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Calendar No.

1091 CONGRESS
2D SESSION S’ 1 32 1

[Report No. 109- ]

To amend the Internal Revenue Code of 1986 to repeal the excise tax
on telephone and other communications services.

IN THE SENATE OF THE UNITED STATES

JUNE 28, 2005
Mr. SANTORUM (for himself, Mr. Craro, Mr. SmiTH, Mr. HAGEL, Mr. EN-
SIGN, Mr. ALLEN, Mr. COBURN, Mr. THUNE, Mr. CHAMBLISS, Mr. SES-
SIONS, Mr. ArnraArD, Mr. CoconraN, Mr. Isakson, Mr. Harcmo, Mr.
CRrAIG, Mr. BROWNBACK, Mr. TALENT, and Mr. KYL) introduced the fol-
lowing bill; which was read twice and referred to the Committee on Fi-
nance

SEPTEMBER (legislative day, SEPTEMBER ), 2006

Reported by Mr. GRASSLEY, with an amendment and an amendment to the
title

[Strike out all after the enacting clause and insert the part printed in italic]

AN ACT

To amend the Internal Revenue Code of 1986 to repeal
the excise tax on telephone and other communications

services.

1 Be it enacted by the Senate and House of Representa-

2 tiwves of the United States of America in Congress assembled,
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SECTION 1. SHORT TITLE; AMENDMENT OF 1986 CODE;
TABLE OF CONTENTS.

(a) SHORT TIirLE—This Act may be cited as the
“Telephone Excise Tax Repeal and Taxpayer Protection
and Assistance Act of 20067

(b) AMENDMENT OF 1986 CODE.—Except as otherwise

expressly provided, whenever in this Act an amendment or
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repeal 1s expressed in terms of an amendment to, or repeal

of, a section or other provision, the reference shall be consid-

ered to be made to a section or other provision of the Inter-

nal Revenue Code of 1986.

(¢c) TABLE oF CONTENTS.—The table of contents for

this Act 1s as follows:

Sec. 1. Short title; amendment of 1986 Code; table of contents.

Sec. 101.

Sec. 201.
Sec. 202.
Sec. 205.
Sec. 204.
Sec. 205.
Sec. 206.

TITLE I—TELEPHONE EXCISE TAX REPEAL

Repeal of excise tax on telephone and other communications services.

TITLE II—TAXPAYER PROTECTION AND ASSISTANCE

Low-income taxpayer clinics.

Clarification of envolled agent credentials.
Regulation of Federal tax retwrn preparers.
Contract authority for examinations of preparers.
Regulation of refund anticipation loan facilitators.
Taxpayer access to financial institutions.

TITLE III—IMPROVEMENTS IN TAX ADMINISTRATION AND

Sec. 301.

Sec. 302.
Sec. 303.

Sec. 304.
Sec. 305.
Sec. 306.

Sec. 307.

Sec. 308.
Sec. 309.

Sec. 310.
Sec. 311.
Sec. 312.
Sec. 315.
Sec. 314.
Sec. 315.
Sec. 316.

Sec. 317.
Sec. 318.

TAXPAYER SAFEGUARDS

Waiver of user fee for installment agreements using automated with-
drawals.

Termination of installment agreements.

Indwviduals held harmless on tmproper levy on individual retirement
plan.

Office of Chief Counsel review of offers-in-compromise.

Elimination of restriction on offsetting refunds from former residents.

Revisions relating to termination of employment of IRS employees for
miasconduct.

Modification of collection due process procedures for employment tax li-
abilities.

Extension of time limat for contesting IRS levy.

Authorization for IRS to require increased electronic filing of returns
prepared by paid return preparers.

Direct access to e-file Federal tncome tax returns.

Modifications and report regarding Free File program.

Study on clarifying recordkeeping responsibilities.

Modification of TIGTA reporting requirements.

Streamline reporting process for National Taxpayer Advocate.

Whistleblower reforms.

Authorization for Financial Management Service retention of trans-
action fees from levied amounts.

Clarification of definition of church tax inquiry.

Treatment of funds from Indian tribal governments as public support
for purposes of public charity-private foundation classification.
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Sec. 319.

Sec. 320.

Sec. 3
Sec. 3

Sec. 401.
Sec. 402.
Sec. 405.
Sec. 404.
Sec. 405.
Sec. 406.
Sec. 407.
Sec. 408.
Sec. 409.

Sec. 410.

Sec. 411.
Sec. 412.

Sec. 413.

Sec. 501.

Sec. 502.

Sec. 505.
Sec. 504.
Sec. 505.
Sec. 506.
Sec. 507.
Sec. 508.
Sec. 509.
Sec. 510.
Sec. 511.

Sec. 512.

TITLE

Sec. 601.

Sec. 701.
Sec. 702.
Sec. 703.
Sec. 704.

5

Tax court review of requests for equitable relief from joint and several
liability.

Authorization of appropriations for tax law enforcement relating to
human sex trafficking.

. Regulation of payroll tax deposit agents.
. Special period of Limitation when uniformed services retived pay 1is re-

duced as a result of award of disability compensation.
TITLE IV—REFORM OF PENALTY AND INTEREST

Individual estimated tax.

Corporate estimated tax.

Increase in large corporation threshold for estimated tax payments.

Expansion of interest netting.

Clarification of application of Federal tax deposit penalty.

Friwvolous tax submissions.

Understatement of taxpayer Liability by return preparers.

Penalty for aiding and abetting the understatement of tax lLiability.

Increase in crimanal monetary penalty limatation for the underpayment
or overpayment of tax due to fraud.

Doubling of certain penalties, fines, and interest on underpayments re-
lated to certain offshore financial arrangements.

Increase in penalty for bad checks and money orders.

Increase in penalty excise taxes on the political and excess lobbying ac-
tivities of section 501(c)(3) organizations.

Penalty for filing erroneous refund claims.

TITLE V—CONFIDENTIALITY AND DISCLOSURE

Collection activities with respect to joint return disclosable to either
spouse based on oral request.

Prohibition of disclosure of taxpayer identification information with re-
spect to disclosure of accepted offers-in-compromise.

Compliance by contractors with confidentiality safeguards.

Higher standards for requests for and consents to disclosure.

Civil damages for unauthorized disclosure or inspection.

Expansion of disclosure in emergency circumstances.

Disclosure of taxpayer identity for tax refund purposes.

Treatment of public records.

Taxpayer identification number matching.

Form 8300 disclosures.

Expansion of penalty for disclosure or use of information by tax return
preparer.

Restrictions on disclosure and use of tax retwrn information.

VIUNITED STATES TAX COURT EMPLOYEE APPOINTMENT
MODERNIZATION

Amendments to appoint employees.
TITLE VII—MISCELLANEOUS PROVISIONS

Expensing of broadband Internet access expenditures.
Modification of refunds for kerosene used tn aviation.
Declarations on Federal corporate tncome tax returns.
Certified professional employer organizations.



O:\MAT\MATO06693.xml S.L.C.

Sec. 705.

Sec. 706.
Sec. 707.
Sec. 708.

Sec. 709.

Sec. 710.
Sec. 711.

Sec. 712.
Sec. 713.

Sec. 714.
Sec. 715.

Sec. 716.
Sec. 717.
Sec. 718.
Sec. 719.
Sec. 72
Sec. 721.
Sec. 72

Sec. 801.
Sec. 802.

Sec. 803.
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Study on collecting estimated tax payments through the electronic fund
transfer system.

Study on use of voluntary withholding agreements.

Offset of State judicial debts against income tax refund.

Clarification of responsibilities of United States marshals attending the
Tax Court.

Authorization of appropriations to combat the tax gap and for tax law
enforcement.

Annual tax gap report.

Operations for the enforcement of tax laws relating to hiring and con-
tinued employment of undocumented workers.

Repeal of dollar limitation on contributions to funeral trusts.

Administrative relief for certain late qualified terminable interest prop-
erty elections.

Disclosure of written determinations.

Disclosure of Internel web site and name under which organization does
business.

Modification to reporting capital transactions.

Disclosure that Form 990 1s publicly available.

Expedited review process for certain tax-exemption applications.

Expansion of declaratory judgment remedy to tax-exempt organizations.

. Wireless telecommunications equipment.

Permanent extension of Internet tax moratorium.

. Simplification through elimination of tnoperative provisions.

TITLE VIII—REVENUE OFFSET PROVISIONS

Clarification of economic substance doctrine.

Penalty for understatements attributable to transactions lacking eco-
nomic substance, etc.

Application of rules treating inverted corporations as domestic corpora-
tions to certain transactions occurring after March 20, 2002.

TITLE I-TELEPHONE EXCISE

TAX REPEAL

SEC. 101. REPEAL OF EXCISE TAX ON TELEPHONE AND

OTHER COMMUNICATIONS SERVICES.

and services) 1s amended by striking subchapter B.

(b) CONFORMING AMENDMENTS.—

(1) Section 4293 is amended by striking “chap-

1
2
3
4
5 (a) IN GENERAL—Chapter 33 (relating to facilities
6
7
8
9

ter 32 (other than the taxes imposed by sections 4064

10 and 4121) and subchapter B of chapter 33, and in-
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serting “and chapter 32 (other than the taxes 1mposed
by sections 4064 and 4121),”.

(2)(A) Section 6302(e)(1) is amended by striking
“section 4251 or”.

(B) Section 6302(¢e)(2)(A) is amended—

(1) by striking “imposed by—"" and all that

Jollows through “with respect to” and inserting

“imposed by section 4261 or 4271 with respect

to”, and

(11) by striking “bills rendered or”.

(C) The heading for subsection (e) of section
6302 1s amended by striking “COMMUNICATIONS
SERVICES”.

(3) Section 6415 is amended by striking “4251,
4261, or 42717 each place 1t appears and inserting
“4261 or 42717

(4) Section 7871(a)(2) 1is amended by adding
“or” at the end of subparagraph (B), by striking sub-
paragraph (C), and by redesignating subparagraph
(D) as subparagraph (C).

(5) The table of subchapters for chapter 33 is
amended by striking the item relating to subchapter
B.

(¢) EFFECTIVE DATE.—The amendments made by this

25 section shall apply to amounts paid pursuant to bills first
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8

rendered more than 90 days after the date of the enactment
of this Act.

(d) AUTHORIZATION FOR REFUND PROGRAM.—There
1s authorized to be appropriated $49,000,000 to the Internal
Revenue Service to implement the telephone excise tax re-
Sfund program under Internal Revenue Service Notice 20006-
50.

TITLE II—TAXPAYER
PROTECTION AND ASSISTANCE

SEC. 201. LOW-INCOME TAXPAYER CLINICS.
(a) GRANTS FOR RETURN PREPARATION CLINICS.—
(1) IN GENERAL.—Chapter 77 (relating to mais-
cellaneous provisions) s amended by inserting after
section 7526 the following new section:
“SEC. 7526A. RETURN PREPARATION CLINICS FOR LOW-IN-
COME TAXPAYERS.

“(a) IN GENERAL—The Secretary may, subject to the
avarlability of appropriated funds, make grants to provide
matching funds for the development, expansion, or continu-
ation of qualified return preparation clinics.

“(b) DEFINITIONS.—For purposes of this section—

“(1) QUALIFIED RETURN PREPARATION CLIN-
1C.—
“(A) IN GENERAL—The term ‘qualified re-

turn preparation clinie’ means a clinic which—
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“(1) does not charge more than a nomi-
nal fee for its services (except for reimburse-
ment of actual costs incurred), and

“(11) operates programs which assist
low-income  taxpayers, including individ-
uals for whom English is a second lan-
guage, in preparing and filing thewr Federal
mcome tax returns, including schedules re-
porting sole proprietorship or farm income.

“(B) ASSISTANCE TO LOW-INCOME TAX-
PAYERS.—A clinic s treated as assisting low-in-
come taxpayers under subparagraph (A)(iv) if at
least 90 percent of the taxpayers assisted by the
clinic have incomes which do not exceed 250 per-
cent of the poverty level, as determined in ac-
cordance with criteria established by the Director
of the Office of Management and Budget.

“(2) OLINIC.—The term ‘clinic’ includes—

“(A) a clinical program at an eligible edu-
cational institution (as defined in  section
529(e)(5)) which satisfies the requirements of
paragraph (1) through student assistance of taux-
payers in return preparation and filing, and

“(B) an organization described n section

501(c) and exempt from tax under section 501(a)
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which satisfies the requirements of paragraph
(1).
“(¢) SPECIAL RULES AND LIMITATIONS.—

“(1) AGGREGATE LIMITATION.—Unless otherwise
provided by specific appropriation, the Secretary
shall not allocate more than $10,000,000 per year (ex-
clusie of costs of administering the program) to
grants under this section.

“(2) OTHER APPLICABLE RULES.—Rules similar
to the rules under paragraphs (2) through (7) of sec-
tion 7526(c) shall apply with respect to the awarding
of grants to qualified return preparation clinics.”.

(2) CLERICAL AMENDMENT—The table of sec-
tions for chapter 77 1is amended by inserting after the

item relating to section 7526 the following new item:

“Sec. 7526A. Return preparation clinics for low-income taxpayers.”.

(b) GRANTS FOR TAXPAYER REPRESENTATION AND

ASSISTANCE CLINICS.—

(1) INCREASE IN AUTHORIZED GRANTS.—Section
7526(c)(1) (relating to aggregate lLimatation) s
amended by striking “$6,000,000” and inserting
“$10,000,000".

(2) USE OF GRANTS FOR OVERHEAD EXPENSES

PROHIBITED.—
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(A) IN GENERAL.—Section 7526(c) (relating
to special rules and limitations) is amended by
adding at the end the following new paragraph:

“(6) USE OF GRANTS FOR OVERHEAD EXPENSES
PROHIBITED.—No grant made under this section may
be used for the overhead expenses of any clinic or of
any nstitution sponsoring such clinic.”.

(B) CONFORMING AMENDMENTS.—Section

7526(c)(5) 1s amended—

(1) by nserting “‘qualified” before
“low-income”, and
(11) by striking the last sentence.

(3) PROMOTION OF CLINICS.—Section 7526(¢c), as
amended by paragraph (2), is amended by adding at
the end the following new paragraph:

“(7) PROMOTION OF CLINICS.—The Secretary is
authorized to promote the benefits of and encourage
the use of low-income taxpayer clinics through the use
of mass communications, referrals, and other means.”.

(¢c) EFFECTIVE DATE.—The amendments made by this

21 section shall apply to grants made after the date of the en-

22 actment of this Act.
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SEC. 202. CLARIFICATION OF ENROLLED AGENT CREDEN-

TIALS.

(a) IN GENERAL—Chapter 77 (relating to miscella-
neous provisions) is amended by adding at the end the fol-
lowing new section:

“SEC. 7529. ENROLLED AGENTS.

“(a) IN GENERAL.—The Secretary may prescribe such
requlations as may be necessary to requlate the conduct of
enrolled agents in regards to their practice before the Inter-
nal Revenue Service.

“(b) USE OF CREDENTIALS.—Any enrolled agents
properly licensed to practice as required under rules pro-
mulgated under subsection (a) shall be allowed to use the
credentials or designation as ‘enrolled agent’, ‘EA’, or
‘KA

(b) CLERICAL AMENDMENT.—The table of sections for

chapter 77 1s amended by adding at the end the following

new item:
“Sec. 7529. Enrolled agents.”.

(¢c) PRIOR REGULATIONS.—The authority to prescribe
requlations under the amendments made by this section

may not be construed to have any effect on part 10 of title
31, Code of Federal Regulations, or any other related Fed-
eral rule or requlation issued before the date of the enact-

ment of this Act.
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SEC. 203. REGULATION OF FEDERAL TAX RETURN PRE-

PARERS.

(a) AUTHORIZATION.—Section 330(a)(1) of title 31,

United States Code, is amended by inserting “(including

1
2
3
4
S compensated preparers of Federal tax returns, documents,
6 and other submissions)” after “representatives”.
7 (b) REQUIREMENT.—

8 (1) IN GENERAL.—Not later than 1 year after
9

the date of the enactment of this Act, the Secretary of

10 the Treasury shall prescribe regulations under section
11 330 of title 31, Unated States Code—

12 (A) to requlate those compensated preparers
13 not otherwise regulated under regulations pro-
14 mulgated under such section on the date of the
15 enactment of this Act, and

16 (B) to carry out the provisions of, and
17 amendments made by, this section.

18 (2) EXAMINATION.—

19 (A) IN GENERAL.—In promulgating the reg-
20 ulations under paragraph (1), the Secretary
21 shall develop (or approve) and administer an eli-
22 gibility examination designed to test—

23 (1) the technical knowledge and com-
24 petency of each preparver described wn para-

25 graph (1)(A)—
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(I) to prepare Federal tax returns,
meluding individual and business in-
come tax returns, and

(II) to properly claim the earned
meome tax credit under section 32 of
the Internal Revenue Code of 1986
with respect to such indwvidual returns,
and
(11) the knowledge of each such pre-

parer regarding such ethical standards for

the preparation of such returns as deter-
maned appropriate by the Secretary.

(B) STATE LICENSING OR STATE REGISTRA-
TION PROGRAMS.—In promulgating the regula-
tions under paragraph (1), the Secretary shall
accept the credentials of any State licensing or
State registration program for any preparer de-
seribed in paragraph (1)(A) in liew of the ad-
ministration of an eligibility examination to
such preparer under subparagraph (A) if such
program has an eligibility examination which is
comparable to the eligibility examination under
subparagraph (A).

(3) CONTINUING ELIGIBILITY.—
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(A) IN GENERAL.—The regulations under
paragraph (1) shall require a renewal of eligi-
Dility every 3 years and shall set forth the man-
ner in which a preparer described wn paragraph
(1)(A) must renew such eligibility.

(B) CONTINUING EDUCATION REQUIRE-
MENTS.—As part of the renewal of eligibility,
such requlations shall require that each such pre-
parer show evidence of completion of such con-
tinuing education requirements as specified by
the Secretary.

(C) NONMONETARY SANCTIONS.—The regu-
lations under paragraph (1) shall provide for the
suspension or termination of such eligibility in
the event of any failure to comply with the re-
quirements for such eligibility.

(4) PENALTY FOR UNAUTHORIZED PREPARATION

OF RETURNS, ETC.—In promulgating the regulations
under paragraph (1), the Secretary shall impose a
penalty of $1,000 for each Federal tax return, docu-
ment, or other submaission prepared by a preparer de-
seribed in paragraph (1)(A) who is not in compliance
with the requirements of paragraph (2) or (3) or who
18 suspended or disbarred from practice before the De-

partment of the Treasury under such regulations.
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1 Such penalty shall be in addition to any other pen-
2 alty which may be imposed.

3 (¢) OFFICE OF PROFESSIONAL RESPONSIBILITY.—Sec-
4 tion 330 of title 31, United States Code, s amended by add-
S ing at the end the following new subsection:

6 “(e) OFFICE OF PROFESSIONAL RESPONSIBILITY.—

7 “(1) IN GENERAL.—There shall be in the Inter-
8 nal Revenue Service an Office of Professional Respon-
9 sibility the functions of which shall be as prescribed
10 by the Secretary of the Treasury, including the car-
11 rying out of the purposes of this section.

12 “(2) DIRECTOR.—

13 “(A) IN GENERAL.—The Office of Profes-
14 stonal Responsibility shall be under the super-
15 vision and direction of an official known as the
16 ‘Director, Office of Professional Responsibility’.
17 The Director, Office of Professional Responsi-
18 bility, shall report directly to the Commissioner
19 of Internal Revenue and shall be entitled to com-
20 pensation at the same rate as the highest rate of
21 basic pay established for the Senior Executive
22 Service under section 5382 of title 5, or, if the
23 Secretary of the Treasury so determines, at a

24 rate fixed under section 9503 of such title.
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“(B) APPOINTMENT.—The Durector, Olffice
of Professional Responsibility, shall be appointed
by the Secretary of the Treasury without regard
to the provisions of title 5 relating to appoint-
ments in the competitive service or the Senior

Executive Service.

“(3) HEARING.—Any hearing on an action initi-
ated by the Director, Office of Professional Responsi-
Dility, to impose a sanction under requlations pro-
mulgated under this section shall be conducted i ac-
cordance with sections 556 and 557 of title 5 by 1 or
more administrative law judges appointed by the Sec-
retary of the Treasury under section 3105 of title 5.

“(4) COORDINATION WITH STATE SANCTION PRO-
GRAMS.—In carrying out the purposes of this section,
the Director, Office of Professional Responsibility
shall coordinate with appropriate State officials in
order to collect information regarding representatives,
employers, firms and other entities which have been
disciplined or suspended under State or local rules.

“(5) INFORMATION ON SANCTIONS TO BE AVAIL-
ABLE TO THE PUBLIC.—

“(A) SANCTIONS INITIATED BY ACTION.—

When an action is initiated by the Director, Of-

fice of Professional Responsibility, to impose a
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sanction under regulations promulgated under
this section, the pleadings and the record of the
proceeding and hearing shall be open to the pub-
lic (subject to restrictions imposed under sub-
paragraph (C)).

“(B) SANCTION NOT INITIATED BY AC-
TION.—When a sanction under requlations pro-
mulgated under this section (other than a pri-
vate reprimand) is imposed without initiation of
an action, the Director, Office of Professional Re-
sponsibility, shall make available to the public
mformation identifying the representative, em-
ployer, firm, or other entity sanctioned, as well
as mformation about the conduct which gave rise
to the sanction (subject to restrictions vmposed
under subparagraph (C)).

“(C') RESTRICTIONS ON RELEASE OF INFOR-
MATION.—Information about clients of the rep-
resentative, employer, firm, or other entity and
medical information with respect to the rep-
resentative shall not be released to the public or
discussed mn an open hearing, except to the extent
necessary to understand the nature, scope, and
mmpact of the conduct giving rise to the sanction

or proposed sanction. Disagreements regarding
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the application of this subparagraph shall be re-

solved by the adminmistrative law judge or, when

a sanction is imposed without initiation of an

action, by the Director, Office of Professional Re-

sponsibility.

“(6) FEES.—Any fees imposed under requlations
promulgated under this section shall be available
without fiscal year Limitation to the Office of Profes-
stonal Responsibility for the purpose of reimburse-
ment of the costs of administering and enforcing the
requirements of such regulations.”.

(d) BAN ON AUDIT INSURANCE.—Section 330 of title
31, United States Code, as amended by subsection (c), is
amended by adding at the end the following new subsection:

“(f) BAN ON AUDIT INSURANCE.—No person admaitted
to practice before the Department of the Treasury may di-
rectly or indirectly offer or provide insurance to cover pro-
fesstonal fees and other expenses incurred in responding to
or defending an audit by the Internal Revenue Service.”.

(¢) PENALTIES.—

(1) INCREASE IN CERTAIN PENALTIES.—Sub-
sections (a), (b), and (¢) of section 6695 (relating to
other assessable penalties with respect to the prepara-

tion of income tax returns for other persons) are each
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amended striking “a penalty of $50” and all that fol-

lows and inserting “a penalty equal to—
“(1) $1,000, or
“(2) in the case of 3 or more such failures in a

calendar year, $500 for each such failure.

The preceding sentence shall not apply with respect to any
Jailure of such failure 1s due to reasonable cause and not

due to willful neglect.”.

(2) USE OF PENALTIES.—Unless specifically ap-
propriated otherwise, there is authorized to be appro-
priated and 1is appropriated to the Office of Profes-
stonal Responsibility for each fiscal year for the ad-
mainistration of the public awareness campaign de-
seribed wn subsection (g) an amount equal to the pen-
alties collected during the preceding fiscal year under
sections 6694 and 6695 of the Internal Revenue Code
of 1986 and under the regulations promulgated under
section 330 of title 31, United States Code (by reason
of subsection (b)(1)).

(f) COORDINATION WITH SECTION 6060(a).—The Sec-

retary of the Treasury shall coordinate the requirements
under the requlations promulgated under section 330 of title
31, Unated States Code, with the return requirements of sec-

tion 6060 of the Internal Revenue Code of 1986.
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(9) PUBLIC AWARENESS CAMPAIGN.—The Secretary of
the Treasury or the Secretary’s delegate shall conduct a
public information and consumer education campaign, uti-
lizing pard advertising—

(1) to encourage taxpayers to use for Federal tax
matters only professionals who establish thewr com-
petency under the requlations promulgated under sec-
tion 330 of title 31, United States Code, and

(2) to inform the public of the requirements that
any compensated preparer of tax returns, documents,
and submissions subject to the requirements under the
requlations promulgated under such section must sign
the return, document, or submission prepared for a
Jfee and display notice of such preparer’s compliance
under such requlations.

(h) ADDITIONAL FUNDS AVAILABLE FOR COMPLIANCE
AcrvitiES.—The Secretary of the Treasury may use any
specifically appropriated funds for earned income tax credit
compliance to improve and expand enforcement of the regu-
lations promulgated under section 330 of title 31, United
States Code.

(i) ADDITIONAL CERTIFICATION ON DOCUMENTS
OtuER THAN RETURNS.—The Secretary of the Treasury
shall require that each document or other submission filed

with the Internal Revenue Service (other than a return
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signed by the taxpayer) shall be signed under penalty of

perjury and the identifying number of any paid preparer

who prepared such document (if any) under rules similar

to the rules under section 6109(a)(4).

SEC. 204. CONTRACT AUTHORITY FOR EXAMINATIONS OF
PREPARERS.

The Secretary of the Treasury is authorized to contract

Jor the development or administration, or both, of any ex-

aminations under the regulations promulgated under sec-
tion 330 of title 31, United States Code.
SEC. 205. REGULATION OF REFUND ANTICIPATION LOAN
FACILITATORS.
(a) REGULATION OF REFUND ANTICIPATION LOAN
FACILITATORS.—

(1) IN GENERAL.—Chapter 77 (relating to mais-
cellaneous provisions), as amended by this Act, s
amended by inserting at the end the following new
section:

“SEC. 7530. REFUND ANTICIPATION LOAN FACILITATORS.
“la) REGISTRATION.—Each refund loan facilitator
shall register with the Secretary on an annual basis. As
a part of such registration, each refund loan facilitator
shall provide the Secretary with the name, address, and tax-
payer identification number of such facilitator and the fee

schedule of such facilitator for the year of such registration.
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“(b) DISCLOSURE.—FEach refund loan facilitator shall
disclose to a taxpayer both orally and on a separate written
Jorm at the time such taxpayer applies for a refund antici-

pation loan the following information:

“(1) NATURE OF THE TRANSACTION.—The re-

Jund loan facilitator shall disclose—

“(A) that the taxpayer is applying for a
loan that s Dased upon the taxpayer’s antici-
pated income tax refund,

“(B) the expected time within which the
loan will be paid to the taxpayer if such loan is
approved,

“(C) the time frame in which income tax
refunds are typically paid based wpon the dif-
ferent filing options available to the taxpayer,

“(D) that there is no guarantee that a re-
Jund will be paid wn full or recewved within a
specified time period and that the taxpayer is re-
sponsible for the repayment of the loan even if
the refund 1s not paid in full or has been de-
layed,

“(E) of the refund loan facilitator has an
agreement with another refund loan facilitator
(or any lender working in conjunction with an-

other refund loan facilitator) to offset out-



O:\MAT\MATO06693.xml S.L.C.

© 00O N O 0o B~ W N PP

N N DN DN DD DN P PP PP PP PP
o A WO N P O ©W 00 N O 0o b W N B O

24
standing Liabilities for previous refund anticipa-
tion loans provided by such other refund loan
Jacilitator, that any refund paid to the taxpayer
may be so offset and the implication of any such
offset,

“(F) that the taxpayer may file an elec-
tronic return without applying for a refund an-
ticipation loan and the fee for filing such an
electronic return, and

“(G) that the loan may have substantial fees
and anterest charges that may exceed those of
other sources of credit and the taxpayer should
carefully consider—

“(1) whether such a loan is appropriate
for the taxpayer, and
“(11) other sources of credit.

“(2) FEES AND INTEREST.—The refund loan

Jacilitator shall disclose all refund anticipation loan
fees with respect to the refund anticipation loan. Such

disclosure shall include—

“(A) a copy of the fee schedule of the refund
loan facilitator,

“(B) the typical fees and interest rates
(using annual percentage rates as defined by sec-

tion 107 of the Truth i Lending Act (15 U.S.C.
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1606)) for several typical amounts of such loans
and of other types of consumer credit,

“(C) typical fees and interest charges if a
refund is not paid or delayed, and

“(D) the amount of a fee (if any) that will
be charged if the loan 1s not approved.

“(3) OTHER INFORMATION.—The refund loan

Jacilitator shall disclose any other information re-

quired to be disclosed by the Secretary.
“(¢) FINES AND SANCTIONS.—

“(1) IN GENERAL.—The Secretary may impose a
monetary penalty on any refund loan facilitator
who—

“(A) fails to register under subsection (a),
or
“(B) fails to disclose any information re-

quired under subsection (b).

“(2) MAXIMUM MONETARY PENALTY.—Any mon-
etary penalty imposed under paragraph (1) shall not
exceed—

“(A) wn the case of a failure to register, the
gross income deriwed from all refund anticipa-
tion loans made during the period the refund

loan facilitator was not registered, and
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“(B) in the case of a failure to disclose in-
Jormation, the gross income derived from all re-
Jund anticipation loans with respect to which
such failure applied.

“(3) REASONABLE CAUSE EXCEPTIONS.—No pen-
alty may be imposed under this subsection with re-
spect to any farlure 1f 1t 1s shown that such failure
18 due to reasonable cause.

“(d) DEFINITIONS.—For purposes of this section—

“(1) REFUND LOAN FACILITATOR.—

“(A) IN GENERAL.—The term ‘refund loan
Jacilitator’ means any electronic return origi-
nator who—

“(1) solicits for, processes, receives, or
accepts delivery of an application for a re-

Jund anticipation loan, or

“(1n) facilitates the making of a refund
anticipation loan in any other manner.

“(B) ELECTRONIC RETURN ORIGINATOR.—
For purposes of subparagraph (A), the term ‘elec-
tronic return originator’ means a person who
originates the electronic submassion of income
tax returns for another person.

“(2) REFUND ANTICIPATION LOAN.—The term

‘refund anticipation loan’ means any loan of money
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1 or any other thing of value to a taxpayer in connec-
2 tion with the taxpayer’s anticipated receipt of a Fed-
3 eral tax refund. Such term includes a loan secured by
4 the tax refund or an arrangement to repay a loan
5 Jrom the tax refund.

6 “(3) REFUND ANTICIPATION LOAN FEES.—The
7 term ‘refund anticipation loan fees’ means the fees,
8 charges, interest, and other consideration charged or
9 mmposed by the lender or facilitator for the making of
10 a refund anticipation loan.
11 “le) REGULATIONS.—The Secretary may prescribe
12 such regulations as necessary to implement the require-
13 ments of this section.”.
14 (2) CLERICAL AMENDMENT.—The table of sec-
15 tions for chapter 77, as amended by this Act, is
16 amended by adding at the end the following new item:

“Sec. 7530. Refund anticipation loan facilitators.”.

17 (b) DISCLOSURE OF PENALTY.—Section 6103(k) (re-

18 lating to disclosure of certain returns and return informa-
19 tion for tax administration purposes) is amended by add-

20 ing at the end the following new paragraph:

21 “(10) DISCLOSURE OF PENALTIES ON REFUND
22 ANTICIPATION LOAN FACILITATORS.—The Secretary
23 may disclose the name and employer (including the

24 employer’s address) of any person with respect to
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whom a penalty has been imposed under section 7530

and the amount of any such penalty.”.

(¢) USE OF PENALTIES.—Unless specifically appro-
priated otherwise, there 1s authorized to be appropriated
and s appropriated to the Internal Revenue Service for
each fiscal year for the administration of the public aware-
ness campargn described in subsection (d) an amount equal
to the penalties collected during the preceding fiscal year
under section 7530 of the Internal Revenue Code of 1986.

(d) PUBLIC AWARENESS CAMPAIGN.—The Secretary of
the Treasury or the Secretary’s delegate shall conduct a
public information and consumer education campaign, uti-
lizing paid advertising, to educate the public on making
sound financial decisions with respect to refund anticipa-
tion loans (as defined under section 7530 of the Internal
Revenue Code of 1986), including the need to compare—

(1) the rates and fees of such loans with the rates
and fees of conventional loans; and

(2) the amount of money recerved under the loan
after taking into consideration such costs and fees
with the total amount of the refund.

(¢) EFFECTIVE DATE.—The amendments made by this
section shall take effect on the date that is 1 year after the

date of the enactment of this Act.
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(f) TERMINATION OF DEBT INDICATOR PROGRAM.—
The Secretary of the Treasury shall terminate the Debt In-
dicator program announced in Internal Revenue Service
Notice 99-58 and may not implement any similar pro-
gram.
SEC. 206. TAXPAYER ACCESS TO FINANCIAL INSTITUTIONS.
(a) ESTABLISHMENT OF PROGRAM.—The Secretary of
the Treasury 1s authorized to award demonstration project
grants (including multi-year grants) to eligible entities
which partner with volunteer and low-income preparation
organizations to provide tax preparation services and as-
sistance in connection with establishing an account in «a
Jederally insured depository institution for individuals that
currently do not have such an account.
(b) ELIGIBLE ENTITIES.—
(1) IN GENERAL.—An entity is eligible to receive
a grant under this section if such an entity 15—
(A) an organization described n section
501(c)(3) of the Internal Revenue Code of 1986
and exempt from tax under section 501(a) of
such Code,
(B) a federally insured depository institu-
tion,
(C) an agency of a State or local govern-

ment,
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(D) a community development financial in-
stitution,

(E) an Indian tribal organization,

(F) an Alaska Native Corporation,

(G) a Native Hawaitan organization,

(H) a labor organization, or

(1) a partnership comprised of 1 or more of
the entities described in the preceding subpara-
graphs.

(2) DEFINITIONS.—For purposes of this sec-

tion—

(A) FEDERALLY INSURED DEPOSITORY IN-

STITUTION.—The term ‘federally insured deposi-
tory anstitution” means any insured depository
mstitution (as defined in section 3 of the Federal
Deposit Insurance Act (12 U.S.C. 1813)) and
any insured credit union (as defined in section
101 of the Federal Credit Union Act (12 U.S.C.
1752)).

(B) COMMUNITY DEVELOPMENT FINANCIAL
INSTITUTION.—The term “community develop-
ment financial institution” means any organiza-
tion that has been certified as such pursuant to

section 1805.201 of title 12, Code of Federal Reg-

wlations.
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(C) ALASKA NATIVE CORPORATION.—The
term “Alaska Native Corporation™ has the same
meaning as the term “Natiwe Corporation”
under section 3(m) of the Alaska Native Claims
Settlement Act (43 U.S.C. 1602(m)).

(D) NATIVE HAWAIIAN ORGANIZATION.—The

term “Natiwe Hawavian organization” means
any organization that—
(1) serves and represents the interests of
Native Hawaiians, and
(11) has as a primary and stated pur-
pose the provision of services to Native Ha-
WaALAnSs.

(E) LABOR  ORGANIZATION.—The term

“labor organization” means an organization—

(1) in which employees participate,

(11) which exists for the purpose, in
whole or in part, of dealing with employers
concerning  grievances,  labor  disputes,
wages, rates of pay, hours of employment,
or conditions of work, and

(111) which s described n  section
501(c)(5) of the Internal Revenue Code of

1986.
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(¢) APPLICATION.—An eligible entity desiring a grant
under this section shall submat an application to the Sec-
retary of the Treasury in such form and containing such
mformation as the Secretary may require.

(d) LIMITATION ON ADMINISTRATIVE COSTS.—A re-
cipient of a grant under this section may not use more than
6 percent of the total amount of such grant in any fiscal
year for the administrative costs of carrying out the pro-
grams funded by such grant in such fiscal year.

(¢) KEVALUATION AND REPORT.—For each fiscal year
m which a grant is awarded under this section, the Sec-
retary of the Treasury shall submit a report to Congress
contaming a description of the activities funded, amounts

distributed, and measurable results, as appropriate and

available.
(f) AUTHORIZATION OF APPROPRIATIONS.—There s
authorized to be appropriated to the Secretary of the Treas-

ury, for the grant program described in this section,
$10,000,000, or such additional amounts as deemed nec-
essary, to remain available until expended.

(9) REGULATIONS.—The Secretary of the Treasury 1is
authorized to promulgate requlations to implement and ad-
manister the grant program under this section.

(h) STUDY ON DELIVERY OF TAX REFUNDS.—
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(1) IN GENERAL.—The Secretary of the Treas-
wry, in consultation with the National Taxpayer Ad-
vocate, shall conduct a study on the payment of tax
refunds through debit cards or other electronic means
to assist indwviduals that do not have access to finan-
cial accounts or institutions.

(2) REPORT.—Not later than 1 year after the
date of the enactment of this Act, the Secretary of the
Treasury shall submit a report to Congress con-
tavning the result of the study conducted under sub-

section (a).

TITLE I1II—IMPROVEMENTS IN
TAX ADMINISTRATION AND
TAXPAYER SAFEGUARDS

SEC. 301. WAIVER OF USER FEE FOR INSTALLMENT AGREE-
MENTS USING AUTOMATED WITHDRAWALS.

(a) IN GENERAL—Section 6159 (relating to agree-
ments for payment of tax liability in installments) is
amended by redesignating subsections (e) and (f) as sub-
sections (f) and (g), respectively, and by inserting after sub-
section (d) the following new subsection:

“le) Warver or USER FEES FOR INSTALLMENT
AGREEMENTS USING AUTOMATED WITHDRAWALS.—In the
case of a taxpayer who enters into an installment agreement

m which automated installment payments are agreed to,
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the Secretary shall warve the fee (if any) for entering into
the installment agreement.”.

(b) EFFECTIVE DATE.—The amendments made by this
section shall apply to agreements entered into on or after
the date whach 1s 180 days after the date of the enactment
of this Act.

SEC. 302. TERMINATION OF INSTALLMENT AGREEMENTS.

(a) IN GENERAL.—Section 6159(b)(4) (relating to fail-
ure to pay an installment or any other tax liability when
due or to provide requested financial information) 1s
amended by striking “or” at the end of subparagraph (B),
by redesignating subparagraph (C) as subparagraph (E),
and by inserting after subparagraph (B) the following new
subparagraphs:

“(C) to make a Federal tax deposit under
section 6302 at the time such deposit 1s required
to be made,

“(D) to file a return of tax tmposed under
this title by its due date (including extensions),
or’”.

(b) CONFORMING AMENDMENT.—The heading for
paragraph (4) of section 6159(b) is amended by striking
“FAILURE TO PAY AN INSTALLMENT OR ANY OTHER TAX LI-
ABILITY WHEN DUE OR TO PROVIDE REQUESTED FINANCIAL

INFORMATION” and inserting “FAILURE TO MAKE PAY-
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MENTS OR DEPOSITS OR FILE RETURNS WHEN DUE OR TO
PROVIDE REQUESTED FINANCIAL INFORMATION”.

(¢c) EFFECTIVE DATE.—The amendments made by this
section shall apply to failures occurring on or after the date
of the enactment of this Act.

SEC. 303. INDIVIDUALS HELD HARMLESS ON IMPROPER
LEVY ON INDIVIDUAL RETIREMENT PLAN.

(a) IN GENERAL.—Section 6343 (relating to authority
to release levy and return property) is amended by adding
at the end the following new subsection:

“(f) INDIVIDUALS HELD HARMLESS ON WRONGFUL
Levy, ETcC. ON INDIVIDUAL RETIREMENT PLAN.—

“(1) IN GENERAL.—If the Secretary determines
that an ndwidual retirement plan has been levied
upon wm a case to which subsection (b) or (d)(2)(A)
applies and an amount s returned to the indiwvidual
who 1s the beneficiary of such plan, the individual
may deposit an amount equal to the sum of—

“(A) the amount of money returned by the

Secretary on account of such levy, and

“(B) anterest paid under subsection (¢) on
such amount of money,

mto an individual retirement plan (other than an en-

dowment contract) to which a rollover from the plan

levied upon 1s permaitted.
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“(2) TREATMENT AS ROLLOVER.—The distribu-
tion on account of the levy and any deposit under
paragraph (1) with respect to such distribution shall
be treated for purposes of this title as if such distribu-
tion and deposit were part of a rollover described in
section 408(d)(3)(A)(1); except that—

“(A) interest paid under subsection (c) shall
be treated as part of such distribution and as not
mcludible in gross income,

“(B) the 60-day requirement in such section
shall be treated as met if the deposit 1s made not
later than the 60th day after the day on which
the mdwidual receives an amount under para-
graph (1) from the Secretary, and

“(C) such deposit shall not be taken into ac-
count under section 408(d)(3)(B).

“(3) REFUND, ETC., OF INCOME TAX ON LEVY.—
If any amount s includible in gross income for a tax-
able year by reason of a levy referrved to in paragraph
(1) and any portion of such amount is treated as a
rollover under paragraph (2), any tax imposed by
chapter 1 on such portion shall not be assessed, and
if assessed shall be abated, and if collected shall be

credited or refunded as an overpayment made on the
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due date for filing the return of tax for such taxable

year.

“(4)  INTEREST.—Notwithstanding  subsection

(d), interest shall be allowed under subsection (¢) in

a case i which the Secretary makes a determination

described in subsection (d)(2)(A) with respect to a

levy upon an individual retirement plan.”.

(b) EFFECTIVE DATE.—The amendment made by this
section shall apply to amounts paid under subsections (b),
(c), and (d)(2)(A) of section 6343 of the Internal Revenue
Code of 1986 after December 31, 2005.

SEC. 304. OFFICE OF CHIEF COUNSEL REVIEW OF OFFERS-
IN-COMPROMISE.

(a) IN GENERAL.—RSection 7122(b) (relating to record)
1s amended by striking “Whenever a compromise” and all
that follows through “his delegate” and inserting “If the
Secretary determines that an opinion of the General Coun-
sel for the Department of the Treasury, or the Counsel’s del-
egate, 1s required with respect to a compromase, there shall
be placed on file in the office of the Secretary such opinion”.

(b) CONFORMING AMENDMENTS.—Section 7122(D) 1s
amended by striking the second and third sentences.

(¢c) EFFECTIVE DATE.—The amendments made by this
section shall apply to offers-in-compromise submitted or

pending on or after the date of the enactment of this Act.
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SEC. 305. ELIMINATION OF RESTRICTION ON OFFSETTING

REFUNDS FROM FORMER RESIDENTS.

(a) IN GENERAL.—Section 6402(e) (relating to collec-
tion of past-due, legally enforceable State income tax obliga-
tions) 1s amended by striking paragraph (2) and by redesig-
nating paragraphs (3), (4), (5), (6), and (7) as paragraphs
(2), (3), (4), (5), and (6), respectively.

(b) EFFECTIVE DATE.—The amendments made by this
section shall apply to refunds payable for taxable years end-
g after the date of the enactment of this Act.

SEC. 306. REVISIONS RELATING TO TERMINATION OF EM-
PLOYMENT OF IRS EMPLOYEES FOR MIS-
CONDUCT.

(a) IN GENERAL—Subchapter A of chapter 80 (relat-
g to application of internal revenue laws) is amended by
mserting after section 7804 the following new section:

“SEC. 7804A. TERMINATION OF EMPLOYMENT FOR MIS-
CONDUCT.

“(a) IN GENERAL.—Subject to subsection (c), the Com-
masstoner shall terminate the employment of any employee
of the Internal Revenue Service if there 1s a final adminis-
tratiwe or judicial determination that such employee com-
mitted any act or omission described under subsection (b)
wm the performance of the employee’s official duties. Such
termanation shall be a removal for cause on charges of mais-

conduct.
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1 “(b) Acrs OrR OMISSIONS.—The acts or omissions de-
2 scribed under this subsection are—
3 “(1) wrllful farilure to obtain the required ap-
4 proval signatures on documents authorizing the sei-
5 zure of a taxpayer’s home, personal belongings, or
6 business assets,
7 “(2) providing a false statement under oath with
8 respect to a material matter involving a tarpayer or
9 taxpayer representative,
10 “(3) with respect to a taxpayer, taxrpayer rep-
11 resentative, or other employee of the Internal Revenue
12 Service, the violation of—
13 “(A) any right under the Constitution of the
14 Unated States, or
15 “(B) any civil right established under—
16 “(1) title VI or VII of the Civil Rights
17 Act of 1964,
18 “(1n) title IX of the Education Amend-
19 ments of 1972,
20 “(11) the Age Discrimination in Em-
21 ployment Act of 1967,
22 “w) the Age Discrimination Act of
23 1975,
24 “(v) section 501 or 504 of the Rehabili-

25 tation Act of 1973, or
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“(wn) tatle I of the Americans with Dis-

abilities Act of 1990,

“(4) falsifying or destroying documents to con-
ceal mistakes made by any employee with respect to
a matter mvolving a taxpayer or taxpayer represent-
ative,

“(5) assault or battery on a taxpayer or tax-
payer representative, but only if there is a criminal
conviction, or a final judgment by a court in a civil
case, with respect to the assault or battery,

“(6) violations of this title, Department of the
Treasury regulations, or policies of the Internal Rev-
enue Service (including the Internal Revenue Man-
ual) for the purpose of retaliating against, or
harassing, a taxpayer, taxpayer representative, or
other employee of the Internal Revenue Service,

“(7) willful masuse of the provisions of section
6103 for the purpose of concealing information from
a congressional imquiry,

“(8) willful farlure to file any return of tax re-
quired under this title on or before the date prescribed
therefor (including any extensions) when a tax is due
and owing, unless such failure is due to reasonable

cause and not due to willful neglect,
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“(9) willful understatement of Federal tax liabil-
wty, unless such understatement is due to reasonable
cause and not due to willful neglect,

“(10) threatening to audit a taxpayer for the
purpose of extracting personal gain or benefit, and

“(11) unauthorized inspection of return or re-
turn information under section 7213A.

“(¢) DETERMINATIONS OF COMMISSIONER.—

“(1) IN GENERAL.—The Commassioner may take
a personnel action other than termination for an act
or omaission described under subsection (D).

“(2) DISCRETION.—The exercise of authority
under paragraph (1) shall be at the sole discretion of
the Commissioner and may not be delegated to any
other officer. The Commissioner, in the Commis-
sioner’s sole discretion, may establish a procedure
which will be used to determine whether an indi-
vidual should be referred to the Commissioner for a
determination by the Commassioner under paragraph
(1).

“(3) NO APPEAL.—Any determination of the
Commassioner under this subsection may not be ap-
pealed . any administrative or judicial proceeding.

“(d) DEFINITION.—For the purposes of the provisions

25 described in clauses (i), (i), and (i) of subsection
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(b)(3)(B), references to a program or activity recerving Fed-
eral financial assistance or an education program or activ-
ity receiving Federal financial assistance shall include any
program or actiwity conducted by the Internal Revenue
Service for a taxpayer.”.

(b) CLERICAL AMENDMENT.—The table of sections for
chapter 80 1s amended by inserting after the item relating

to section 7804 the following new item:

“Sec. 7804A. Termination of employment for misconduct.”.

(¢) REPEAL OF SUPERSEDED SECTION.—Section 1203
of the Internal Revenue Service Restructuring and Reform
Act of 1998 (Public Law 105-206; 112 Stat. 720) 1is re-
pealed.

SEC. 307. MODIFICATION OF COLLECTION DUE PROCESS
PROCEDURES FOR EMPLOYMENT TAX LIABIL-
ITIES.

(a) IN GENERAL.—RSection 6330(f) (relating to jeop-
ardy and State refund collection) s amended—

(1) by striking “; or” at the end of paragraph

(1) and inserting a comma,

(2) by adding “or” at the end of paragraph (2),
and
(3) by inserting after paragraph (2) the fol-

lowing new paragraph:
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“(3) the Secretary has served a levy in connec-

tion with the collection of taxes under chapter 21, 22,

23, or 24,7,

(b) EFFECTIVE DATE.—The amendments made by this
section shall apply to levies issued after December 31, 2006.
SEC. 308. EXTENSION OF TIME LIMIT FOR CONTESTING IRS

LEVY.

(a) EXTENSION OF TIME FOR RETURN OF PROPERTY
SUBJECT TO LEVY.—Subsection (b) of section 6343 (relat-
mg to return of property) is amended by striking “9
months” and inserting “2 years”.

(b) PERIOD OF LIMITATION ON SUITS.—Subsection (c)
of section 6532 (relating to suits by persons other than taux-
payers) is amended—

(1) wn paragraph (1) by striking “9 months”
and inserting “2 years”, and

(2) in paragraph (2) by striking “9-month” and
mserting “2-year”.

(¢c) EFFECTIVE DATE.—The amendments made by this
section shall apply to—

(1) levies made after the date of the enactment
of this Act, and
(2) levies made on or before such date if the 9-

month period has not expired under section 6343(b)
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of the Internal Revenue Code of 1986 (without regard

to this section) as of such date.
SEC. 309. AUTHORIZATION FOR IRS TO REQUIRE IN-

CREASED ELECTRONIC FILING OF RETURNS

1
2
3
4
5 PREPARED BY PAID RETURN PREPARERS.
6 (a) IN GENERAL.—Section 6011(e) (relating to requla-
7 tions requiring returns on magnetic media, etc.) is amend-
8 ed—

9 (1) by striking the second sentence in paragraph

10 (1), and

11 (2) by striking “2507 in paragraph (2)(A) and
12 mserting “57.

13 (b) PENALTY FOR FAILURE TO FILE KLECTRONI-
14 carpLy—

15 (1) IN GENERAL.—Part I of subchapter B of
16 chapter 68 (relating to assessable penalties) is amend-
17 ed by iserting after section 6695A the following new
18 section:

19 <“SEC. 6695B. FAILURE OF PAID RETURN PREPARERS TO
20 FILE RETURNS ELECTRONICALLY.

21 “(a) IN GENERAL.—Any person who fails to comply
22 with section 6011(e) with respect to any return shall pay
23 a penalty of—

24 “(1) $1,000, or
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1 “(2) i the case of 10 or more such failures in
2 a calendar year, $100 for each such failure.

3 “(b) REASONABLE CAUSE.—Subsection (a) shall not
4 apply with respect to any farlure if such failure is due to
S reasonable cause and not due to willful neglect.”.

6 (2) RULES APPLICABLE TO PENALTY.—Section
7 6696 (relating to rules applicable with respect to sec-
8 tions 6694, 6695, and 6695A) s amended—

9 (A) by striking “and 6695A7 each place it
10 appears and inserting “6695A, and 669587,
11 (B) by striking “or 669547 each place it
12 appears and inserting “66954, or 66958,
13 (C) by striking “under section 6694(a) or
14 under section 66957 in subsection (d)(1) and in-
15 serting “under section 6694(a), 6695, 66954, or
16 6695B”, and

17 (D) by striking “AND 6695A” in the head-
18 g and inserting “6695A, AND 6695B”.

19 (3) CONFORMING AMENDMENT.—The table of sec-
20 tions for part I of subchapter B of chapter 68 is
21 amended by striking the item relating to section 6696
22 and inserting the following new items:

“Sec. 6695B. Failure of paid return preparers to file returns electronically.
“Sec. 6696. Rules applicable with respect to sections 6694, 6695, 66954, and
6695B.”.
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SEC. 310. DIRECT ACCESS TO E-FILE FEDERAL INCOME TAX

RETURNS.

(a) IN GENERAL.—The Secretary of the Treasury shall
provide individual taxpayers with the ability to electroni-
cally file theiwr Federal income tax returns through the In-
ternal Revenue Service website without the use of an inter-
mediary or with the use of an intermediary which is con-
tracted by the Internal Revenue Service to provide free uni-

versal access for such filing (hereafter in this section re-

ferred to as the “direct e-file program™) for taxable years

beginning after the date which s not later than 3 years
after the date of the enactment of this Act.
(b) DEVELOPMENT AND OPERATION OF PROGRAM.—
In providing for the development and operation of the direct
e-file program, the Secretary of the Treasury—
(1) shall consult with—

(A) the National Taxpayer Advocate,

(B) nonprofit organizations representing the
wnterests of taxpayers as well as other organiza-
tions as determined appropriate by the Sec-
retary, and

(C) Federal, State, and local agencies as de-
termined appropriate by the Secretary,

(2) may develop electronic filing products for use

m such program,
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(3) shall provide that if intermediaries are used
m such program that such intermediaries may not
advertise, market, or offer to sell any products or
services,

(4) promulgate such regulations as necessary to
admanister such program, and

(5) conduct a public information and consumer
education campaign to encourage taxpayers to use the
direct e-file program.

(¢) AUTHORIZATION OF APPROPRIATIONS.—There is

authorized to be appropriated such sums as are necessary
to carry out the direct e-file program. Any sums so appro-

priated shall remain available until expended.

(d) REPORTS TO CONGRESS REGARDING DIRECT E-

FILE PROGRAM.—

(1) REPORT ON IMPLEMENTATION.—The Sec-
retary of the Treasury shall report to the Committee
on Finance of the Senate and the Committee on Ways
and Means of the House of Representatives every 6
months regarding the status of the implementation of
the direct e-file program.

(2) REPORT ON USAGE.—Not later than June 30
of each year after the implementation of the direct e-
file program, the Secretary of the Treasury, in con-

sultation with the National Taxpayer Advocate, shall
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report to the Commattee on Finance of the Senate and
the Committee on Ways and Means of the House of
Representatives on taxpayer usage of the direct e-file

program.

FILE PROGRAM.
(a) MODIFICATIONS.—In providing for the operation

1

2

3

4

5 SEC. 311. MODIFICATIONS AND REPORT REGARDING FREE
6

7

8 of the Free File program, the Secretary of the Treasury
9

shall—

10 (1) provide that intermediaries may not adver-
11 tise, market, or offer to sell products or services that
12 are not directly related to the preparation of tax re-
13 turns, and

14 (2) encourage intermediaries to provide access to
15 such program to the blind.

16 (b) REPORT.—Not later than 270 days after the date

17 of the enactment of this Act, the Secretary of the Treasury
18 shall report to the Committee on Finance of the Senate and
19 the Committee on Ways and Means of the House of Rep-

20 resentatives—

21 (1) regarding the status of the implementation of
22 the modifications described in paragraph (1),

23 (2) on the feasibility of ensuring that inter-
24 mediaries wn the Free File program that have con-

25 tracted separately with a State be required to provide
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free Federal and State preparation and electronic fil-
g directly through the Internal Revenue Service
Free File website for those taxpayers who qualify, and

(3) on the most optimal manner of alerting such
taxpayers that such taxpayers qualify for both free
Federal and State preparation and electronic filing
durectly through the Internal Revenue Service Free

File website.

SEC. 312. STUDY ON CLARIFYING RECORDKEEPING RE-

SPONSIBILITIES.

(a) StUDY.—The Secretary of the Treasury shall

study—

(1) the scope of the records required to be main-
tawned by taxpayers under section 6001 of the Inter-
nal Revenue Code of 1986,

(2) the utility of requiring taxpayers to main-
tain all records indefinitely, including consideration
of whether such a requirement would necessitate the
upgrading of technological storage for outdated
records,

(3) the number of negotiated records retention
agreements requested by taxpayers and the number
entered into by the Internal Revenue Service, and

(4) proposals regarding taxpayer record-keeping.
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(b) REPORT.—Not later than the date which 1s 1 year

after the date of the enactment of this Act, the Secretary
of the Treasury shall transmit a report of the study de-
seribed in subsection (a), including recommendations, to the
Committee on Finance of the Senate and the Commattee on
Ways and Means of the House of Representatives.

SEC. 313. MODIFICATION OF TIGTA REPORTING REQUIRE-

MENTS.

© 00 N O O B~ W N PP

(a) IN GENERAL.—Paragraph (1) of section 7803(d)
10 (relating to additional duties of the Treasury Inspector

11 General for Tax Administration) is amended—

12 (1) by striking “ANNUAL” in the heading and in-
13 serting “BIENNIAL”,

14 (2) by inserting ‘filed for an even-numbered
15 year (beginning with 2006)” after “one of the semi-
16 annual reports” in the matter preceding subpara-

17 graph (A),

18 (3) by striking clause (1) of subparagraph (A),
19 (4) by redesignating clauses (111), (iv), and (v) of
20 subparagraph (A) as clauses (i), (1i1), and (1) of
21 subparagraph (A), respectively,

22 (5) by striking subparagraph (B),

23 (6) by striking “and” at the end of subpara-

24 graph (F),
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1 (7) by redesignating subparagraphs (C), (D),
2 (E), and (F) as subparagraphs (B), (C), (D), and
3 (E), respectively, and
4 (8) by striking subparagraph (G) and inserting
5 the following new subparagraphs:
6 “(F) the number of employee misconduct
7 and taxpayer abuse allegations received by the
8 Internal Revenue Service or the Inspector Gen-
9 eral during the period from taxpayers, Internal
10 Revenue Service employees, and other sources;
11 and
12 “(G) with respect to allegations of serious
13 employee misconduct—
14 “(0) a summary of the status of such
15 allegations; and
16 “(1n) a summary of the disposition of
17 such allegations, including the outcome of
18 any Department of Justice action and any
19 monies paid as a settlement of such allega-
20 tions.”.
21 (b) CONFORMING AMENDMENTS.—Section 7803(d) 1s

22 amended by striking paragraph (2) and by redesignating
23 paragraph (3) as paragraph (2).
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SEC. 314. STREAMLINE REPORTING PROCESS FOR NA-

TIONAL TAXPAYER ADVOCATE.

(a) ONE ANNUAL REPORT.—Subparagraph (B) of sec-

tion 7803(c)(2) (relating to functions of Office) is amend-

1
2
3
4
S ed—
6
7
8
9

(1) by striking all matter preceding subclause (I)

of clause (1) and inserting the following:

“(B) ANNUAL REPORT.—

“(1) IN GENERAL.—Not later than De-

10 cember 31 of each calendar year, the Na-
11 tional Taxpayer Advocate shall report to the
12 Jommattee on Ways and Means of the
13 House of Representatives and the Committee
14 on Finance of the Senate on the objectives
15 of the Office of the Taxpayer Advocate for
16 the fiscal year beginning in such calendar
17 year and the activities of such Office during
18 the fiscal year ending during such calendar
19 year. Any such report shall contain full and
20 substantive analysis, in addition to statis-
21 tical information, and shall—",

22 (2) by striking “clause (11)” in clause () and
23 mserting “clause (1)”, and

24 (3) by redesignating clauses (111) and (iv) as

25 clauses (11) and (111), respectively.



O:\MAT\MATO06693.xml S.L.C.

D3

1 (b) ADDITIONAL REPORTS.—Section 7803(¢)(2)(C)
2 (relating to other responsibilities) is amended by striking
3 “and” at the end of clause (1i1), by striking the period at
4 the end of clause (1v) and inserting “; and”, and by adding
S at the end the following new clause:

6 “(v) at the discretion of the National
7 Taxpayer Advocate, report at any time to
8 the Committee on Ways and Means of the
9 House of Representatives and the Commattee
10 on Finance of the Senate on significant
11 issues affecting taxpayer rights.”.
12 (¢c) EFFECTIVE DATES.—
13 (1) ANNUAL REPORTS.—The amendments made
14 by subsection (a) shall apply to reports in calendar
15 year 2007 and thereafter.
16 (2) ADDITIONAL REPORTS.—The amendments
17 made by subsection (b) shall take effect on the date of
18 the enactment of this Act.

19 SEc. 315. WHISTLEBLOWER REFORMS.

20 (a) IN GENERAL.—Section 7623 (relating to expenses
21 of detection of underpayments and fraud, etec.) is amend-
22 ed—

23 (1) by striking “The Secretary” and inserting
24 “(a) IN GENERAL.—The Secretary”,
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(2) by striking “and” at the end of paragraph
(1) and inserting “or”,

(3) by striking “(other than interest)”, and

(4) by adding at the end the following new sub-
sections:

“(b) AWARDS TO WHISTLEBLOWERS.—

“(1) IN GENERAL.—If the Secretary proceeds
with any administrative or judicial action described
m paragraph (5) based on information brought to the
Secretary’s attention by an individual, the Secretary
shall, as determined by the Whistleblower Office and
subject to paragraph (2), pay such individual as an
award at least 15 percent but not more than 30 per-
cent of the collected proceeds (including penalties, in-
terest, additions to tax, and additional amounts) re-
sulting from the action (including any related ac-
tions) or from any settlement in response to such ac-
tion. The Whistleblower Office shall determine the
amount of such award on the basis of the extent to
which the indiwidual substantially contributed to such
action.

“(2) AWARD IN CASE OF LESS SUBSTANTIAL
CONTRIBUTION.—

“(A) IN GENERAL.—If the Whastleblower Of-

fice determines that the action described in para-



O:\MAT\MATO06693.xml S.L.C.

© 00O N O 0o B~ W N PP

N NN NN R P R R R R R R R e
5E WO N B O © 0 N O U M W N R O

25

graph (1) 1is based principally on disclosures of
specific allegations (other than information pro-
vided by the individual described in paragraph
(1)) resulting from a judicial or administrative
hearing, from a governmental report, hearing,
audit, or investigation, or from the news media,
the Whistleblower Office may award such swums
as it considers appropriate, but in no case more
than 10 percent of the collected proceeds (includ-
mg penalties, interest, additions to tax, and ad-
ditional amounts) resulting from the action (in-
cluding any related actions) or from any settle-
ment i response to such action, taking into ac-
count the significance of the individual’s infor-
mation and the role of such individual and any
legal representative of such individual in con-
tributing to such action.

“(B)  NONAPPLICATION OF PARAGRAPH
WHERE INDIVIDUAL IS ORIGINAL SOURCE OF IN-
FORMATION.—Subparagraph (A) shall not apply
if the information resulting in the initiation of
the action described in paragraph (1) was origi-
nally provided by the individual described in

paragraph (1).
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“(3) REDUCTION IN OR DENIAL OF AWARD.—If
the Whastleblower Office determines that the claim for
an award under paragraph (1) or (2) is brought by
an indwidual who planned and initiated the actions
that led to the underpayment of tax or actions de-
scribed in subsection (a)(2), then the Whastleblower
Office may appropriately reduce such award. If such
mdwidual s convicted of eriminal conduct arising
Jrom the role described in the preceding sentence, the
Whistleblower Office shall deny any award.

“(4) APPEAL OF AWARD DETERMINATION.—Any
determination regarding an award under paragraph
(1), (2), or (3) may, within 30 days of such deter-
mination, be appealed to the Tax Court (and the Tax
Court shall have jurisdiction with respect to such
matter).

“(5) APPLICATION OF THIS SUBSECTION.—This
subsection shall apply with respect to any action—

“(A) against any taxpayer, but in the case
of any individual, only if such individual’s gross
meome  exceeds $200,000 for any taxable year
subject to such action, and

“(B) if the tax, penalties, interest, additions
to tax, and additional amounts in dispute exceed

$20,000.
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“(6) ADDITIONAL RULES.—

“(A) NO CONTRACT NECESSARY.—No con-
tract with the Internal Revenue Service is nec-
essary for any indiwvidual to recewve an award
under this subsection.

“(B) REPRESENTATION.—Any individual
described in paragraph (1) or (2) may be rep-
resented by counsel.

No

“(C) SUBMISSION OF INFORMATION.
award may be made under this subsection based
on iformation submatted to the Secretary unless
such information is submitted under penalty of

perjury.

“(¢) WHISTLEBLOWER OFFICE.—

“(1) IN GENERAL.—There is established in the

Internal Revenue Service an office to be known as the

‘Whastleblower Office’ which—

“(A) shall at all times operate at the direc-
tion of the Commassioner and coordinate and
consult with other dwvisions in the Internal Rev-
enue Service as directed by the Commaissioner,

“(B) shall analyze information received

Sfrom any individual described in subsection (D)

and either investigate the matter itself or assign
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it to the appropriate Internal Revenue Service
office,

“(C) shall monitor any action taken with
respect to such matter,

“(D) shall inform such individual that it
has accepted the individual’s information for
Jurther review,

“(E) may require such individual and any
legal representative of such individual to not dis-
close any information so provided,

“(F) in its sole discretion may ask for addi-
tional assistance from such indwvidual or any
legal representative of such individual, and

“(G) shall determine the amount to be
awarded to such individual under subsection (D).
“(2) REQUEST FOR ASSISTANCE.—

“(A) IN GENERAL—Any assistance re-
quested under paragraph (1)(F) shall be under
the direction and control of the Whastleblower Of-
fice or the office assigned to investigate the mat-
ter under paragraph (1)(A). No individual or
legal representative whose assistance 1s so re-
quested may by reason of such request represent
hamself or herself as an employee of the Federal

Government.



O\MAT\MAT06693 xml S.L.C.
29

“(B) FUNDING OF ASSISTANCE.—From the

amounts available for expenditure under sub-

section (b), the Whistleblower Office may, with

the agreement of the indwvidual described in sub-

1
2
3
4
5 section (D), reimburse the costs incurred by any
6 legal representative of such indiwvidual wn pro-
7 viding assistance described in subparagraph (A).
8 “(d) REPORT BY SECRETARY.—The Secretary shall
9 cach year conduct a study and report to Congress on the

10 wuse of this section, including—

11 “(1) an analysis of the use of this section during
12 the preceding year and the results of such use, and

13 “2) any legislative or administrative rec-
14 ommendations regarding the provisions of this section
15 and its application.”.

16 (b) ASSIGNMENT TO SPECIAL TRIAL JUDGES.—

17 (1) IN GENERAL.—RSection 7443A(D) (relating to
18 proceedings which may be assigned to special trial
19 Judges) is amended by striking “and” at the end of
20 paragraph (5), by redesignating paragraph (6) as
21 paragraph (7), and by inserting after paragraph (5)
22 the following new paragraph:

23 “(6) any proceeding under section 7623(b)(4),

24 and”.
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(2) CONFORMING AMENDMENT.—Section
7443A(c) s amended by striking “or (5)” and insert-

mg “(5), or (6)”.

(¢) DEDUCTION ALLOWED WHETHER OR NOT TAX-
PAYER ITEMIZES.—Subsection (a) of section 62 (relating
to general rule defining adjusted gross income) is amended
by inserting after paragraph (20) the following new para-
graph:

“(21) ATTORNEYS FEES RELATING TO AWARDS

70 WHISTLEBLOWERS.—Any  deduction  allowable
under this chapter for attorney fees and court costs
paid by, or on behalf of, the taxpayer in connection
with any award under section 7623(b) (relating to
awards to whistleblowers). The preceding sentence
shall not apply to any deduction in excess of the
amount includible in the taxpayer’s gross income for
the taxable year on account of such award.”.

(d) EFFECTIVE DATE.—The amendments made by this
section shall apply to information provided on or after the
date of the enactment of this Act.

SEC. 316. AUTHORIZATION FOR FINANCIAL MANAGEMENT
SERVICE RETENTION OF TRANSACTION FEES

FROM LEVIED AMOUNTS.
Notwithstanding any other provision of law, the -

nancial Management Service may charge the Internal Reuv-
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enue Service, and the Internal Revenue Service may pay
the Financial Management Service, a fee sufficient to cover
the full cost of implementing a continuous levy program
under subsection (h) of section 6331 of the Internal Revenue
Code of 1986. Any such fee shall be based on actual levies
made and shall be collected by the Financial Management
Service by the retention of a portion of amounts collected
by levy pursuant to that subsection. Amounts received by
the Financial Management Service as fees under that sub-
section shall be deposited into the account of the Depart-
ment of the Treasury under section 3711(g)(7) of title 31,
United States Code, and shall be collected and accounted
Jor in accordance with the provisions of that section. The
amount credited against the taxpayer’s liability on account
of the continuous levy shall be the amount levied, without
reduction for the amount paid to the Financial Manage-
ment Service as a fee.
SEC. 317. CLARIFICATION OF DEFINITION OF CHURCH TAX
INQUIRY.

Subsection (1) of section 7611 (relating to section not
to apply to criminal investigations, etc.) is amended by
striking “or” at the end of paragraph (4), by striking the

b
)

period at the end of paragraph (5) and inserting “, or
and by inserting after paragraph (5) the following new

paragraph:
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“(6) any mquiry or examination relating to in-
Jormation provided by the Secretary regarding the
standards for exemption from tax under this title and
the requirements under thas title relating to unrelated
business taxable income.”.
SEC. 318. TREATMENT OF FUNDS FROM INDIAN TRIBAL
GOVERNMENTS AS PUBLIC SUPPORT FOR
PURPOSES OF PUBLIC CHARITY-PRIVATE
FOUNDATION CLASSIFICATION.

(a) IN GENERAL.—Section 7871(a) (relating to Indian
tribal governments treated as States for certain purposes)
1s amended by striking “and” at the end of subparagraph
(C) of paragraph (6), by striking the period at the end of
subparagraph (B) of paragraph (7) and inserting *; and”,
and by adding at the end the following new paragraph:

“(8) for purposes of determining support of an
organization described in section 170(b)(1)(A)(vi).”.

(b) EFFECTIVE DATE.—The amendments made by this
section shall apply with respect to—

(1) support received before, on, or after the date
of the enactment of this Act, and

(2) the determination of the status of any orga-
nization with respect to any taxable year beginning

after such date of enactment.
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1 SEC. 319. TAX COURT REVIEW OF REQUESTS FOR EQUI-
2 TABLE RELIEF FROM JOINT AND SEVERAL LI-
3 ABILITY.

4 (a) IN GENERAL.—Paragraph (1) of section 6015(e)
S (relating to petition for tax court review) is amended by
6 inserting “, or in the case of an individual who requests
7 equitable relief under subsection (f)” after “who elects to
8 have subsection (b) or (¢) apply”.

9

(b) CONFORMING AMENDMENTS.—

10 (1) Section 6015(e)(1)(A)(x)(Il) s amended by
11 mserting  “or request is made” after “election s
12 filed”.

13 (2) Section 6015(e)(1)(B)(1) 1s amended—

14 (A) by inserting “or requesting equitable re-
15 lief under subsection ()7 after “making an elec-
16 tron under subsection (b) or (¢)”, and

17 (B) by inserting “or request” after “to
18 which such election™.

19 (3) Section 6015(e)(1)(B)(it) is amended by in-
20 serting “or to which the request under subsection (f)
21 relates” after “to which the election under subsection

22 (b) or (¢) relates™.
23 (4) Section 6015(e)(4) 1s amended by inserting
24 “or the request for equitable relief under subsection

25 (1) after “the election under subsection (b) or (¢)”.
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(5) Section 6015(e)(5) is amended by inserting

“or who requests equitable relief under subsection (f)”

after “who elects the application of subsection (b) or

(c)”.

(6) Section 6015(g)(2) is amended by inserting

“or of any request for equitable relief under subsection

()" after “any election under subsection (b) or (¢)”.

(7) Section 6015(h)(2) is amended by inserting

“or a request for equitable relief made under sub-

section (f)” after “with respect to an election made

under subsection (b) or (¢)”.

(¢) EFFECTIVE DATE.—The amendments made by this
section shall apply with respect to Liability for taxes arising
or remaining unpaid on or after the date of the enactment
of this Act.

(d) REFILINGS PERMITTED.—With respect to any case
the dismassal of which results from or is based on the juris-
dictronal ruling i Billings v. Commassioner (127 T.C. No.
2, July 25, 2006) and 1is final on or before the date of the
enactment of this Act, such case may be refiled in the
United States Tax Court not later than the date which is
6 months after such date of enactment (without the imposi-
tion of any filing fees under Rule 20(b) of the Tax Court

Rules of Practice and Procedure).
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SEC. 320. AUTHORIZATION OF APPROPRIATIONS FOR TAX

LAW ENFORCEMENT RELATING TO HUMAN
SEX TRAFFICKING.
(a) AUTHORIZATION OF APPROPRIATIONS.—

(1) IN GENERAL.—There is authorized to be ap-
propriated $2,000,000 for fiscal year 2007 for the
purpose of establishing an office within the Internal
Revenue Service to focus on violations of the internal
revenue laws by persons who are under investigation
by any office of Federal, State, or local law enforce-
ment for knowingly recruiting, enticing, harboring,
transporting, or providing by any means a person,
knowing that—

(A) force, fraud, or coercion will be used to
cause the person to engage in a commercial sex
act, or

(B) the person has not attained the age of
18 years and will be caused to engage in a com-
mercial sex act.

(2) DEFINITIONS.—For purposes of paragraph
(1), the terms “commercial sex act” and “coercion”
shall have the meaning given such terms by section
1591(c) of title 18, United States Code.

(3) AVAILABILITY.—Any amounts appropriated
pursuant to the authority of paragraph (1) shall re-

main available for fiscal year 2008.
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(b) ADDITIONAL FUNDING FOR OPERATIONS OF OF-
FICE.—Unless specifically appropriated otherwise, there is
authorized to be appropriated and s appropriated to the
office established under subsection (a)(1) for fiscal years
2007 and 2008 for the administration of such office an
amount equal to the amount of any tax under chapter 1
of the Internal Revenue Code of 1986 (including any inter-
est) collected during such fiscal years as the result of the
actions of such office, plus any civil or criminal monetary
penalties imposed under such Code relating to such tax and
so collected.

(¢) REPORT.—Not later than 1 year after the date of
the enactment of this Act, the Secretary of the Treasury
shall report to the Commattee of Ways and Means of the
House of Representatives and the Commattee on Finance
of the Senate on the enforcement activities of the office estab-
lished under subsection (a)(1) and shall include any rec-
ommendations for statutory changes to assist in future
prosecutions under this section.

(d) APPLICABILITY OF WHISTLEBLOWER AWARDS TO
Vicrins or HUMAN SEX TRAFFICKING.—For purposes of
making an award under paragraph (1) or (2) of section
7623(b) of the Internal Revenue Code of 1986 with respect
to information provided by any person caused to engage

m a commercial sex act (within the meaning of section
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1591(c)(1) of title 18, United States Code), the determina-

tion whether such person 1s described in such paragraph

shall be made without regard to paragraph (3) of such sec-

tion 7623(D).

SEC. 321. REGULATION OF PAYROLL TAX DEPOSIT AGENTS.
(a) IN GENERAL—Chapter 77 (relating to miscella-

neous provisions), as amended by this Act, is amended by

adding at the end the following new section:

“SEC. 7531. PAYROLL TAX DEPOSIT AGENTS.

“(a) REGISTRATION.
“(1) IN GENERAL.—The Secretary shall establish
a system to require the initial registration and the
annual renewal of the registration of persons seeking
to act as payroll tax deposit agents authorized to
make Federal employment tax deposits on behalf of
employer taxpayers. Such system shall also—

“(A) establish a registration and renewal
fee for each payroll tax deposit agent in an
amount not to exceed $100,

“(B) provide the payroll tax deposit agent
the option of either submitting a bond as speci-
fied in subsection (b) or submitting to an annual
audit as specified in subsection (c),

“(C) require such disclosures as are speci-

fied in subsection (d),
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“(D) require that such agent ensure the di-
rect notification of the employer by any Federal
employment tax authority (and State employ-
ment tax authority if such agent contracts to
make State employment tax deposits for the em-
ployer) regarding the nonpayment of such em-
ployment taxes, and

“(E) provide penalties for unregistered per-
sons acting as payroll tax deposit agents with re-
spect to Federal tax deposits in an amount not
to exceed $10,000 for each 90 days of noncompli-
ance.

“(2) DEFINITION OF PAYROLL TAX DEPOSIT
AGENT.—For purposes of this section, the term ‘pay-
roll tax deposit agent’ means any person which pro-
vides payroll processing or tax filing and deposit
services to 1 or more employers (other than an em-
ployer acting on its own behalf) if such person has the
contractual authority to access such employer’s funds
Jor the purpose of making employment tax deposits.
Such term shall not include any person which only
transfers such funds (regardless if such person has the
authority to determine the amount of such transfer)
and does not have the authority to vmpound such

Junds for such purpose.
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“(3) EMPLOYMENT TAX—For purposes of this
section, the term ‘employment tax’ includes unem-
ployment insurance contributions.

“(b) BONDING.—

“(1) IN GENERAL—If a payroll tax deposit
agent elects to submit a bond wunder subsection
(a)(1)(B), the amount of such bond shall be not less
than $50,000 nor more than $500,000, and shall be
determined with respect to each payroll tax deposit
agent under requlations prescribed by the Secretary.

“(2) SURETY.—Any bond or security furnished
pursuant to this section shall be in such form and
with such surety or sureties as may be prescribed by
requlations issued pursuant to section 7101.

“(c) ANNUAL AUDITS.—If a payroll tax deposit agent

elects to submat to an annual audit under subsection
(a)(1)(B), such audit shall be performed by an independent
third party and shall be based on such audit principles as

the Secretary determines necessary, including the following:

“(1) The escrow account of the payroll tax de-
posit agent in which such agent holds the employers’
taxes 1s balanced each year to the total of the quar-

terly reconciliation statements.
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“(2) The escrow account funds of the payroll tax

deposit agent are not commingled with such agent’s
operating funds.

“(3) No evidence that the payroll tax deposit
agent used any of the funds in such agent’s escrow ac-
count to pay such agent’s own operating costs.

“(4) Receipt evidence that such agent paid the
required employment taxes on behalf of the employers
to the proper government employment tax authority.

“(d) DISCLOSURE.—The Secretary shall require pay-

roll tax deposit agents to disclose to each potential and ex-
isting client prior to or at the time of contracting for pay-

roll services—

“(1) the client’s continuing liability for payment
of all Federal and State employment taxes notwith-
standing any contractual relationship with a payroll
tax deposit agent,

“(2) the mechanisms available to the client to
verify the amount and date of payment of all tax de-
posits made by the payroll tax deposit agent on behalf
of such client, including the Internet address, postal
address, and telephone number of each Federal and
State employment tax authority related to such depos-

its, and
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“(3) such other information that the Secretary
determines 1s necessary or appropriate to assist em-
ployers in the selection and use of payroll tax deposit
agents.

“le) TAx DEPOSITS AND RETURNS.—Only persons

registered under this section may—

“(1) make Federal tax deposits on behalf of an
employer,

“(2) sign and file Federal employment tax re-
turns on behalf of a taxpayer, and

“(3) have access to confidential tax information
relating to such employer.

“(f) REGULATIONS.—The Secretary shall prescribe

14 such regulations as may be necessary to carry out the provi-

15
16
17
18
19
20
21
22
23
24
25

sions of this section.”.

(b) PAYROLL TAX DEPOSIT AGENTS SUBJECT TO PEN-

ALTY FOR FAILURE 170 COLLECT AND PAY OVER TAX OR

Arremrr 10 EVADE OrR DEFEAT TAX.—

(1) IN GENERAL.—RSection 6672(a) 1is amended
by nserting *, including any payroll tax deposit
agent (as defined in section 7531(a)(2)),” after “Any
person’’.

(2) CONSTRUCTION.—The amendment made by

paragraph (1) shall not be construed to create any in-

ference with respect to the interpretation of section
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6672 of the Internal Revenue Code of 1986 as such

section was 1 effect on the day before the date of the
enactment of this Act.

(3) NO DISCHARGE IN BANKRUPTCY.—In the case
of any bankruptey filed by or behalf of any person
after December 31, 2006, under title 11, Unated States
Code, any penalty tmposed under section 6672(a) of
the Internal Revenue Code of 1986 with respect to
such person shall not be subject to discharge under
such title.

(¢c) CLERICAL AMENDMENT.—The table of sections for

such chapter 77, as amended by this Act, is amended by

adding at the end the following new item:

“Sec. 7531. Payroll tax deposit agents.”.

(d) EFFECTIVE DATES.—

(1) IN GENERAL.—Except as provided in para-
graph (2), the amendments made by this section shall
take effect on January 1, 2007.

(2) PENALTY.—The amendments made by sub-
section (b) shall apply to failures occurring after De-

cember 31, 2000.
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1 SEC. 322. SPECIAL PERIOD OF LIMITATION WHEN UNI-
2 FORMED SERVICES RETIRED PAY 1S RE-
3 DUCED AS A RESULT OF AWARD OF DIS-
4 ABILITY COMPENSATION.
5 (a) IN GENERAL.—Subsection (d) of section 6511 (re-
6 lating to special rules applicable to income taxes) is amend-
7 ed by adding at the end the following new paragraph:
8 “(8) SPECIAL RULES WHEN UNIFORMED SERV-
9 ICES RETIRED PAY IS REDUCED AS A RESULT OF
10 AWARD OF DISABILITY COMPENSATION.—
11 “(A) PERIOD OF LIMITATION ON FILING
12 CLAIM.—If the clavm for credit or refund relates
13 to an overpayment of tax imposed by subtitle A
14 on account of—
15 “(1) the reduction of uniformed services
16 retired pay computed under section 1406 or
17 1407 of title 10, United States Code, or
18 “(11) the waiver of such pay under sec-
19 tion 5305 of title 38 of such Code,
20 as a result of an award of compensation under
21 title 38 of such Code pursuant to a determina-
22 tion by the Secretary of Veterans Affairs, the 53-
23 year period of limitation prescribed in subsection
24 (a) shall be extended, for purposes of permitting
25 a credit or refund based wupon the amount of such

26 reduction or waiver, until the end of the 1-year
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1 period beginning on the date of such determina-
2 tion.

3 “(B) LIMITATION TO 5 TAXABLE YEARS.—
4 Subparagraph (A) shall not apply with respect
5 to any taxable year which began more than 5
6 years before the date of such determination.”.

7 (b) EFFECTIVE DATE.—The amendment made by sub-
8 section (a) shall apply to claims for credit or refund filed
9 after the date of the enactment of this Act.
10 (¢) TRANSITION RULES.—In the case of a determina-
11 tion described in paragraph (8) of section 6511(d) of the
12 Internal Revenue Code of 1986 (as added by this section)
13 which is made by the Secretary of Veterans Affairs after
14 December 31, 2000, and before the date of the enactment
15 of this Act, such paragraph—
16 (1) shall not apply with respect to any taxable
17 year which began before January 1, 2001, and
18 (2) shall be applied by substituting “the date of
19 the enactment of the Telephone Excise Tax Repeal
20 and Taxpayer Protection and Assistance Act of 2006”
21 Jor “the date of such determination” in subparagraph

22 (A) thereof.
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TITLE IV—REFORM OF PENALTY
AND INTEREST

SEC. 401. INDIVIDUAL ESTIMATED TAX.

(a) INCREASE IN EXCEPTION FOR INDIVIDUALS OWING
SMALL AMOUNT OF TAx.—RSection 6654(e)(1) (relating to
exception where tax is small amount) is amended by strik-
mg “$1,000” and inserting “$2,000”.

(b) COMPUTATION OF ADDITION TO TAX.—Subsections
(a) and (b) of section 6654 (relating to failure by individual
to pay estimated taxes) are amended to read as follows:

“(a) ADDITION TO THE TAX—

“(1) IN GENERAL.—Kuxcept as otherwise provided
m this section, in the case of any underpayment of
estimated tax by an individual for a taxable year,
there shall be added to the tax under chapters 1 and
2 for such taxable year the sum of the amounts deter-
mined under paragraph (2) for each day for which
there 1s an underpayment.

“(2) AMOUNT OF ADDITION T0O TAX.—The
amount determined under this paragraph for any day
shall be the product of—

“(A) the underpayment rate established
under subsection (b)(2) for such day, multiplied
by
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“(B) the amount of the underpayment for

such day.

“(b) AMOUNT OF UNDERPAYMENT; UNDERPAYMENT

4 RATE.—For purposes of subsection (a)—

5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

“(1) AMOUNT.—The amount of underpayment on

any day shall be the excess (if any) of—

“(A) the sum of the required installments

Jor the taxable year the due dates for which are

on or before such day, over

“(B) the sum of the amounts of estimated
tax payments made for such taxable year on or
before such day.

“(2)  DETERMINATION  OF  UNDERPAYMENT

RATE.—

“(A) IN GENERAL.—The underpayment rate
with respect to any day mn an installment under-
payment period shall be the underpayment rate
established under section 6621 for the first day
of the calendar quarter wn which such install-
ment underpayment period begins.

“(B) INSTALLMENT UNDERPAYMENT PE-
RIOD.—For purposes of subparagraph (A), the
term “installment underpayment period’ means
the period beginning on the day after the due

date for a required installment and ending on
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the due date for the subsequent required install-

ment (or in the case of the 4th required install-

ment, the 15th day of the 4th month following
the close of a taxable year).
“(C) DarLy RATE—The rate determined

under subparagraph (A) shall be applied on a

darly basis and shall be based on the assumption

of 365 days m a calendar year.

“(3) TERMINATION OF ESTIMATED TAX UNDER-
PAYMENT.—No day after the end of the installment
underpayment period for the 4th required installment
specified in paragraph (2)(B) for a taxable year shall
be treated as a day of underpayment with respect to
such taxable year.”.

(¢c) EFFECTIVE DATE.—The amendments made by this
section shall apply to taxable years beginning after Decem-
ber 31, 2006.

SEC. 402. CORPORATE ESTIMATED TAX.

(a) INCREASE IN SMALL TAX AMOUNT EXCEPTION.—

Section 6655(f) (relating to exception where tax is small

amount) 1s amended by striking “$5007 and inserting

“$1,000”.
(b) EFFECTIVE DATE.—The amendment made by this
section shall apply to taxable years beginning after Decem-

ber 31, 2006.
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1 SEC. 403. INCREASE IN LARGE CORPORATION THRESHOLD

2 FOR ESTIMATED TAX PAYMENTS.
3 (a) IN GENERAL.—RSection 6655(g)(2) (defining large

4 corporation) is amended—

5 (1) by striking “$1,000,000” in subparagraph
6 (A) and inserting “the applicable amount”,

7 (2) by striking “the $1,000,000 amount specified
8 m subparagraph (A)” in subparagraph (B)(i1) and
9 mserting “the applicable amount”,

10 (3) by redesignating subparagraph (B) as sub-
11 paragraph (C), and

12 (4) by inserting after subparagraph (A) the fol-
13 lowing new subparagraph:

14 “(B) APPLICABLE AMOUNT.—For purposes
15 of this paragraph, the applicable amount is
16 $1,000,000 increased (but not above $1,500,000)
17 by $50,000 for each taxable year beginning after
18 2006.”.

19 (b) EFFECTIVE DATE.—The amendments made by this

20 section shall apply to taxable years beginning after Decem-
21 ber 31, 2006.

22 SEC. 404. EXPANSION OF INTEREST NETTING.

23 (a) IN GENERAL.—Subsection (d) of section 6621 (re-
24 lating to elimination of interest on overlapping periods of
25 tax overpayments and underpayments) s amended by add-

26 ing at the end the following new sentence: “Solely for pur-
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poses of the preceding sentence, section 6611(e) shall not
apply.”.

(b) EFFECTIVE DATE.—The amendment made by this
section shall apply to interest accrued after December 31,
2010.

SEC. 405. CLARIFICATION OF APPLICATION OF FEDERAL
TAX DEPOSIT PENALTY.

Nothing in section 6656 of the Internal Revenue Code
of 1986 shall be construed to permit the percentage specified
e subsection (b)(1)(A)(1iv) thereof to apply other than in
a case where the failure is for more than 15 days.

SEC. 406. FRIVOLOUS TAX SUBMISSIONS.

(a) Crvil, PENALTIES.—Section 6702 1s amended to
read as follows:

“SEC. 6702. FRIVOLOUS TAX SUBMISSIONS.

“(a) COrvir, PENALTY FOR FRIVOLOUS TAX RE-
TURNS.—A person shall pay a penalty of $5,000 if—

“(1) such person files what purports to be a re-
turn of a tax imposed by this title but which—

“(A) does not contain information on which
the substantial correctness of the self-assessment
may be judged, or

“(B) contains information that on its face
indicates that the self-assessment is substantially

mcorrect, and
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1 “(2) the conduct referred to in paragraph (1)—

2 “(A) 1s based on a position which the Sec-

3 retary has identified as frivolous under sub-

4 section (c), or

5 “(B) reflects a desire to delay or impede the

6 admanistration of Federal tax laws.

7 “(b) CrviL, PENALTY FOR SPECIFIED FRIVOLOUS SUB-

8 MISSIONS.—

9 “(1) IMPOSITION OF PENALTY.—Except as pro-
10 vided wn paragraph (3), any person who submits a
11 specified frivolous submassion shall pay a penalty of
12 $5,000.

13 “(2) SPECIFIED FRIVOLOUS SUBMISSION.—For
14 purposes of this section—

15 “(A) SPECIFIED FRIVOLOUS SUBMISSION.—
16 The term ‘specified frivolous submaission’ means
17 a specified submission if any portion of such
18 submission—

19 “(1) 1s based on a position which the
20 Secretary has identified as frivolous under
21 subsection (c), or

22 “(11) reflects a desvre to delay or im-
23 pede the administration of Federal tax
24 laaws.
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“(B) SPECIFIED SUBMISSION.—The term
‘specified submaission’ means—
“(1) a request for a hearing under—

“(I) section 6320 (relating to no-
tice and opportunity for hearing upon
filing of notice of lien), or

“(II) section 6330 (relating to no-
tice and opportunity for hearing before
levy), and
“(11) an application under—

“(I) section 6159 (relating to
agreements for payment of tax liability
wm anstallments),

“(II) section 7122 (relating to
compromises), or

“(I1I) section 7811 (relating to
taxpayer assistance orders).

“(3)  OPPORTUNITY TO WITHDRAW SUBMIS-

SION.—If the Secretary provides a person with notice

that a submission 1s a specified frivolous submaission
and such person withdraws such submission within
30 days after such notice, the penalty imposed under
paragraph (1) shall not apply with respect to such

submassion.
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“(e¢) LISTING OF FRrRIvOLOUS POSITIONS.—The Sec-
retary shall prescribe (and periodically revise) a list of posi-
tions which the Secretary has identified as being frivolous
Sfor purposes of this subsection. The Secretary shall not in-
clude wn such list any position that the Secretary deter-
mines meets the requirement of section
6662(d)(2)(B) (i) (11).

“(d) REDUCTION OF PENALTY.—The Secretary may
reduce the amount of any penalty imposed under this sec-
tion if the Secretary determines that such reduction would

promote compliance with and administration of the Federal

tax laws.
“le) PENALTIES IN ADDITION TO OTHER PEN-
ALTIES.—The penalties imposed by this section shall be in

addition to any other penalty provided by law.”.
(b) TREATMENT OF FRIVOLOUS REQUESTS FOR HEAR-
INGS BEFORE LEVY.—

(1) FRIVOLOUS REQUESTS DISREGARDED.—Sec-
tion 6330 (relating to motice and opportunity for
hearing before levy) is amended by adding at the end
the following new subsection:

“(9) FrRIvOLOUS REQUESTS FOR HEARING, KTC.—
Notwithstanding any other provision of this section, if the
Secretary determines that any portion of a request for a

hearing under this section or section 6320 meets the require-
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ment of clause (1) or (i1) of section 6702(b)(2)(A), then the
Secretary may treat such portion as if it were never sub-
mitted and such portion shall not be subject to any further
administrative or judicial review.”.

(2)  PRECLUSION FROM RAISING FRIVOLOUS
ISSUES AT HEARING.—Section 6330(c)(4) is amend-
ed—

(A) by striking “(A)” and inserting

“(A) (@)

(B) by striking “(B)” and inserting “(11)”’;

(C) by striking the period at the end of the
first sentence and inserting “; or”’; and

(D) by wserting after subparagraph (A)(i1)

(as so redesignated) the following new subpara-

graph:

“(B) the issue meets the requirement of
clause (1) or (11) of section 6702(b)(2)(A).”.

(3) STATEMENT — OF  GROUNDS.—Section
6330(b)(1) is amended by striking “under subsection
(a)(3)(B)” and inserting “in writing under subsection
(a)(3)(B) and states the grounds for the requested
hearing”.

(¢) TREATMENT OF FRIVOLOUS REQUESTS FOR HEAR-
INGS UPON FILING OF NOTICE OF LIEN.—Section 6320 1is

amended—
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(1) wn subsection (b)(1), by striking “under sub-

section (a)(3)(B)” and inserting “in writing under

subsection (a)(3)(B) and states the grounds for the re-

quested hearing”, and
(2) in subsection (c), by striking “and (e)” and

mserting “(e), and (g)”.

(d) TREATMENT OF FRIVOLOUS APPLICATIONS FOR
OFFERS-IN-COMPROMISE ~ AND  INSTALLMENT AGREE-
MENTS.—

(1) IN GENERAL.—Section 7122 1is amended by
adding at the end the following new subsection:

“l9) FrIvoLOUS  SUBMISSIONS, E10c.—Notwith-
standing any other provision of this section, if the Secretary
determines that any portion of an application for an offer-
m-compromise or installment agreement submatted under
this section or section 6159 meets the requirement of clause
(1) or (11) of section 6702(D)(2)(A), then the Secretary may
treat such portion as if it were never submaitted and such
portion shall not be subject to any further administrative
or judicial review.”.

(2) CROSS REFERENCE.—Section 6159(f) s

amended by adding at the end the following new item:
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“For treatment of frivolous applications for installment
agreements, see section 7122(qg).”.

(¢) TREATMENT OF FRIVOLOUS APPLICATIONS FOR
TAXPAYER ASSISTANCE ORDERS.—Section 7811 is amend-
ed by adding at the end the following new subsection:

“th) FrrvoLous  SUBMISSIONS, KE71C.—Notwith-
standing any other provision of this section, if the Secretary
determines that any portion of an application for a Tazx-
payer Assistance Order submatted under this section meets
the requirement of clause (1) or (11) of section 6702(b)(2)(A),
then the Secretary may treat such portion as if it were
never submaitted and such portion shall not be subject to
any further administrative or judicial review.”.

(f) CLERICAL AMENDMENT.—The table of sections for
part I of subchapter B of chapter 68 is amended by striking
the item relating to section 6702 and inserting the following

new item:

“Sec. 6702. Frivolous tax submissions.”.

(9) EFFECTIVE DATE.—The amendments made by this
section shall apply to filings and submissions made and
wssues raised after the date on which the Secretary first pre-
scribes a list under section 6702(c) of the Internal Revenue

Code of 1986, as amended by subsection (a).
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1 SEC. 407. UNDERSTATEMENT OF TAXPAYER LIABILITY BY
2 RETURN PREPARERS.
3 (a) APPLICATION OF RETURN PREPARER PENALTIES
4 710 ALL TAX RETURNS.—
5 (1) DEFINITION OF TAX RETURN PREPARER.—
6 Paragraph (36) of section 7701(a) (relating to income
7 tax preparer) is amended—
8 (A) by striking “income” each place it ap-
9 pears in the heading and the text, and
10 (B) in subparagraph (A), by striking “sub-
11 title A” each place it appears and inserting “‘this
12 title™.
13 (2) CONFORMING AMENDMENTS.—
14 (A)(v) Section 6060 is amended by striking
15 “INCOME TAX RETURN PREPARERS” in the
16 heading and inserting “TAX RETURN PRE-
17 PARERS”.
18 (i1) Section 6060(a) s amended—
19 (I) by striking “an income tax return
20 preparer” each place it appears and insert-
21 mg “a tax return preparer”,
22 (II) by striking “each income tax re-
23 turn preparer” and inserting “each tax re-

)

24 turn preparer”, and
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(II1) by striking “another income tax
return preparer” and inserting “another
tax return preparer”.

(iir) The item relating to section 6060 in
the table of sections for subpart F of part III of
subchapter A of chapter 61 is amended by strik-
mg “income tax return preparers” and inserting
“tax return preparers”.

(iv) Subpart F of part II1 of subchapter A
of chapter 61 is amended by striking “Income
Tax Return Preparers’ in the heading and
imserting “Tax Return Preparers’.

(v) The item relating to subpart F in the
table of subparts for part III of subchapter A of
chapter 61 1s amended by striking “income tax
return preparers” and inserting “tax return pre-
parers”.

(B) Section 6103(k)(5) is amended—

(1) by striking “income tax return pre-
parer” each place it appears and inserting
“tax return preparer”, and

(11) by striking “income tax return
preparers” each place it appears and insert-
wmg “tax return preparers”.

(C)(1) Section 6107 is amended—
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(I) by striking “INCOME TAX RE-
TURN PREPARER’ in the heading and in-
serting “TAX RETURN PREPARER’,

(II) by striking “an income tax return
preparer” each place it appears in  sub-
sections (a) and (b) and inserting “a tax re-
turn preparer”,

(I11) by striking “INCOME TAX RE-
TURN PREPARER” in the heading for sub-
section (b) and inserting “TAx RETURN
PREPARER”, and

(IV) in subsection (c), by striking “in-
come tax return preparers” and inserting
“tax return preparers’.

(11) The item relating to section 6107 in the
table of sections for subchapter B of chapter 61
1s amended by striking “Income tax return pre-
parer” and inserting “Tax return preparer’.

(D) Section 6109(a)(4) s amended—

(1) by striking “an income tax return
preparer” and insertin