECTIVE DATE

The provision applies to failures to file returns or notices for two
consecutive years if the return or notice for the second year is re-
quired to be filed after December 31, 2019.

C. REVENUE PROVISION

1. INCREASE IN PENALTY FOR FAILURE TO FILE (SEC. 3201 OF THE BILL
AND SEC. 6651(a) OF THE CODE)

PRESENT LAW

The Federal tax system is one of “self-assessment,” i.e., taxpayers
are required to declare their income, expenses, and ultimate tax
due, while the IRS has the ability to propose subsequent changes.
This voluntary system requires that taxpayers comply with dead-
lines and adhere to the filing requirements. While taxpayers may
obtain extensions of time in which to file their returns, the Federal
tax system consists of specific due dates of returns. In order to fos-
ter compliance in meeting these deadlines, Congress has enacted a
penalty for the failure to timely file tax returns.200

A taxpayer who fails to file a tax return on or before its due date
is subject to a penalty equal to five percent of the net amount of

200 See United States v. Boyle, 469 U.S. 241, 245 (1985).
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tax due for each month that the return is not filed, up to a max-
imum of 25 percent of the net amount.20! If the failure to file a re-
turn is fraudulent, the taxpayer is subject to a penalty equal to 15
percent of the net amount of tax due for each month the return is
not filed, up to a maximum of 75 percent of the net amount.202 The
net amount of tax due is the amount of tax required to be shown
on the return reduced by the amount of any part of the tax that
is paid on or before the date prescribed for payment of the tax and
by the amount of any credits against tax that may be claimed on
the return.203 The penalty will not apply if it is shown that the fail-
ure to file was due to reasonable cause and not willful neglect.204

If a return is filed more than 60 days after its due date, and un-
less it is shown that such failure is due to reasonable cause, then
the failure to file penalty may not be less than the lesser of
$205295 or 100 percent of the amount required to be shown as tax
on the return.206 If a penalty for failure to file and a penalty for
failure to pay tax shown on a return both apply for the same
month, the amount of the penalty for failure to file for such month
is reduced by the amount of the penalty for failure to pay tax
shown on a return.297 If a return is filed more than 60 days after
its due date, then the penalty for failure to pay tax shown on a re-
turn may not reduce the penalty for failure to file below the lesser
of $205 or 100 percent of the amount required to be shown on the
return.208

The failure to file penalty applies to all returns required to be
filed under subchapter A of Chapter 61 (relating to income tax re-
turns of an individual, fiduciary of an estate or trust, or corpora-
tion; self-employment tax returns, and estate and gift tax returns),
subchapter A of chapter 51 (relating to distilled spirits, wines, and
beer), subchapter A of chapter 52 (relating to tobacco, cigars, ciga-
rettes, and cigarette papers and tubes), and subchapter A of chap-
ter 53 (relating to machine guns and certain other firearms).209
The failure to file penalty is adjusted annually to account for infla-
tion. The failure to file penalty does not apply to any failure to pay
estimated tax required to be paid by sections 6654 or 6655.210

REASONS FOR CHANGE

The Committee notes that the penalties for failing to file tax re-
turns have not been increased in several years. The Committee be-
lieves that increasing the penalties will encourage the filing of
timely and accurate information returns, which, in turn, will im-
prove overall tax administration.

201 Sec. 6651(a)(1).

202 Sec. 6651(1).

203 Sec. 6651(b)(1).

204 Sec. 6651(a)(1).

205 The $205 amount is adjusted for inflation.

206 Sec. 6651(a)(1) (flush language). For this minimum penalty to apply, the Tax Court has
held, and the IRS acquiesced, that there must be an underpayment of tax. See Patronik-Holder
v. Commissioner, 100 T.C. 374 (1993) (citing the Conference Report to the Tax Equity and Fiscal
Responsibility Act of 1982), AOD 1994-03, 1993-2 C.B. 1.

207 Sec. 6651(c)(1).

208 Jhid.

209 Sec. 6651(a)(1).

210 Sec. 6651(e).
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EXPLANATION OF PROVISION

Under the provision, if a return is filed more than 60 days after
its due date, then the failure to file penalty may not be less than
the lesser of $330 (adjusted for inflation) or 100 percent of the
amount required to be shown as tax on the return.

EFFECTIVE DATE

The provision applies to returns with filing due dates (including
extensions) after December 31, 2019.

III. VOTES OF THE COMMITTEE

In compliance with clause 3(b) of rule XIII of the House of Rep-
resentatives, the following statement is made concerning the vote
of the Committee on Ways and Means during the markup consider-
ation of H.R. 1957, the Taxpayer First Act of 2019, on April 2,
2019.

The Chairman’s amendment in the nature of a substitute was
adopted by a voice vote 