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TAXPAYER PROTECTION AND REIMBURSEMENT
ACT

THURSDAY, JULY 19, 1979

U.S. SENATE,
COMMITTEE ON FINANCE,
SUBCOMMITTEE ON OVERSIGHT OF THE
INTERNAL REVENUE SERVICE, -
Washington, D.C.

The subcommittee met, pursuant to notice, at 2:10 p.m., in room
- 1224, Dirksen Senate Office Building, Hon. Max Baucus, chairman
of the subcommittee, presiding. -
Present: Senators Baucus and Byrd.
[The press release announcing this hearing and the bill S. 1444
and floor statement follow:]

[Press Release, July 12, 1979}

CoMMITTEE ON FINANCE, U.S. SENATE,
SuBCOMMITTEE ON OVERSIGHT OF THE INTERNAL REVENUE SERVICE.

FINANCE SUBCOMMITTEE ON OVERSIGHT OF THE INTERNAL REVENUE SERVICE SETS
HEARING ON S. 1444

Senator Max Baucus (D.-Mont.), Chairman of the Subcommittee on Oversight of
the Internal Revenue Service of the Senate Committee on Finance, announced toda
that the Subcommittee will hold a hearing on Thursdag', July 19, 1979, on S. 1444,
the Taxpayer Protection and Reimbursement Act. This bill would permit the award-
ing of reasonable court costs, including attorney's fees, to prevailing parties in civil
tax actions.

The hearing will be held in Room 1224, Dirksen Senate Office Building and will
begin at 2:00 p.m.

n announcing the hearing, Senator Baucus pointed out that, “There are certs.n
situations where taxpayers not only must assess themselves and pay Federal income
tax, but then must defend themselves against the Government's claim that they owe
additional tax. When it is clear that the IRS (or Justice Department when it
conducts the litigation) is maintaining an unreasonable position which results in
real harm to a taxpayer, the availability of a judicial determination must never be
an empty promise, expecially one caused by the burden of high litigation costs. To
alleyiate some of the financial burden for taxpayers who win in court against an
unreasonable IRS position and to protect taxpayers at the outset from unreasonable
IRS actions, | offer this legislation,” Baucus added.

The following witnesses have been scheduled to testify before the Subcommittee:
P’Fhe Honorable Donald C. Lubick, Assistant Secretary of the Treasury for Tax

olicy.

The Honorable Jerome Kurtz, Commissioner of Internal Revenue.

John S. Murray, Acting Deputy Assistant Attorney General (Tax Division), De-
partment of Justice.

The Honorable Moxley Featherston, Chief Judge, U.S. Tax Court.

Lipman Redman, Chairman, Section on Taxation, American Bar Association;
accompanied by Steven Salch, Special Advisor to ABA Tax Section's Committee on
Court Procedures.

Johnnie M. Walters, former Commissioner of Internal Revenue and former Assist-
ant Attorney General (Tax Division), Department of Justice.

(e})
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Stuart E. Seigel, former Chief Counsel, Internal Revenue Service.

Daniel Lewolt, Executive Director, National Taxpayers Legal Fund.

-{:hn Fitch, Director of Government Affairs, National Society of Public Account-
ants.

Legislative Reorganization Act.—Senator Baucus stated that the Legislative Reor-
gnization Act of 1946, as amended, requires all witnesses appearing before the

mmittees of Congress, “to file in advance written statements of their proposed
testi:n'gmy, and to limit their oral presentations to brief summaries of their argu-
ment.

Witnesses scheduled to testify should comply with the followini;ules:

(1) A copy of the statement must be filed by noon the day before the day the
witness is scheduled to testify.

(2) All witnesses must include with their written statement a summary of the
principal points included in the statement.

(3) The written statements must be t{ped on letter-size paper (not legal size) and
at least 100 copies must be submitted by the close of business the day before the
witness is scheduled to testify.

(4) Witnesses are not to read their written statements to the Committee, but are
to confine their ten-minute oral presentations to a summary of the points included
in the statement.

(5) Not more than ten minutes will be allowed for oral presentation.

Written testimony.—Senator Baucus stated that the Subcommittee would be
pleased to receive written testimony from those persons or organizations who wish
to submit statements for the record. Statements submitted for inclusion in the
record should be typewritten, not more than 25 double-spaced pages in length and
mailed with five (5) copies by July 30, 1979, to Michael Stern, Staff Director,
gogtga%tle: on Finance, Room 2227 Dirksen Senate Office- Building, Washington,
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To amend the Internal Revenue Code of 1954 and title 28 of the United States

Code to provide for the award of reasonable court costs, includingattorney’s
fees, to prevailing parties in civil tax actions, and for other purposes.

IN THE SENATE OF THE UNITED STATES
JUNE 27 (legislative day, JUNE 21), 1979

Mr. Bavcus (for himself, Mr. Loxe, Mr. BENTSEN, and Mr. BRADLEY) intro-

To

G DD e

duced the following bill; which was read twice and referred to the Committee
on Finance with instructions that if and when reported, it then be referred to
the Committee on the Judiciary for not to exceed 45 days to consider title II

A BILL

amend the Internal Revenue Code of 1954 and titlé 28 of
the United States Code to provide for the award of reason-
able court costs, including attorney’s fees, to prevailing
parties in civil tax actions, and for other purposes.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
That this Act may be cited as the “Taxpayer Protection and

Reimbursement Act”.
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TITLE I—AMENDMENTS TO INTERNAL REVENUE
CODE OF 1954

SEc. 101, (a) Subchapter B of chapter 76 of the Inter-
nal Revenue Code of 1954 is amended by redesignating sec-
tion 7430 as section 7431 and by inserting after section 7429
the following new section:

“SEC. 7430. AWARD OF COURT COSTS, INCLUDING ATTORNEY'S
FEES. ‘ _

“(a) IN GENERAL.—In the case of any civil action or
proceeding in a court of the United States, including the Tax
Court, which is brought by or against the United States for
the determination, collection, or refund of any tax, interest,
or penalty under this title, the prevailing party (other than -
the United States or any creditor of the taxpayer involved)
may be awarded a judgment for reasonable court costs, in-
cluding attorney’s fees, incurred in such action or proceeding
but only to the extent such costs are allocable to the United
States and not any other party to such action or proceeding.

“(b) LiMrtaTION ON CosTs.—In no event shall an
award for reasonable court costs, including attorney’s fees,
exceed $20,000 for any one civil action or proceeding.

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

“(1) ArTORNEY'S FEES.—The term ‘attorney’s
fees’ ‘includes,- with respect to any proceeding in the

Tax Court, fees for the services of an individual, not
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an attorney, who is authorized to practice before that

court.

“(2) PREVAILING PARTY.—A party (other than

the United States or any creditor of the taxpayer in-
volved) shall be deemed to have prevailed in any such
civil action or proceeding, only if such party, as deter-
mined by taking into account the entire record of the

case as well as any other relevant evidence—

“(A)G) is sustained (whether by judicial de-
termination or agreement of the parties) as to all,
or all but an insignificant portion, of the amount
in controversy, or

“@ii) if no amount is in controversy, is sus-
tained (whether by judicial determination or
agreement of the parties) as to all, or all but an
insignificant portion, of the issue or issues pre-
sented, and

“(B) establishes that the position of the
United States in the civil action or proceeding

was unreasonable.

“(d) ExcLusion oF CERTAIN CIvIL ACTIONS OR PRo-

22 CEEDINGS.—No award for reasonable court costs, including

23 attorney’s fees, may bo awarded under subsection (a) with

24 respect to any civil action or proceeding brought under—
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1 “(1) section 7428 (relating to declaratory judg-
2 ments with respect to status and classification of orga-
3 nizations under section 501(c)(8), etc.), unless such
4 action or proceeding involves the revocation of the tax-
5 _exempt status of an organization described in section
6 501(c)(3),

T “(2) section 7476 (relating to declaratory judg-
8 ments with respect to qualification of certain retire-
9

ment plans),

10 “(3) section 7477 (relating to declaratory judg-
11 ments with respect to transfers of property from the
12 United States), or

13 “/(4) section 7478 (relating to declaratory judg-
14 ments with respect to status of certain governmental
15 obligations).

16 “(e) MuLTIPLE AcTIONS.—For purposes of this sec-

17 tion, in the case of —

18 “(1) multiple actions which could have been joined
19 or consolidated, or

20 “(2) a case or cases involving a return or returns
21 of the same taxpayer (including joint returns of married
22 individuals) which could have been joined in a single
23 proceeding in the same court,

24 such actions or cases shall be treated as one civil action or

25 proceeding regardless of whether such joinder or consolida-
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tion actually occurs, unless the court in which such action or
proceeding is brought determines, in its discretion, that it
would be inappropriate to treat such actions or cases as
joined or consolidated for purposes of this section.

“(0 R1GHT OF APPEAL.—An order granting or denying
such award, in whole or in part, shall be incorporated as a
part of the decision or judgment in the case and shall be
subject to appeal in the same manner and to the same extent
as the decision or judgment.

“(g) SOURCE OF PAYMENT.—Payment of such award
shall be made out of the general appropriations of the agency
condueting the civil action or proceeding.”.

() The table of sections for such subchapter is amended
by striking out the item relating to section 7430 and inserting
the following new items:

“Sec. 7430. Award of costs, including attorney's fees.
“Sec. 7431. Cross references.”.

SEé. 102. Section 722 of the Revised Statutes (42
U.S.C. 1988} is amended by striking out immediately after
“Public Law 92-318" the clause “or in any civil action or
proceeding, by or on behalf of the United States of America,
to enforce, or charging a violation of, the United States In-
ternal Revenue Code,”.

Sec. 103. The amendments made by this title shall
apply to civil actions or proceedings filed after December 31,

1978, and before January 1, 1983.
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" TITLE II—AMENDMENTS TO TITLE 28

SEec. 201, Section 2412 of title 28, United States Code,
is amended—

(1) by inserting ‘“‘or subsection (b)"’ after “stat-
ute'’, and
(2) by adding at the end thereof the following:

“()(1) In the case of any civil action or proceeding in a
court of the United States which is brought by or against the
United States for the determination, collection, or refund of
any tax, interest, or penalty under the Internal Revenue
Code of 1954, the prevailing party (other than the United
States or a creditor of the taxpayer involved) may be award-
ed a judgment for reasonable court costs, including attorney’s
fees, incurred in such action or proceeding but only to the
extent such costs are allocable to the United States and not
any other party to such action or proceeding.

“(2) In no event shall an award for reasonable court
costs, including attorney's fees, exceed $20,000 for any one
civil action or proceeding.

“(8) For purposes of this subsection, a party (other than
the United States or a creditor of the taxpayer involved) shall
be deemed to have prevailed in any such civil action or pro-

ceeding, only if such party, as determined by taking into ac-

" count the entire record of the case as well as any other rele-

vant evidence—
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7
“(A)i) is sustained (whether by judicial determi-

nation or agreement of the partics) as to all, or all but
an insignificant portion, of the amount in controversy,
or - -

“(ii) if no amount is in controversy, is sustained
(whether by judicial determination or agreement of the
parties) as to all, or all but an insignificant portion, of
the issue or issues presented, and

“(B) establishes that the position of the United
States in the civil action or proceeding was unreason-
able.

‘“(4) No award for reasonable court costs, including at-

torney’s fees, may be awarded under paragraph (1) with re-

spect to any civil action or proceeding brought under—

“(A) section 7428 of the Internal Revenue Code
of 1954 (relating to declaratory judgments with respect
to status and classification of organizations under sec-
tion 501(c)(3), etc.), unless such action or proceeding
involves the revocation_ of the tax-exempt status of an
organization described in section 501(c)(3) of such
Code,

“(B) section 7476 of such Code (relating to de-
claratory judgments with respect to qualification of cer-

tain retirement plans),
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‘“(C) section 7477 of such Code (relating to de-
claratory judgments with respect to transfers of proper-
ty from the United States), or
“(D) section 7478 of such Code (relating to de-
claratory judgments with respect to status of certain
governmental obligations).
“(5) For purposes of this subsection, in the case of—
“(A) multiple actiecns which could have been
joined or consolidated, or
“(B) a case or cases involving a return or returns
of the same taxpayer (including joint returns of married
individuals) which could have been joined in a single
proceeding in the same court,
such actions or cases shall be treated as one civil action or
proceeding regardless of whether such joinder or consolida-
tion actually occurs, unless the court in which such action or
proceeding is brought determines, in its discretion, that it
would be inappropriate to treat such actions or cases as
joined or consolidated for purposes of this section.

*(6) An order granting or denying such award, in whole
or in part, shall be incorporated as a part of the decision or
judgment in the case and shall be subject to appeal in the
same manner and to the same extent as the decision or judg-

ment.
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9
“(7) Payment of such award shall be made out of the

gengral appropriations of the agency conducting the civil
action or proceeding.”.

SEc. 202. Section 722 of the Revised Statutes (42
U.S.C. 1988) is amended by striking out immediately after
“Public Law 92-318" the clause ‘“‘or in any civil action or
proceeding, by or on behalf of the United States of America,
to enforce, or charging a violation of, the United States In-
ternal Revenue Code,”.

SEc. 203. The amendments made by this title shall
apply to civil actions or proceedings filed after December 31,
1978, and before January 1, 1983.
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TAXPAYER PROTECTION AND REIMBURSEMENT ACT

Mr. Baucus. Mr. President, I am today introducing legislation which will reduce
the inherent disadvantages now faced by taxpayers entangled in civil tax actions
instituted by or against the Internal l{evenue Service. My bill, the “Taxpayer
Protection and Reimbursement Act,” will allow Federal courts and the Tax Court to
reimburse taxpayers who prevail against the IRS, in virtually all types of tax cases
where the position of the IRS was unreasonable, for reasonable court costs, and
attorneys’ fees.

The successful functioning of our tax system depends upon voluntary compli-
ance—that ability and willingness of taxpayers to accurately assess themselves and
pay their taxes. In order to insure that this willingness to cooperate does not falter,
taxpayers must have confidence that they are being treated fairly by IRS in its
administration and enforcement of the tax laws. For the most part, IRS does
perforrl;ll its statutory duties of administering and enforcing tax laws reasonably and
equitably.

To a large extent taxpayers are afforded ample occasions through IRS administra-
tive appeals process to contest or voluntarily to settle their tax liability. Further-
more, even if a taxpayer must seek judicial resolution of a controversy that cannot
be settled administratively, the Tax Court does provide a simplified procedure for
small tax cases—those cases involving $5,000 or less for any one taxable year.
However, even this small tax case procedure does not mean that taxpayers can
always grapple with complicated tax laws in the Tax Court without the assistance
or advice of an attorney or other authorized representative.

While recognizing that IRS generally exercises its authority justly and with
restraint, the fact remains that in an organization as large and complex as IRS,
which must administer a myriad of complicated tax laws, errors are bound to occur.
There are instances where IRS has acted arbitrarily, where certain taxpayers may
feel subjected to IRS harassment or abuse. Taxpayers are quite vulnerable to the
power of IRS. The fact that taxpayers can go into court to get a judicial resolution
of a dispute with IRS is small comfort to those taxpayers who must bear the
expense of court costs and substantial attorney’s fees. And consider how much worse
this predicament is for taxpayers who, even though they are actually in full compli-
ance with the law, are forced into court by an IRS position which is unreasonable in
light of either its interpretation of a tax law or its application of that law to the
particular taxpayer. Such taxpayers, who have to endure the turmoils of litigation
through no fault of their own, must still pay the legal expenses incurred in the
course of the court action. Often the litigation expenses can be almost as much—
and may very well exceed—the actual amount of money that was in controversy. It
takes little imagination to see how easily legal expenses for a $500 refund action in
a Federal district court could quickly approach and then exceed $500. It is this
reality which causes some taxpayers with meritorious claims not to seek judicial
relief. In such circumstances, the expense of litigation often makes a court victory
meaningless for taxpayers.

In a 1974 Law Review article on awards of attorneys’ fees generally, this dilemma,
\sl;hich seems particularly harsh when encountered by taxpayers, was explained in
this way:

“Current practice tends to alter prosecution of even clearly meritorious claims by
litigants who could at best recover less than the often high expenses of counsel. . . .
And what is true for plaintiffs also holds true for defendants: the cost of defending
against an unjust small claim may easily exceed simply paying what is demanded.
The result is distasteful, for it ranks legal rights by dollar value. . .. (Court
Awarded Attorneys' Fees and Equal Access to the Courts, 122 University of Pennsyl-
vania Law Review, 636, 650)”

Qur tax laws are complex oftentimes vague and open to numerous interpreta-
tions. The courts perform a particularly invaluable service in tax cases by providing
an impartial, final decision on the correct interpretation of the tax laws and how
such laws should bé applied to a particular taxpayer. In most court actions IRS
must be there in order to carry out its statutory mandate to enforce tax laws, and it
generally does so in a rational and responsible manner. I certainly do not intend to
penalize IRS or impair the performance of its duties when it is acting reaonably and
fairly—when IRS is in fact serving the public interest by seeking judicial resolutions
of complex tax issues, thereby providing greater certainty in the laws upon which
taxpayers may rely. However, when it is clear that IRS (or the Justice Department
when it conducts the litigation) is maintaining an unreasonable position which
results in real harm to a taxpayer, the availability of a judicial resolution of the
problem for such a taxpayer must never be an empty promise, especially one caused
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by the burden of high litigation costs. As Donald C. Lubick, Treasury Assistant
Secretary for Tax Policy, said during Senate testimony over a year ago:

“The voluntary assessment plan system must be viewed as fair and evenhanded.
Taxpayers without significant resources must not feel incapable of obtaining a
redress of their grievances against the Internal Revenue Service where the Service
has acted unreasonably. (March 13, 1978 statement before the Senate Judiciary
Subcommittee on Improvements in Judiciary Machinery).”

It is to alleviate the financial burdens for taxpayers who win in court against an
unreasonable IRS position and to protect taxpayers at the outset from unreasonable
IRS actions that I offer this legislation.

Current law does little to remedy the problems I have just described. Under the
“American Rule,” ordinarily prevailing parties are not—absent express congression-
al intent—entitled to collect reasonable court costs, including attorney’s fees, from
the Government when it is the losing party. Congress has enacted numerous excep-
tions to this general rule. Yet the particular problem faced by taxpayer litigants
was not specigcall addressed until the Civil Rights Attorneys’ Fees Awards Act of
1976 (Public Law 94-559). This act permits an award for attorney’s fees, as part of
court costs, to the prevailing party, other than the United States, in any civil action
or proceeding brought by or on behalf of the United States to enforce, or charging a
violation of, the Internal Revenue Code. However, as a result of substantial judicial
interpretation of this provision, this statute has had minimal impact on most civil
tax litigation for two basic reasons:

First of all, courts have been in virtual agreement that reimbursement for attor-
neys' fees may only be made where the taxpayer is the defendant. This interpreta-
tion results in the statute applying to very few tax cases, because in most civil tax
actions the taxpayer is the party who brings a claim against the Government. (In
general, civil tax cases are heard in the Tax Court where the taxpayer is the
petitioner in a deficiency proceeding or in the Federal district court where the
taxpayer is the plaintiff suing for a refund).

Second, courts have held that even if the taxpayer is the defendant in a civil tax
litigation and prevails against the Government, that taxpayer nevertheless may
recover attorney’s fees from the Government only if the Government acted in bad
faith, for purposes of harassment or vexatiously or frivolously. Few taxpayers are
able to meet such a highly restrictive burden of proof, even though they prevail in
the litigation.

Mr. President, my bill would put an end to the unintended and undesired restric-
tions now placed upon reimbursement of litigation expenses to taxgayers who
prevail in most Federal civil tax actions against an unreasonable Government
position. This Taxpayer Protection and Reimbursement Act bill has the following
basic elements:

First. Federal courts and the Tax Court are given the discretion to reimburse
prevailing parties, other than the United States, for reasonable court costs, includ-
ing attorneys’ fees, incurred in civil tax actions or proceedings in which the United
States is a party.

Second. Reimbursement can be granted in a civil action or proceeding in which
thie United States is a party, which is brought for the determination, collection, or
refund of any tax, interest or penalty, brought by or against the United States
under the Internal Revenue Code, except those relating to certain declaratory
judgments.

Third. Reimbursement of court costs, including attorney's fees, is available to
plaintiffs/petitioners and defendants who prevail against the United States.

Thus, under my bill, reimbursements would be available in most types of Federal
civil tax cases in which the United States is the losing party, such as refund actions,
deficiency proceedings, collection and enforcement suits, summons proceedings, and
wrongful levy actions. Moreover, permitting prevailing plaintiffs and defendants
alike to receive such awards encourages meritorious suits to vindicate private harm
and foster the public interest, and discourages the Government from instituting
teasonable suits.

Fourth. Such reimbursement for reasonable court costs, including attorney's fees,
may not exceed $20,000 for any one civil action or proceeding.

Such a ceiling is likely to provide sufficient relief for taxpayers in the ordinary
types of civil tax cases, yet not encourage an excessive amount of additional litiga-
tion which could overwhelm already burdened courts.

Fifth. In order to be eligible for reimbursement of these litigation expenses, the
prevailing party must satisfy two requirements, as determined by taking into ac-
count the court record as well as any other relevant evidence: The party must be
sustained, either by judicial determination or agreement of the parties, as to all, or

49-968 0 ~ 79 -~ 2
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all but an insignificant portion, of the amount in controversy or of the issues in
controversy, in instances where no actual sum is involved; and, the party must
establish that the position of the Government in the civil action or proceeding was
unreasonable.

This “prevailing party” standard is both reasonable and equitable since, in deter-
mining whether its two requirements are met, the court must focus not merely on
the formal record before it, but also on the totality of the relevant circumstances
surrounding the case. Such circumstances would include the necessity for bringing
the action, whether the party succeeds as to the central matter in dispute, and the
conduct of the Government with regard to the ;')articular taxpayer. For example, a
court-should consider whether even though IRS's desire to litigate a tax issue may
very well be for the public benefit and its legal position may be reasonable, the

ition of IRS has nonetheless become unreasonable due to its application of that
aw to a particular taxpwyer which wrongfully and unnecessarily forces that taxpay-
er into court. Furthermore, the rule that a party can be sustained either by judicial
determinativn or settlement of the parties encourage the parties to settle thereby
lessening court congeition, yet prevents the Government from escaping liability for
litigation expenses merely by conceding the case before final judgment.

Sixth. For purposes of this reimbursement provision, the term ‘‘attorney’s fees”
include fees for the services of any person, not an attorney, who is authorized to
practice before the Tax Court, with respect to such actions or proceedings.

Thus, litifation fees of tax court authorized representatives of the prevailing
party, as well as the fees of attorneys, are covered under my bill.

Seventh. Any order granting or denying the reimbursement, in whole or in part,
shall be incorporated as part of the court’s decision or judgment in the case and
suléiect to appeal in the same way as the decision or judgment.

ighth. Payment of the reimbursements shall be made by the agency who con-
ducts the civil action or proceeding out of its own general funds.

This reﬁxsirement most certainly would provide an impetus for such governmental
agency (IRS, in particular, and also the Justice Department) to exercise more
caution and reason in all its dealinfs with taxrayers.

Ninth. The provisions of the bill will apply to civil tax actions or proceedings
instituted after December 31, 1978, and before January 1, 1983.

This sunset provision compels the Con, and IRS to evaluate the success of this
- tyfe-'of reimbursement and determine whether such law has had its intended effect.

n conclusion, this legislation provides much needed improvements to the present
law granting awards of reasonable court costs, including attorney's fees, in Federal
civil tax cases. It provides needed protection and assistance to those parties who
become embroiled in court disputes with IRS through no fault of their own, but does
not penalize IRS for fair, responsible, and reasonable performance of its duties. Our
tax system must be fair and reasonable—and must be perceived as such by all
taxpayers. Taxpayers must not feel at a complete disadvantage in the event of a
dispute with the IRS. Taxpayers must not fee] that a judicial resolution of a dispute
with IRS in their favor is a hollow victory, because of the high litigation expenses
which they nevertheless must bear—a burden which becomes especia!ll%; outrageous
to bear, as victors, when the IRS position was in fact unreasonable. The Taxpayer
Protection and Reimbursement Act will help restore taxpayers' confidence in the
fairness of tax administration by placing them on a more equal footing with IRS. I
urge speedy consideration by the Senate of this essential legislation.

r':dPresident, I ask unanimous consent that the text of the bill be printed in the

Senator BAucus. The Subcommittee on Oversight of the Internal
Revenue Service will come to order. We are here this afternoon to
begin hearings on S. 1444, which I recently introduced, along with
my -distinguished colleagues, Senators Long, Kennedy, Dole, Bent-
sen, and Bradley. And, I am delighted that Senator DeConcini and
Nelson have also joined as cosponsor.

This bill would permit Federal courts and the tax court, in most
civil tax actions in which the Government is a part{, to reimburse
private parties who prevail against an unreasonable Government
position for reasonable court costs, including attorney’s fees.

The issue of awarding attorney’s fees in Federal court cases in
which the Government is a party has been the subject of intensive
hearings in both the House and the Senate during the past few
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years. However, today marks the fir:.. time that a provision permit-
ting the awarding of court costs, including attorney’s fees, which is
designed exclusively for civil tax litigation in which the Govern-
ment is the losing party, will be addressed.

We are all quite aware of—and certainly are concerned about—
the deepening mood of dissatisfaction and even pessimism in our
Nation’s future which is growing throughout our country today.
Nowhere is this mood more apparent than in our citizens’ view of
our tax system.

We hear more and more exasperated expressions of taxpayer
frustration, distrust and even helplessness as they struggle to com-
ply with a myriad of complex tax laws and pay their taxes. We
hear that taxes are too high, that the tax laws are too complicated,
and that tax forms and reporting requirements are excessively
burdensome. 4

We hear that IRS is too big, powerful and awesome for an
individual taxpayer to be able to stand up against and successfully
vindicate legal rights—even in those instances where a taxpayer is
confronted with an unreasonable IRS position. These comments
take on a very high degree of credibility when you consider that in
1978 IRS employed over 85,000 persons. And further, in the 1978
annual report of the Chief Counsel of IRS—whose office handles
IRS litigation—this statement was made: “The office of Chief Coun-
sel employs over 900 attorneys, making it—next to the Department
of Justice—the largest law firm in the country.”

We must assure confidence in the fair administration and en-
forcement of our tax laws—especially since our tax system actually
depends upon the ability and willingness of all taxpayers to accu-
rately assess themselves and voluntarily pay their taxes. Taxpayers
must not feel at a complete disadvantage in the event of a dispute
with IRS. Nor should we penalize IRS when it performs its statu-
tory duties of administering and enforcing the tax laws reasonably,
responsibly and equitably—as it, for the most part, does. But when
IRS acts unreasonably, taxpayers must not view a court victory as
an empty promise because of the high litigation expenses which
they must bear—litigation expenses that may approximate and
very well surpass the actual amount of money at stake. Faced with
this harsh fact of life, some taxpayers decide to swallow their legal
rights and settle with IRS, rather than having to pay substantial
litigation expenses in addition to engaging in a court confrontation
with IRS.

This is the reality facing taxpayers today. We must not tolerate
its existence any longer. The price of justice in our tax system
must not be beyond the reach of any taxpayer. The ability to
vindicate one’s legal rights under our tax laws must not depend
upon the size of a taxpayer’s wallet—especially not when such a
taxpayer is being treated unreasonably by IRS, and has not been
able to get relief through IES’s administrative appeals process. And
so I offer this legislation for the following reasons:

One, to alleviate this financial burden, occasioned by high litiga-
tion expenses, for taxpayers who win in court against an unreason-
able IRS position.
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Two, to protect taxpayers at the outset from unreasonable IRS
actions by making IRS more cautious and responsible in all its
dealings with taxpayers.

And three, to restore confidence in the fairness of our tax system
by 1P1acin taxpayers on a more equal footing with IRS.

his bill addresses only one of the problems taxpayers now face.
Taxpayers should not have to go to court in order to find relief
from unreasonable IRS actions. The administrative proceedings
and appeals process within IRS must be fair, responsible and acces-
sible. These proceedings must provide ample o%portunity for tax-
payers to resolve their disputes within IRS. Several bills have
already been introduced which establish a taxpayers’ bill of rights
to govern IRS’s administrative dealings with taxpayers. I, too, am
presently working on similar legislation and certainly intend to
address this issue within this subcommittee.

Issues raised by S. 1444 are fundamental to the direction our
Nation will take in the next few years. I hope this hearing will
enable us to better understand the need for such a limited depar-
ture in tax cases from the “American rule” under which parties
must bear the costs of their own litigation and to strike an appro-
priate balance.

While there are numerous exceptions to the ‘‘American rule,” an
exception for tax cases has been considered only recently. The only
time this particular subject has been addressed by a statute was in
the Civil Rights Attorneys’ Fees Awards Act of 1976—-due in large
measure to the exceptional efforts of the late Senator Allen. Re-
grettably, this provision has had a very limited impact in the tax
area because it appears to apply only where taxpayers are defend-
ants in the civil actions and when the Government has acted in
bad faith, for purposes of harassment or vexatiously or frivolously.

I welcome all of you. And I want to express my appreciation to
our witnesses for giving up their time to be with us today and give
us the benefit of their learned views.

Before we begin the testimony, I would ask that S. 1444 and my
accompanying statement be included in the hearing record.

First, this afternoon, we have the honor of hearing two Senators
from the Southwest. The first Senator will be Senator Domenici.

Welcome to the hearing and proceed in any way you wish.

STATEMENT OF HON. PETE V. DOMENICI, A U.S. SENATOR
FROM THE STATE OF NEW MEXICO

Senator DoMENIcI. Thank you very much, Mr. Chairman.

First, 1 want to commend you for the oversight hearings you are
having today and for your bill, Senate bill 1444. I also want to say
to 'yﬁll;;) it is a privilege to be here with Senator DeConcini, my
neighbor,

As you know, we have pending before the Judiciary Committee—
I understand it is ready to be reported out—Senate bill 265 that .
Senator DeConcini has guided, equal access to justice. You are
aware of that bill and I thank you for your support there.

The award of reasonable attorney’s fees In tax cases which
Americans litigate against the Internal Revenue Service and pre-
vail is the best way to guard against capricious and arbitrary
agency decisions. It provides an incentive to the taxpayer to fight
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when he knows he is right. It restores tension to the delicate
balance between the citizenry and their Government.

I commend Senator Baucus in his efforts to readjust the relative
positions of taxpayers and the IRS when examining or auditing tax
statements. Often the individual is intimidated or cannot afford to
contest an IRS decision because of the cost and is forced to buckle
under to the overwhelming weight of the bureaucracy.

As author of similar legislation which was recently reported
from the Judiciary Committee, I feel that the universal role of the
Internal Revenue Service in collecting each Americans proportion-
ate share of the cost of Government must be reassessed. Too much
frustration, too much anxiety exists. This approach of reassuring
taxpayers that they will be able to defend their actions without
incurring large costs, is the best way to restore their confidence
that they can “fight city hall and win.”

Substantively, T concur with the language of S. 1444 with one
minor recommendation. From my experience I would suggest that
the standard for the award of attorney’s fees should be that the
Federal Government must be able to Substantially justify its posi-
tion rather than reasonably justify its position, or pay fees.

This standard gives the taxpayer the benefit that the burden is
on the Government to establish the reasonableness of its actions
without an undue chilling effect on the agency.

I thank the Chair for this opportunity to state my views for the
record and would finally request my name be added as a cosponsor
of S. 1444,

Thank you.

Senator Baucus. I am very happy to have your name, and have
you, Senator, as a cosponsor of the bill. I know you have been very
active in this area. I appreciate your help.

Senator Domenict. Thank you very much, Mr. Chairman.

Senator Baucus. We are also very fortunate to have with us this
afternoon Senator DeConcini from the State of Arizona.

Senator, we welcome you this afternoon.

STATEMENT. OF SENATOR DENNIS DeCONCINI, A U.S. SENATOR
FROM THE STATE OF ARIZONA

Senator DECoNcCINI. Mr. Chairman, I want to join Senator Do-
menici in milappreciation and accommodations to you for introduc-
ing and tackling the problem of S. 1444, or at least the problem
that it addresses, known as the Taxpayers Protection and Reim-
bursement Act.

I think it is most commendable that you would tackle those
important issues. Recent conversations with my constituents have
strongly reinforced my belief that this is an area that needs imme-
diate legislative attention.

As you know, and as Senator Domenici has pointed out, we have
been working for some time with the Senator from New Mexico
and Senator Nelson on legislation that creates the general excep-
tion to the American rule in litigation with the Government.

It has been a long process of evaluation, revision, and refine-
ment. I believe the result of the bill is both fair and effective,
under S. 265, fees would be awarded and agency adjudications and
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civil actions could not be brought by the United States unless the
Government could show the action was substantially justified.

During hearings on our bill, there was considerable discussion
wl:iether or not to cover tax cases against the bill’s general stand-
ards. - ,
You have, however, given us the opportunity to evaluate sepa-
rate legislation which was intended to treat the special problems of
IRS cases.

I very much appreciate this opportunity.

I believe that S. 1444 will cover a greater number of tax cases.
Since this expressly includes tax court cases, I also think that it is
a good idea to specify, as you have done, that the fee determination
requires the court to take into account the entire record in the
case, which I assume would include the fairness of the negotiations
and the conference process.

My own concern is that the standard for awarding fees under S.
1444 may be too restrictive. As I understand the bill, the taxpayer
must satisfy a two-pronged test. )

First, the taxpayer must prove that “He has prevailed on all or
all but an insignificant portion” of the issues or amount in contro-
versy.

Then the burden is still on the taxpayer to prove that the Inter-
nal Revenue Service was unreasonable. While I understand that
this is an attempt, in part, to address the problem of multiple
issues which pervades tax litigation, I nevertheless believe that the
task may be unnecessarily restrictive.

Given the complexity of the tax laws, I think it is unrealistic to
expect taxpayers to meet the test except in rare cases. I believe the
test could be modified somewhat without jeopardizing the function-
ing of our tax collection system. )

Perhaps you might require the party to prevail on a substantial
portion of the issues or amount in controversy, or perhaps you
might require them to prove that they had prevailed on all issues,
but then shift the burden to the Internal Revenue Service to dem-
onstrate the reasonableness of its position.

Mr. Chairman, before I close, I would simply like to emphasize
my belief in the importance of this legislation. In order for the
voluntary self-assessment system to function properly, it must
enjoy the confidence of the taxpayers.

As you and others have pointed out, the process must be fair and
it must be perceived by the public to be fair.

One of the most disturbing facts to arise out of the hearings in
Arizona and New Mexico on S. 265 was the overwhelming lack of
confidence in the fairness of the process.

Citizens expressed their beliefs that the IRS uses oppressive and
intimidating tactics to coerce compliance with its position. These
people are what we call good Americans. They believe in the coun-
try. They believe in paying their taxes. But they also believe that
they are not being treated fairly. They condemn the IRS for abus-
ing its power more than any other agency, even OSHA, and that is
quite an indictment,

The record on S. 265 demonstrates the kind of situation which
have undermined the credibility of the IRS. One businessman testi-
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fied that he had been audited 7 years in a row and had never been
an extra penny of taxes.

His vindication, however, had, for several years, cost him a sub-
stantial amount of time and money and Treasury itself testified
that it is not unusual to find that where the Government has lost
on a legal issue in five circuits it will still pursue the issue in a
sixth circuit.

I am not sure that either S. 1445 or S. 265 completely addresses
all of these problems. We might also need to look at other prob-
lems, such as S. 326 sponsored by Senator Bumpers, and S. 995,
sponsored by Senators Helms and Leahy and the legislation that
you indicated today that you were working on.

But I do believe that making an award of fees available in tax
litigation will go a long way toward restoring a measure of confi-
dence in the tax collection process.

I thank the Chairman for his indulgence.

Senator Baucus. I want to thank you very much, Senator. You
have done a lot to try to redress some of the imbalance that
presently exists because individual citizens do not have the re-
sources, or are unable to defend themselves.

I want to commend you for introducing and pushing so assidu-
ously S. 265. Both of you have worked very effectively in that area.

One question I have, though, is the degree to which either of you
feel that .attorney’s fees and costs should be awarded not only in
judicial cases, Tax Court and Federal district court tax cases, but
lallso the degree to which they should be awarded for administrative

earings.
~ Could either of you address that question? I ask it because I
sense that the taxpayer you talked about who was audited at least
seven times may not have gone to court. I do not know.

Maybe he was simply audited seven times, and if that is the case
and he did not go to court, this bill would not have helped him.

Senator DECoNcINI. He did not go to court, and in a number of
the cases, the witnesses have testified on the IRS flatly said that
the far majority—I am sorry that I do not have the numbers—said
they did not go to court, even when they were assessed an addition-
al tax or penalty because of the cost involved.

That was constantly the complaint about going to the Tax
Court—having to pay the tax and bring the suit or go to. the
district court. ;

The other areas that we found substantial complaint included
the EEOC, OSHA, the Federal Trade Commission, and many other
agencies that would bring action either administratively by their
courts or even in the district court. This should not be a bill or
legislation that is fearful to governmental agencies. I do not think
that the bulk of IRS agents, or any other agents, are purposefully
ﬁoing out and harrassing people. I think they think that they are

oing their job and as they approach this job, it appears to me that
they ouﬁht to give more time and concern about the ability to
prove their case before they make the allegations against the
citizen.

So in respect to your question as to administrative courts, it
seems to me while it arplies also to them and should apply short of
the litigation process, I think that one of the difficulties in the IRS
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area that I came across—and you undoubtedly will address—where
is threshold to apply the attorneys’ fees?

Do you have to have the suit filed, or do you just have to have
the audlt filed?

I do not know the answer because the costs go up a great deal
and how do you substantiate the costs?

Senator Baucus. I ask the question partly—it is somewhat a
technical question—because if the end of the matter is at the
administrative level, under this provision, I assume that a prevail-
ing taxpayer would not be awarded fees. He would have to go to
court to be entitled to any reimbursement of fees.

Maybe there is some way to avoid that problem.

Senator DoMENICI. If I may address that issue. Both your bill and
S. 265 are experiments; both have a rather short sunset provision.
Yours is 3 years and the reported bill has a 3-year sunset also.

I think that if you can figure out a way to manage it and make
sure that it can be administered reasonably, you should go down as
far as you can in the direction of administrative costs.

I do not know whether you should go to the first audit, the
simplest kind of expenses, but if you can get more than court costs
in the bill for a 3-year experiment it would be worthwhile.

Senator Baucus. Let me ask you another general question which
I find somewhat bothersome, which is, whether you would think
that the problems in administrative proceedings would be better
solved through an award provision or through a taxpayers’ bill of
rights, which would give taxpayers a little more clout?

In other words, in dealing with the IRS, which of those two
approaches, if either, seems to make more sense, in your judgment?

Senator DoMEeNIcI. I have seen some of the bills and I would
suggest that the most significant redress will come when a citizen
feels free to adjudicate.

I would offer as broad a reimbursement for fighting with one’s
government as possible. Over the long run, it is going to bring
citizens’ rights more into focus than anything else and, on the
other hand, it will bring less arbitrary and capricious- demsmns in
substantive matters than most other provisions I have seen in
taxpayers bills of rights.

I think that we ought to go with this broader based reimburse-
ment as far as possible because it enables the average American
citizen to fight. That is how we are going to get citizen redress.
Citizens must not be afraid to fight.

I know that it is the same as tax matters as any others, but in
the hearings on S. 265, the record is just rampant with citizens who
say, “Well, I just had to go ahead and pay the fine because I could
not afford to fight.”

Or, “I went ahead and paid the fee because I could not afford an
attorney’s fee."”

When that occurs, and it occurs many times in the American
system of big government versus the citizen, the imbalance is enor-
mous and you have to have something rather unusual to undue
imbalance. 1 assume that much the same exists with IRS versus
the American citizen. :
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Senator DEConNcinI. I associate myself completely with the state-
ments made by the Senator from New Mexico. It seems to me the
Bill of Rights should be pursued and have hearings held on it.

If this bill, 1444, and/or 265 or a combination of anything of
substance is enacted into law, I think you will have a far less need
for a bill of rights. It will be a definite message for Federal agen-
cies, but they have to proceed with more caution before bringing in
their complaints, whether they are administrative complaints or
the litigation. ‘

What is important is for the people to feel if they want to contest
their government, they have an opportunity, just like the govern-
ment does now to convince the court that they are entitled to not
have to pay the penalty, then not out of pocket on top of it.

This would be a great step forward.

After, as your bill sets forth, 3 years, we will have some kind of
test on it, and that would be the time to really assess the total bill
of rights, whether we ought to expand or contract, or where we
should be going. »

Senator Baucus. Let me ask a quick question, because I know
you are busy and I appreciate your appearance this afternoon, and
that is whether, in your judgment, the award of attorneys’ fees and
court costs should be taken out of, in this case, the IRS budget, or
should the reimbursement be from the general treasury?

Senator DECoNcINI. We opt to take it out of the agency, that the
award is not awarded against, or the agency that does not prevail
in the litigation. And I realize that that will come back to haunt us
in the sense that we will have to appropriate for those losses,
assuming that they are substantial.

This imposes a severe burden again on the agency directors to
supervise their people that they are bringing good people.

When the budget comes up here for authorization, how much are
you losing? You are losing attorneys’ fees and costs in ~ourt.

That is how we are up for it, and I think it is a very reasonable
position and one that is going to be extremely effective.

Senator DoMENICI. Mr. Chairman, I introduced S. 265 which is
going to -be reported to the Floor that my good friend Senator
DeConcini has carried thru committee. In its introduction, I did not
assess the fees against the agencies.

I am not going to object on the Floor. It appears to me that there
is some logic and rationale on the other side. We do not want to be
part of causing agencies not to do their work. We want them to do
their work. We are passing laws for them to enforce, we ought to
give them the money to enforce them.

It seems to me that the only advantages to charging the agency
is that you will know how much they have cost the Government by
being arbitrary in the enforcement of our laws.

I think we can do it the way that S. 265 does or do it by just
pointing it out each year at budget time. In that way we will know

- what they have cost our Government without putting an agency
director in the position of saying we are losing so much, we ought
to stop enforcing this law or that law.

What we want is for enforcement not chilling the work of the
agencies. .
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Senator Baucus. I want to thank you both very much for testify-
ing. I apologize to you, Senator Domenici. I did not realize that you
were the original sponsor of 265.

Senator DoMENICI. We passed it on the Senate Floor because
nobody would give us a hearing.

Senator DECONCINI. Senator Domenici has been extremely effec-
tive in bringing this to the attention of many Senators.

Senator Baucus. Senator Byrd may have a cogent statement
before you leave.

Senator Byrp. Thank you, Mr. Chairman. I was most interested
in the testimony of both Senator DeConcini and Senator Domenici.
I think that this legislation has some very important points. It has
a good bit of appeal to the Senator.

Senator Baucus. Thank you very much.

Next, we will hear from a panel consisting of Donald C. Lubick,
Assistant Secretary of the Treasury for Tax Policy; the Hon. Jer-
ome Kurtz, Commissioner of Internal Revenue; and John Murray,
9cting Deputy Assistant Attorney General for the Department of

ustice.

Before you proceed, gentlemen, 1 would like to announce that
Senator Bradley, a cosponsor of the bill regrets that he is unable to
attend today, although he very much wanted to, but was detained.
He has a written statement which without objection, we will in-
clude in the record.

[The statement of Senator Bradley follows:]

STATEMENT OF BiLL BRADLEY, A U.S. SENATOR FrROM THE STATE OF NEW JERSEY

Mr. BRADLEY. Mr. Chairman. As a member of this Subcommittee on Oversight of
the Internal Revenue Service, I am pleased to join my colleagues, Senator Baucus,
Senator Long, Senator Kennedy, Senator Dole, Senator Bentsen, and Senator De-
Concini in sponsoring the Taxpayers Protection and Reimbursement Act.

I would also like to commend the distinguished chairman of this Subcommittee,
Senator Baucus, for the leadership he has shown by introducing this bill, obtaining
a well-rounded selection of cosponsors, and by quickly holding hearings on this
matter.

This legislation promises to be a significant contribution to the rights of ordinary
citizens who contest against the Internal Revenue Service and the government on
tax questions, and at the same time, promises equal benefits to the government as
well. It is no small accomplishment for one piece of legislation to benefit both sides
in what certainly is a very delicate and controversial area—the collection of income
taxes. The legislation does this by assuring small taxpayers that they will have
]l{rotection against ang possible overreaching from the Internal Revenue Service.

his is accomplished by allowing the award of attorney’s fees and costs when the-
taxpayer prevails against the government in cases where the IRS truly had no
business in bringing the case in the first place.

The Service has elaborate provisions to guard against harassment and overreach-
ing by its agents and lawyers. The Service rightly views this as a most important
principle because confidence in the quality and even-handedness of our internal
revenue system is the key to its success. | know that the Commissioner, Jerome
Kurtz, regards the building of this confidence as one of this hi?hest priorities.

But even with the best of intentions, and even with the best of administrative
operation, there are cases which are brought which shouldn’t be. And more impor-
tant, there are circumstances in which taxpayers will believe that they are being
sued simply because the government has the greater resources and legal assistance
to go after them. This legislation will go far towards reassuring the ordinary
taxpayer that Congress intends the collection of taxes to be administered fairly and
equitably. It is designed to help the small taxpayer who cannot easily afford the
kind of legal assistance to which larger taxpayers and corporations have access.
Thus this bill, even if not one penny is ever awarded under it, will vastly increase
citizen confidence in the tax collection system.
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It is for these reasons that I am pleased to find the Treasury Department and the
Service have changed from their prior opposition to the legislation of this kind. I
know that it is largely because of the interest, support, and hard work of the
Department, and especially the late Assistant Secretary, Laurence Woodworth, and
his successor Don Lubick, that we have reached the stage where this bill can be
introduced with the support of the Treasury.

This is a significant step forward over previous efforts to provide government
reimbursement for ta?ayers who prevail in litigation with the government over
taxes. It carefully avoids the twin pitfalls of needlessly encouraging litigation, while
still not making unreasonably difficult taxpayer recovery when the government'’s
case is without justification.

Again, I want to compliment especially Senator Baucus for being able to bridge
the previously large gap that existed between the interests of the Internal Revenue
Service and the interests of the small taxpayer. I look forward to working with him
and the chairman and the other sponsors towards speedy enactment of the legisla-
tion.

Senator Baucus. I am personally delighted to have each of you
here this afternoon, gentlemen. You are very well known in each
of your areas. I have respected your work very much. You certainly
know the area much better than do I. Therefore, I am happy to
have the benefit of your knowledge. You may proceed in any way
that you wish.

I do not care which one wants to go first. It is up to the three of
you.

STATEMENTS OF DONALD C. LUBICK, ASSISTANT SECRETARY
OF THE TREASURY FOR TAX POLICY, AND JEROME KURTZ,
COMMISSIONER OF THE INTERNAL REVENUE SERVICE

Mr. LuBick. Mr. Chairman, Senator Byrd. I ask that my state-
- ment be inserted in the record and, on behalf of the Treasury
Department, I would like to touch on a few of the main points.
After we hear from the Justice Department, we would be delighted
to answer questions.

Senator Baucus. It would be best to proceed in that way. Let's
hear from each of you first. I encourage each of you, if you so
desire, to comment on any testimony you have heard preceding
yours so we can get some interchange here, and a better reaction.

Mr. LuBick. As you have pointed out in your opening remarks,
generally under the American system of jurigprudence, we do not
award attorney's fees to victorious litigants. The general policy of
the American leial system is to encourage access to the courts,
unlike the English system where attorneys’ fees in heavy amounts
may be awarded, which stifles access to the courts.

A number of persons have argued that in particular situations
attorney’s fees ought to be awarded on a one-way basis to redress
Government abuses, or to accomplish some public interest which
transcends the interest of the litigating parties, and that this is the
situation in tax cases.

We have to recognize, as I believe you have, Senator Baucus;—in-
your statement, that one-sided awarti; may discourage settlement
and encourage and prolong litigation. Ultimately, this is at the
expense of all taxpayers, not only with respect to the specific
amounts of attorney’s fees awarded, but also with respect to the
confestion in the court system which causes delays in justice as
well as the additional expense of maintaining the system.

Yet, we have come to the conclusion at the Treasury Department
that where there is overreaching and abuse it may be appropriate
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that the taxpayer, for the sake of fairness, be protected through
the award of fees.

I think that we have to recognize that the Internal Revenue
Service by and large is a responsible Government agency. My own
personal experience in private practice is that the agents of the
Internal Revenue Service, in doing their job, are the most responsi-
ble civil servants of any agency of Government. We have to be sure
that the Internal Revenue Service is not deterred, in any way, from
doing a reasonable job of insuring compliance with the tax laws.

As taxpayers who normally are not audited and meet voluntarily
our tax burdens, we all feel somewhat put upon when we hear
cases of taxpayers who do not pay their share of the tax burden.
Therefore, as taxpayers, even though we want to be sure that the
Government acts res‘ponsibly, we also want to be sure that all of us
are shouldering our fair burden of taxes.

We also want to take into account the fact that the court system
is very crowded. It is very difficult and time-consuming for taxpay-
ers who need to get swift redress of their particular problems in
litigation to get hearings.

At the present time, the number of cases in the Tax Court is
over 24,000. Recently you enacted legislation to introduce a small
case procedure in the Tax Court in order to help reduce this
burden on the courts and to allow expeditious treatment of taxpay-
er claims. If we introduce a system whereby attorney’s fees are
paid for, and whereby we subsidize litigation, it would undermine
this expeditious procedure.

We think, Senator Baucus, that you have done an excellent job of
balancing these various interests in- S. 1444 and that you have
dealt with the situation of the taxpayer who, in some situations,
may feel helpless.

Before you have referred to, what may appear to be the over-
whelming might of the Internal Revenue Service. However, if you
divide the number of Government attorneys which you have re-
ferred to into the number of cases and {ou compare that average
case load with your own experience as a lawyer, you would come to
the conclusion that it might be difficult for any lawyer to be
overpowering if he had a case load that large.

Be that as it may, there is, in many instances, an inertia that is
involved simp% because the Government can continue and delay
the litigation. Very fre%uently, that is very painful to the litigant
on the receiving end. To the Government, it is one more matter
and time becomes of less concern.

By balancing all of these considerations, your bill makes a con-
structive step-forward. We are particularly pleased that you have
chosen to do this on a trial basis for a limited period of time so we
can evaluate the experience under this procedure and see whether,
indeed, we have struck a balance between curbing abuses and
allowing use, without encouraging overuse, of the judicial process.

I think that your requirement that the taxpayer must show that
the Government's ition in the litigation is unreasonable is a
satisfactory test. We had a test that was essentially the same in
legislation that we proposed last year.

e think, in cases where the Government acts reasonably, it is
not appropriate to award attorney’s fees. In trying to get at the
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abuse cases while maintaining the integrity of the compliance proc-
ess, it is necessary that there be no inhibiting factors where the
Government acts reasonably.

You have taken into account the entire record as well as intrin-
sic evidence in determining whether fees should be awarded. We
. think that is appropriate.

Your use of an objective test, as opposed to the question of bad
faith that turns on subjectivity, we think, is also appropriate. If
courts are at issue with this question, we think that they ought to
be able to deal with it on the basis of objective factors.

We also agree that one test of reasonableness is who wins, and
the fact that the Government prevails on any significant part of
the proceeding certainly is evidence that the Government position
was reasonable.

I think that one knows when one goes to litigation, one does not
tend to drop out any of the issues. You leave them all in there for
resolution, for bargaining purposes.

Therefore, the fact that the Government wins on one significant
issue ought to be sufficient protection.

I would like to suggest one thing if I may, and that is in order to
maintain the inducement for settlement, we ought to add a provi- -
sion to the bill that requires the taxpayer to exhaust his adminis-
trative remedies rather than a taxpayer going directly from the
audit stage to court, in order to obtain attorney’s fees. I think it
would expedite the settlement of cases if we went in that direction.

Senator Baucus. Thank you very much, Mr. Lubick.

In hearing so much administration support of the bill, I'm begin-
ning to think there might be something wrong with S. 1444,

Senator Byrd has a 3 o'clock commitment that he must make
and he would like to ask a couple of questions and make a couple
of observations.

Senator Byrd, I welcome you to the hearing and look forward to
your observations.

Senator Byrp. Thank you, Mr. Chairman.

Mr. Secretary, I listened to your testimony and also read your
de?;ged statement. It seems to me that it is reasonable and bal-
anced.

I like your approach to this matter, with one exception, the way”
it was handled.

You say that the Government relies upon individual taxpayers to
assess themselves and bear their share of the tax burden. I think
the American people have a right to be proud of the overall record
that the American people collectively have made over a period of
years 8s you recognize.

You say in return, taxpayers expect the Government to adminis-
ter the system fairly and evenhandedly. I think that is also the
case. '

You say that the Internal Revenue Service generally administers
tax laws reasonably and equitably and I concur in that also.

Then you say in this instance, that when the Government over-
reaches, a taxpayer must not feel incapable of defending his inter-
est and I think that that is an equally important point—a point to
which this legislation is addresszg

And you mentioned in your closing part of your remarks:
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We recommend that the bill allows attorneys’ fees to be recovered only in those
instances where a taxpayer has exhausted his administrative remedies before insti-
tuting court proceedings. _

Offhand, without thinking it through, the thought seemed to me
a reasonable proposal also.

. Now, the only aspect of your testimony that I am not in substan-
tial agreement with was the final, next-to-the-last paragraph:

Contrary to most other forms of litigation, the complexity of a tax case is general-
ly related to the relative affluence of a taxpayer. Most persons with modest re-

sources can litigate their tax cases without incurring the legal fees that might be
incurred by a large, multinational company.

I do not disagree with what you say. I question the philosophy.

In the first place, bringing in nultinational companies seems to
me to be trying to prejudice the case, because most of the taxpay-
ers who would be involved are not multinational companies at all.

Then you recommend a cap of $20,000. I do not take exception to
;_hat. However, I do not know whether or not it is an appropriate

igure.

The only thing, I suppose, I take exception to is what appears to
me to be the philosophy, namely that we must be fair with the
small taxpayers but we do not have to give the same regard in the
case of the larger taxpayers.

I have always thought that the Government is obligated to be
fair to all individuals, regardless of whether they are a large tax-
payer or a small taxpayer.

r. LuBick. We certainly agree with that, Senator Byrd. We
were not expressing any contrary philosophy, simply saying that if
indeed you had no cap whatsoever, an allowance of unlimited
attorney’s fees, you would be going beyond the particular problem
of dealing with those persons who are not able adequately to de-
fend themselves.

We are concerned with those citzens who do not normally litigate
and who would not normally go to court. Such persons do not
normally get involved in litigation involving many complex issues.

We do not want this necessarily to subsidize to payments of
$500,000 legal fees in litigation w{ere the taxpayers are pretty
capable of taking care of themselves.

Certainly no one wants to suggest that we do not treat all tax-
payers fairly. Indeed, in my experience in representing large corpo-
rate clients as well as small clients from relatively small communi-
ties is that the agents do give fair treatment both ways.

Senator Byrp. Your idea of a cap is not an idea that I oppose at
all. It may be appropriate—not only appropriate, but desirable.

I must say, now, until I read the reference to multinational
corporations in t‘your testimony, I really was not thinking of this
legislation as aftecting corporations and companies. I was thinking
about it in the way it affected individual citizens.

In reflecting upon your testimony, I think it is appropriate that
the legislation should apply to companies. As I say, I just feel that
in enacting legislation we want to be sure that we are protecting
all taxpayers fairly from the problem. Generally speaking the Serv-
ice does a good job. But mistakes are made in an organization that
size, and there are cases that could be considered inappropriate
harrassment. The courts can judge that.
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If it is so judged, it seems to me the taxpayer should'be permit-
ted to have the court costs paid regardless of whether they are a
small or large taxpayer.

Mr. Lusick. The bill so provides, up to $20,000. It does not
matter whether you happen to be a multinational company. The
multinational company would get the same relief as well.

Senator Byrp. Thank you. Basically, it is a good statement.

Mr. Lugick. Thank you.

Senator Bysp. Thank you, Mr. Chairman.
bi Slfnator Baucus. Thank you very much, Senator; also, Mr. Lu-

ick.

Who wants to proceed next?

Commissioner Kurtz?

* Mr. KurTz. I have no separate statement. I associate myself with

Mr. Lubick.

Senator Baucus. Mr. Murray.

STATEMENT OF JOHN S. MURRAY, ACTING DEPUTY ASSISTANT
ATTORNEY GENERAL, TAX DIVISION, U.S. TREASURY

Mr. Murray. Thank you, Mr. Chairman.

We have submitted, on behalf of the Tax Division of the Justice
Department, and speaking for the Justice Department, a statement
in the record.

The tenor of the statement is along the lines that you heard with
respect to the Treasury Department. The proposed law should as-
sist in giving our taxing system an appearance as well as a reality
for fairness in our statement. We attempted to point out some
concerns that we had with certain provisions which we hoped
would be clarified, or at least fleshed out, in the legislative history
that will ultimately accompany the enactment of making such
provision.

One of the points, although it would not be an important one, a
very important one, is that the amount of the fees to be awarded to
a prevailing taxpayer should, in our opinion, be equal to the
amounts actually expended. This is a standard which has been
used in other acts, notably the Privacy Act and the Freedom of
Information Act, because the intent of the legislation, as we per-
ceive it, is to make the taxpayers whole from their battle with the
Internal Revenue Service or the Justice Department, not to reward
them and punish the offending agency.

Perhaps the legislative history willycover this situation of pro se
taxpayers, taxpayers who represent themselves, and the extent, if
any, that they would be entitled to remuneration under this provi-
sion; taxpayers represented by in-house counsel; taxpayers who
have prepaid legal plans which, in effect, insure the expenditures
that they incur in any such suit or contingent fee arrangements.

We, of course, would be pleased to work with your staff to the
extent that we could have any input to that.

The point I intend to make here, the statute is to insure reim-
bursement and not reward, as we read the standards set forth
therein.

I would like to, Mr. Chairman, if I may, focus in on the com-
ments of Senator Domenici concerning the proper standard to be
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used, the standard set forth in S. 1444, vis-a-vis the standard set
forth in S. 265. Would that be appropriate for me to address it?

Senator Baucus. Yes, That is a question I was going to ask.

Mr. Mugrray. All right, sir. -

S. 1444, as you are well aware, provides that prevailing taxpay-
ers must establish that the position of the United States was un-
reasonable. .

This has two aspects to it. On its face, it places a burden on the
taxpayer. This, I submit, is appropriate and is a standard part of
our American jurisprudence, that the party attempting to obtain
something in a lawsuit bears the burden of the proof.

So that the attempt to obtain attorneys’ fees here are not on the
plaint of simply the plaintiff taxpayer should bear the burden of
proving entitlement to the attorneys’ fee.

In the various exceptions that the case law has cut out of the
normal American rule that no attorneys’ fees are allowed, they
?ave all been clear that the burden is on the party seeking the
ees.

The second facet of this S. 1444 standard is that the position of
the United States is unreasonable. Unreasonable or reasonable is
an accepted term of art in American jurisprudence.
| The reasonable man standard has existed throughout common
aw.

While it is subjective in and of itself as to what is reasonable, it
does have a cornerstone for a foundation in the law and we believe
that the use of that term can arrive at a just result in any given
situation.

When the court, faced with the award of attorneys’ fees can view
the totality of all the facts, but then state that the law and the
precedent, the extent to which the Government was trying to swim
upstream against six circuits, judging the identical issue against it,
I would submit, on behalf of the Justice Department, we could live
with and we believe the courts could live with and be comfortable
with the standards set forth in S. 1444.

I respectfully submit that the standard in S. 265 not only re-
verses the normally accepted burden of proof and takes it from the
party seeking the award, the plaintiff, and places it on the party
from whom the award is sought—an unusual result—-but it also
injects a term—I will stand corrected—a term that has no real
underpinnings in the law, substantially justified.

The fees will be awarded unless the Government shows such
action was substantially justified.

I would submit that that term does not give much guidance to
the courts or show them the way in which to frame a particular
factual situation within that, because I would submit it was not a
recognized term within common law.

So we would endorse most strongly the S. 1444 standard vis-a-vis
the S. 265 standard.

I would be available to answer any other questions that the
chairman would have.

Senator Baucus. I thank you, Mr. Murray.

Commissioner, do you have a separate statement?

Mr. Kurrtz. I have no separate statement.
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Senator Baucus. Let us focus more on the burden, since that was
the last point raised here.

As I understand it, one of your main reasons why the burden of

roof standard in the bill is so preferable to the S. 265 standard, is

gecause normally the burden of proof should be upon the person

gking t:;?ilief rather than upon the person from whom relief would
granted.

Do gou have any other reasons why you feel that the burden
should not be shifted to the Government—that is, besides the his-
torical reason?

Mr. MurraAy. None that come readily to mind, Mr. Chairman.
. Mr. Lusick. I think, Mr. Chairman, what you are trying to do
here is to deal with questions of harassment or abuse where the
individual is overwhelmed by the system. You are not trying gener-
ally to introduce the concept of the payment of attorneys’ fees. You
are trying to get at the rare and unusual case.

You do not want to encourage any more litigation than you have
to. You do not want people to hang on and litigate instead of
settling cases, and it seems to us that a standard that indicates
that it is the unusual case, the case where the taxpayer has gotten
rztiw treatment, unreasonable treatment, that you are trying to get
at.
_ It is consistent with that approach to require that the Govern-
ment be found unreasonable, that the taxpayer show that he has
been this sort of victim.

I think it is because of the fact that you are dealing with the
unusual situation to prevent abuse that both the burdens should be
on the tax&?er and the standard ought to be that the Government
has not acted reasonably.

Where the system is operating as it should, where the Govern-
-ment has a reasonable position and the taxpayer has a reasonable
position when they go to court, there is no need to intervene.
1 beli%\{(lal that is justification for the approach you have adopted
in your bill.

nator BAucus. How much more of a chilling effect would there
be if the standard were shifted? I assume IRS would be somewhat
{ess?inclined to prosecute or commence a judicial action. How much
ess’

Mr. KurTz. It is very hard to say. I do not think we are talking
about a large number of cases.

Just to start the process from the beginning, during the last
fiscal year, we audited over 2 million tax returns. Agreement was
reached on audit with the taxpayer in all but about 65,000 cases, a
small percentage of 2 million returns audited.

Unagreed cases then generalli; go through an appeals function—
a simplified, informal, across-the-table kind of settlement proce-
dure. During the last fiscal year, about 59,000 cases were settled at
the administrative appeals level. Most of the remaining unagreed
cases go to court, and a substantial majority of these cases are
docketed in the Tax Court.

These are very rounded numbers. Of the cases docketed in the
Tax Court, about 90 percent are then settled prior to trial. The Tax
C}?utrtwvtﬁuld render opinions in only about 1,000 cases a year. Of
tha e

49-968 0 -~ 79 ~~ 3
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Senator Baucus. 1,000 out of roughly what?

Mr. Kurtz. We start out with 65,000 disputes after the audit. Of
course, we are talking about different ﬁscaliears as they flow
through the process. But in any given year when the Tax Court
decides the case, only about 10 percent of the cases involve deci-
sions wholly favorable to the taxpayer. The balance were either
wins for the government or were split.

~So in only about 10 percent of the cases decided by the Tax
Court, a total of perhaps 100 cases, would the taxpayer satisfy S.
1444's requirement that the taxpayer prevail as to all or all but an
insignificant portion of the amount or issues in controversy.

e problem is determining to what extent attorneys’ fees provi-
sions would encourage further. litigation rather than settlement.
That is an imponderable. That is why it is very difficult to measure
the impact or cost of the provision.

If the proposed legislation would not effect the way taxpayers
now proceed and the way the Government now proceeds, it is a
relatively small number of cases.

To the extent that the proposed legislation changes the way
taxgayers and the Government resolve controversies, then the
problem may become greater.

Senator Baucus. Part of the problem, too, some taxpayers would
say, that such a large number are settled and so few go to trial is
becabl use of the court costs, and so forth, and that is an imponder-
-able, too.

I understand that it is difficult to pin this down in any way, but
could you give me a little more precision that would state it some-
what more exactly? How many fewer cases might be brought if the
standard were shifted as it is in S. 2657

Mr. Kurrz. If the standard were changed one way or the other?

Senator Baucus. Shifted from the present provisions in S. 1444
to the standard in S. 265 where Uncle Sam has to show that he
was not acting unreasonably.

Mr. Kurrz. It would just be a wild guess. I just could not guess
what the difference would be.

Senator Baucus. No way of guessing at all?

Mr. Kurtz. No.

Mr. MuRRAY. You do know, as an attorney, if you have a shot to
get your fees paid, you are going to hang in there, litigate. There is
going to be some effect.

I agree with Jerry that it is not possible.

Senator Baucus. Which has the greater chilling effect, shiftin
the standard or requiring that all reimbursement come out of I
rather than the general treasury?

Mr. Lusick. I would say shifting the standard is more serious
than from whose budget it comes, because we are very confident
that the number of cases in which it would be demonstrated that
the IRS has acted unreasonably is going to be small.

Mr. Kurrz. Let me say my estimate would be that the cost of our
litigating the fee issue and the cost of litigating the additional
cases that would be brought because of the potential for fee reim-
bursement will in my judgment far exceed the amount of reim-
bursement paid. I do not anticipate the actual amounts to be
reimbursed to be significant.
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Mr. LuBick. That is the problem of removing the standard. If you
have an easier standard to satisfy, you are going to have more
people who are going to take a crack at it.

Again, the final result is not going to be the payment of a large
number of fees. The diversion of lawyer time and court time to this
type of issue is going to be the real cost to the IRS, the judicial
system, and to all of us taxpayers.

Senator Baucus. It seems to me that the more you find shifting
the standard objectionable, the more you should be able to, in some
way, quantify the difficulties, the fewer number of cases brought,
gr t}:e other problems such as litigating the amount of fees, and so

orth.

I understand it is an imponderable.

If I make myself clear, if you object fairly strongly, you must in
some way be able to identify somewhat precisely the reasons for
the objection.

Mr. Lusick. It would take the analysis, for example, of all cases
in which the Government did not prevail. We would have to go
back and look at every one of those cases, go into it and see
whether or not it was a situation where the Government had a
reasonable position or not.

Senator Baucus. You mean there are some? I did not know there
were any.

Mr. Kurrz. If we looked, we would not find many.

Mr. Lusick. That is what you would have to do. That would be a
rather onerous task. That is why we cannot give you a number. We
can speak from our own personal experiences. Other than cases
where the Government was arguing with me, they are rarely un-
reasonable. . -

In practice, I have had illustrations where I think the fact that
the Government was unreasonable ultimately prevailed. By and
large, in practice, it is the rare case where there is not a reason-
able basis for some sort of Government position.

Mr. Murray. Mr. Chairman, if I may volunteer something, I
think that the use of the phrase ‘‘substantially justifies” impacts
two ways: first it would impact, as I think you have been directing
your thoughts, on the number of actions that the IRS would au-
thorize to be commenced in court—basically collection-type actions
over which we in the IRS have some control.

Second, the presence of that language in that statute would
impact at the administrative level on the willingness of the IRS
auditing agents to set up positions that they believe serve judicial
scrutiny and development of a body of law. As a result, it would
impact on the generation of the revenue, the testing of the various
provisions of the Tax Code that need testing.

Senator Baucus. Let me shift just a little bit to the $20,000
ceiling. Do any of you have any reactions as to whether that is too
high or low? Perhaps it should be indexed?

Mr. Lusick. The limit in our bill originally was $10,000, which is
a pretty good fee where I come from for handling a Tax Court case,
if it is not extremely complex with a lot of factual and legal issues.
So we think $20,000 is more than adequate.
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I think since you have a reldatively short trial period, there is no
particular need to index it. When you go back to look at it at the
end of that period, you can review that question.

Senator Baucus. We have 4 years and since inflation rises pretty

uickly in 4 years, do you have any figures or indications on what
the average attorneys’ fees in tax cases are?

Mr. Kurtz. No, I do not have those figures, but one indication of
what they are likely to be would be the indication of the size of the

_ amount in controversy in the Tax Court cases that are decided. For
fiscal year 1978, the Tax Court disposed—this does not include
settlements—of 1,028 cases by either opinion or by court decisions.

Senator Baucus. One year?

Mr. Kurtz. One fiscal year, just the Tax Court. The district court
has another set of figures. Perhaps we can just focus on these for
the moment.
$1%&§hose 1,028 cases 581 involved amounts in controversy under

Another 155 involved amounts in controversy between $1,500 and
$5,000, and another 53 were between $5,000 and $10,000. Yet an-
other 113 were between $10,000 and $50,000.

My guess would be that in none of those cases—where the
amount in controversy is $50,000 or less, would the legal fees
exceed $20,000.

Senator Baucus. And court costs?

Mr. Kurrz. That is just a guess, but certainly with ugx to $10,000
in dispute, you would not get $20,000 in fees. Out of 1,028 cases, only
about 130 exceeded $50,000 in controversy.

Senator Baucus. Do you have any reason for thinking that the
situation is any different in district court cases? :

—~  Mr, Kurrz. The district court cases generally involve larger sums
of money, but they generally involve larger taxpayers.

The difference, of course, is that one must pay the tax before
going into the district court, so you tend to be dealing with more
affluent taxpayers.

Senator Baucus. Mr. Murray?

Mr. Murray. Of course, the cases brought in district courts can
vary from $50 to $30 or $40 million. Obviously a $20,000 attorney’s
fee is not going to be, as we pointed out in our statement, of much
help to Exxon or Slumber J or other major corporations that we
currently have in litigation. .

If the tenor of the legislation is to make them whole then, of
course, no cap would be appropriate. But I would firmly urge that
$20,000 would certainly cover the vast majority of our cases. We
have no statistics on that.

Again, on the amount in controversy in district court cases that I
can give you, it breaks down in almost the same way. You have
aél;ot;lt: 18 percent of the cases over $50,000 in controversy in District

urt.

Senator BaAucus. What about the vast majority?

Mr. Kurtz. About 82 percent of the cases involve amounts in
controversy of less than $50,000; about 24 percent are under $1,000.

Mr. Lusick. I would like to point out one thing, Mr. Chairman.
At one time, when we were developing proposals of this sort, we
had suggested that the amount of fees be fixed as a percentage of
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the amount in controversy. It was argued very strenuously by the
congressional persons with whom we worked that they did not
want that, because they wanted to protect the fellow who had a
$500 matter on which, as a matter of principle, he wanted to resist
the Government. Indeed, I think that is perhaps one of the cases
where you are most concerned about Government overwhelming
the small taxpayer.

There is a little bit at stake. It is a matter of principle. Darn it
all, he wants to show the Government that he is right. The attor-
ney's fees might, indeed, exceed the amount in question.

nator BAucus. That raises another question that is fundamen-
tal. I have spoken to small businessmen—I mean very small with
five or six employees—in Montana and one in particular told me
he was quite upset—this was a few years ago.

He said that IRS auditors came in and combed his books time
and time again until they could finally find something. In fact, he
talked with them and they admitted they were going to keep
looking, dﬁfone it, until they found some discrepancy, regardless
of how small it was. Sure enough, they found a discreﬁfsncy. It was
not very large; it did not amount to much. But the IRS investiga-
tors and auditors were satisfied.

That reminds me, too, of the example that Senator DeConcini
mentioned where somebody in his State apparently was audited
seven times. Cases of that nature are not going to be taken care of
by this bill, because they are basically administrative actions. Nev-
ertheless, there are a significant number of taxpayers who feel, I
think with some justification, that they are being harassed.

Certainly if the person I spoke with was speaking accurately—I
have no reason to think he was not—that type of IRS conduct
during audits is a harassment. How do we deal with those cases
that are more prevalent and more numerous than the kinds of
judicial harassment?

Your figures show most disputes are resolved before they go to
court.

Mr. Kurrz. We now have a system in place and taxpayers are
told if they are selected for audit and if they were audited within
the preceding 2 years, on the issues in question and there was no
change in the preceding audit, that absent extraordinary circum-
stances, the audit will be canceled.

Senator Baucus. When did you begin that?

Mr. Kurtz. That procedure has been in effect for at least a
couple of years, several years, I think.

Frequently there are newspaper reports of that kind of thing
that someone claims they have been audited a great number of
times over a period of years, and I am sure it is possible for that to
happen out of 136 million returns filed.

en we see that kind of report in the newspaper, we do look

into the case, because it is not sup to happen. We find invari-
ably that that was not the case. That is, in many cases, it is not
clear to people what is an audit.

For example, we match information documents—documents re-
porting payments of interest and dividends—against tax returns, If
we find that someone has been paid interest and has not included
it on their tax return, we send them a bill. That is not an audit.
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If there is a mathematical error on a return filed, and we send
back a correction notice, that is not an audit.

An audit is almost always a face-to-face meetinﬁ with an auditor
or revenue agent. When we find these articles that appear about
repetitive audits we find that they have been other kinds of con-
tacts, not audits, because, as I said, the audits will not repeat
unless there are repetitive changes.

If there is an audit that results in a significant change, that
would not cause a cancellation of a subsequent audit the next year,
But if there are prior no change audits, this will in the normal
course-cause the audit to be canceled.

An agent saying I am going to find something before I leave here
is a matter that should be reported to the IRS Inspection Service.

I must say that my view of the situation is that, just as everyone
has a duty under law to file a tax return, they have an obligation to
cooperate if their return is selected for audit. That is a cost of
living in this country under our self assessment tax system. We
only audit 2 percent of returns that are filed in a particular year.

e could provide that we would reimburse taxpayers for the cost
of every audit, but it would be very expensive and it seems to me
that there are better ways to spend money. If there are disagree-
ments on audits there is a very simple, inexpensive, convenient
appeals system available to settle those disgutes.

nator BaAucus. Why not modify the bill to allow some reim-
bursement at some stage in the administrative process? Would that
meet any objection?

Mr. Kurtz. It is simply a question of how much money the
Government wants to spend in this area and how much time
should be taken.

Again, it seems to me that that is a basic cost of living under a
voluntary compliance type of income tax system. I think your bill
strikes the rii t mark—going only to the more extraordinary situ-
ation where the case is not resolved in the normal course.

With 18,000 agents and auditors in the field, obviously mistakes
will be made, but we have a mechanism to correct them in a
reasonably efficient way. It seems to me that taxpayers are entitled
to reimbursement when that s{‘stem breaks down, but when that
system works, it seems to me that it is just a part of living under
the income tax.

Senator Baucus. I want to thank you all very much. Unfortu-
nately, we only have an afternoon to examine this question. There
are several other panels of witnesses. I wish we could go into this
more deeply.

I will be submitting some questions that I hope you will answer
for the record.

Thank you Commissioner, Mr. Lubick and Mr. Murray. We ap-
preciate your testimony very much.

[The material to be furnished follows:]

QUESTIONS SUBMITTED BY SENATOR BAUCUS AND THE TREASURY DEPARTMENT'S
RespoNses T0 THEM

Question 1. Over a year ago, in testimony before the Seante Judiciary Subcommit-
tee on Improvements in Judicial Machinery, you presented the Treasury Draft Bill
Wrmitting, in certain circumstances, aw of attorneys fees in civil tax litigation.

'ould you describe the major differences between this 1978 Treasury Draft Bill and
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S. 1444, as well as the significance of these differences? Do you believe that S. 1444

would allow more taxpayers to recover fees than under the ury Draft?
. lll\ns_wer. Differences between S. 1444 and the Treasury draft bill include the
ollowing:

The standard for recovery is stated differently. The Treasury propoeal would have
uired that the Government’s position be “without any reasonable grounds.” S.
1444 would require that the Government's position be “‘unreasonable.” Both pro|
als would include a requirement that the taxpayer be sustained as to all, or all but
an insigniﬁcant portion, of the amount in controversy.

The S. 1444 standard might be construed to be somewhat more liberal in permitt-
ting attorney fee recoveries.

The scope of covered cases would be broader under S. 1444 than under the
Treasury draft bill. S. 1444 would apply to most collection actions whereas the
Treasury draft was limited to cases involving a determination of correct Federal tax
liabilities, litigation arising out of the revocation of status as a section 501(cX3)
organization, or judicial review of jeopardy assessment procedures.

By virtue of this broader case coverage, S. 1444 could be expected to permit more
taxpayers to recover fees than would be permitted under the ury draft.

e ceiling on the recovery of attorney fees in any one proceeding would be
$10,000 under the Treasury draft and $20,000 under S. 1444.

S. 1444 would terminate after 4 years, rather than after the 3-year trial period

proj in the Treasury draft. -

nder S. 1444, attorney fees would be recovered from the budget of the agency
conducting the litigation. The Treasury draft would have provided for recovery out
of the general fund of the United States.

tion 2. How would you interpret the phrase “which is brought by or against .

the United States for the determination, collection, or refund of any tax, interest or
penalty” in S. 1444? Do you believe this lan%uage would cover such actions as
summons proceedings and wrongful levy actions?

Answer. The bill excludes criminal actions, State court proceedings, most declara-
tory judgment actions, and suits involving the competing claims of the Uniteu
States and other creditors of the taxpayers (such as lien foreclosures and bankrupt-
cy proceedings). Subject to these specific exclusions, we believe that the bill is
intended to read broadly to include such litigation as summons enforcement
proceedings, wrongful levy actions, and enforcement of return preparer penalties, as
well as suits to determine correct Federal tax liability.

tion 3. Would you lTive some specific examples of what you would consider,
under the terms of this bill, an unreasonable Government position for which reim-
bursement of fees may be made?

Answer. The following are examples of instances where, under the terms of S.
1444, the Government's position in a tax matter might be found to be unreasonable:

The Government has lost a particular tax issue in several Circuit Courts. Howev-
er, the issue is litigated in still another Curcuit.

The taxpayer establishes that the IRS received a payment from him as an officer
of a delin?uent employer and applied it to the employer rather than the employee
portion of employment taxes in contravention of both an agreement with the
taxpayer and the provisions of the Internal Revenue manual. The Service then
asserted a 100 percent penalty against the officer.

The Service makes a jeopardy assessment calculation of illegal income from sale
of narcotics; the amount of the assessment bears no rationale relationship to the
facts and is held to be inappropriate in an action under Code section 7429 for review
of jeopardy assessment procedures.

tion 4. S. 1444 provides that a party must be sustained as to all, or all but an

insignificant portion, of the amount, or issues, involved. How would you interpret

the word “insignificant?”” How would you apply this requirement to cases (1) where

there are split decisions; (2) where there are multiple issues of varying importance;

and (3) where the actual magnitude of the tax liability involved in any single issue

might be substantially greater than the amount in controversy in a single year
use the issue is a reoccurring issue?

Answer. A dual purpose of S. 1444 should be borne in mind when interpreting the
requirements that a party be sustained as to all, or all but an insignificant portion,
of the amount (or issues) involved. We believe that the bill promotes the principle
that taxpayers should not have to bear the cost of defendini themselves against
abusive governmental action. At the same time, it recognizes that the public would
be ill served by a propoeal that penalizes responsible tax administration and impairs
the ability of taxpayers to obtain expeditious judicial decisions on tax controversies.
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Within this framework, the standard for recovery is not a rigid one. The bill
clearly indicates that attorney fees reimbursement should not be permitted in those
cases where there is no clear-cut winner. But to define the term “insignificant” in
exact percentage terms would seem to be undesirable. Application of the standard
might take account of such factors as the presence of a recurring issue or, where no
amount is in controversy, the relative importance of multiple issues. We believe
that the court should retain some discretion in applying the standards for reoover{;
however, we endorse the effort of S. 1444 to limit that discretion through sensible
legislative guidelines.

Question 5. Under the terms of S. 1444, do you agree that the date of filing the
petit_iggd gr complaint in court begins the period for which reimbursement may be
provided?

Answer. A possible reading of the bill would limit recovery to those fees incurred
after the taxpayer files a petition in Tax Court or a complaint for refund in District
Court. The filing of the initial Pleading formally commences the “civil action or
proceeding” mentioned in the bill.

However, we would not object to a recovery for the fees incurred in preparing the
initial pleading. In our view, the bill can be read to include such expenses directly
attributable to the judicial proceeding. Perhaps the intent in this regard could be
clarified, either through an amendment to the bill or through appropriate language
in the Committee report. .

Question 6. You have proposed that the bill should make it clear that in order to
be eligible for reimbursement, a taxpayer must exhaust all administrative remedies
before instituting a civil action. Why should a taxpayer have to go through addition-

delay and expense when it is clear, e.% in prime issue cases, that further
administrative appeal would be pointless? Would it be better just to leave that
eng?&?issue to the discretion of the court in determining the appropriateness of any
aw

Answer. We believe that the administrative appeals process is vitally ix:]portant to
the smooth functioning of the tax system. Appeal to an IRS regional office is
available to the taxpayer in the event he disagrees with the findings of an examin-
ing zgent. Through the administrative process, about 85 percent of tax cases are
settled without being docketed in the Tax Court, and over 95 percent of all contro-
versies are resolved without trial.

In the absence of an administrative exhaustion requirement, S. 1444 might induce
many taxpayers to circumvent the appeals procedure and to initiate needless litiga-
tion. The prospect of recovering atwme{efees for court action would encourage
some persons to file a Tax Court petition before discussing the disputed issues with
the IRS. The Court docket could thereby be congested with cases that could have
bee? resolved easily at an administrative stage if the parties has been willing to
confer.

There will, of course, be some issues that cannot be reconciled at the administra-
tive e. However, many issues that may appear initially to be intractable can be
resolved through a discussion by the parties of the facts and law involved in a
particular situation. With the new, one-stage administrative appeal process, there
should not be protracted prelitiiation proceedings on those issues where a stalemate
has clearly developed between the IRS and a taxpayer.

Question 7. You have stated your opposition to shifting the burden to the Govern-
ment to show that it acted reasonably once the taxpayer prevails on the merits.
Please give specific reasons for liom' opposition. Specifically then, how would taxpay-
ers y be able to obtain evidence necessary to prove that the Government acted
unreasonably? .

Answer. S. 1444 takes a sensible approach to the attorney fees issue. It seeks to
distinguish between abusive and responsible governmental actions. It recognizes
that reasonable pursuit of debatable tax issues might be discouraged by enactment
of an attorney fees bill that applies broadly to all prevailing taxpayers.

Our tax system could not function effectively if the Government conceded all close
cases to taxpayers. Accordingly, we believe that, even in those cases where the
taxpayer has prevailed, the Government has generally acted in a reasonable man-
ner in litigating the issues. To place the burden on the Government to show
reasonable action would be inconsistent with this presumption.

The question implies that t_«axpai)_regs would be required to produce substantial
evidence beyond the information elicited on the merits of the controversy. We do
not believe that such additional evidentiary burdens would be required. It is our
understanding that S. 1444 seeks to apply an objective standard in assessing the
Government’s position. The relative strength or weaknees of the Government's case
and the particular fact situation of the taxpayer could usually be determined from
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the record of the case. The bill does not require that a Laxpa{er prove subjective
malice or “bad faith” of IRS officials—a requirement that might involve presenta-
tion of substantial evidence unrelated to the substantive merits of the tax contro--
versy. .
Question 8. Would you agree that the bill should include expert fees as reimburs-
able expenses? -
er. We do not object to the inclusion of exgert fees as reimbursable expenses,
as long as such fees are included in computing the $20,000 expense ceiling and the
standard for awarding fees remains unchanged.

QUESTIONS SUBMITTED BY SENATOR BAUCUS AND THE INTERNAL REVENUE
Service’s RESPONSE TO THEM

Question 1. IRS Manual Supplement 42G-369, which was issued on September 26,
1977, refers to the ibility that attornﬁs fees may be awarded under the Civil
Rights Attorne ees Award Act of 1976 where a taxpayer is “able to prove
harassment or bad faith on the part of the IRS.” This supplement then states that
“all employees will strictly adhere” to the principles set forth in Revenue Procedure
64-22 “s0 as to avoid the application of’ this Act. Revenue Procedure 64-22 sets
forth the governing principles of IRS: -

“The Service also has the responsibility of applying and administering the law in
a reasonable, gractical manner. Issues should only be raised by the examining
officers when they have merit, never arbitrarily or for trading purposes.”

“Administration should be both reasonable and vigorous. It should be conducted
with as little delay as possible and with great courtesy and consideration. It should
never try to overreach and should be reasonably within the bounds of law and
sound administration . . . .”

If S. 1444 is enacted, how would this directive be changed? Would you take
additional steps to ensure that IRS’ employees do in fact act reasonably, fairly, and
responsibly in all dealings with taxpayers?

Answer. If S. 1444 is enacted, the IRS Manual will be updated in order to advise
all IRS personnel of the provisions of the new law and how it should affect their
work. I expect that the revised portion of the manual will continue to refer to
Revenue Procedure 64-22 and will continue to require each employee to strictly
adhere to its principles. I believe that the principles set forth in Revenue Procedure
64-22 constitute a proper description of the conduct we can and should expect of all
IRS employees. I do not believe that the enactment of S. 1444 would change this.

I believe that IRS employees have a very good record in acting in a reasonable,
fair, and responsible manner in their dealings with the public. Nevertheless there is
always room for improvement. Regardless of whether S. 1444 is enacted, the IRS
will do its utmost to take all steps which may become necessary to insure that its
employees act in an appropriate manner. :

tion 2. Should the bill make it clear that in order to be eligible for reimburse-
ment, a taxpayer must exhaust all administrative remedies before instituting a civil
action? Why should a taxpayer have to go through additional delay and expense
when it is clear, e.g. in prime issue cases, that further administrative appeal would
be pointless? Would it be better just to leave that entire issue to the discretion of
the court in determining the appropriateness of the award?

S. 1444 should make it clear that in order to be eligible for reimbursement a
taxpayer must exhaust all admistrative must exhaust all administrative remedies
before instituting a court proceeding. The IRS’ administrative appeals procedure has
recently been streamlined in order to provide all parties with an effective means of
settling disputes with a minimum burden to the taxpa{!er in terms of time and
expense. Taxpayers are not requiied to participate in the appeals process before
going to court. However, I feel that in the overwhelming number of cases the ap
process proves to be beneficial to all parties concerned and 1 think its use should be
encouraged. The apFea.le process is generally an informal across-the-table settlement
procedure. During fiscal year 1978, approximately 59,000 cases were settled in the
administrative appeals process.

This benefits the court because it enables it to focus its limited time on the issues
actually in dispute. It also saves time and money for all the parties because it
enables them to concentrate on the precise areas in which they di .

I favor an administrative exhaustion uirement even tho certain issues
cannot be resolved at the administrative level. Often issues which initially appear to
be of a nature which cannot be resolved turn out to be otherwise. Sometimes after
all the facts are at hand the government relaizes that the issue in dispute is not
what it first appeared to be and in fact can be settled. Sometimes after further
discussion the taxpayer agrees that the government’s position is correct. If the
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administrative apreal results in a real stalemate the notice of deficiency can be
issued expeditiously. -

In the absence of an exhaustion of administrative remedies requirement, S. 144
might induce many taxpayers to initiate needless litigation. The prospect of recover-
ing attorney’s fees would encourage some persons to file a petition with the Tax
Court before discussing the issues in dispute with the IRS. The Court docket could
thereby become congested with cases that could have been resolved at an adminis-
trative stage if the parties had been willing to confer.

I think it is important to note that in recent years when Congress has expanded
the rights of taxpayers versus the government in court proceedings, it has often

uired that the taxpafyers first exhaust their administrative remedies. Section
7428 (bX2), 7476 (bX3), 7477 (bX2) and 7478 (bX2) of the Internal Revenue Code are all
examples of this. They all require an exhaustion of administrative remedies and
were all enacted within the last six years.

The voluntary settlement process is dealt with in detail in response to your sixth
question. For now I would like to stress that the IRS has only one level of adminis-
trative appeal. I think when one considers the role of the administrative appeal
process in resolving disputes, requiring taxpayers to participate in a single level of
administrative a%peal can be easily justified.

Question 8. Under the terms of S. 1444, would you agree that the date of filing the
petit_ig:d gr complaint in court begins the period for which reimbursement may be
provided? .

Answer. I would not be so restrictive. With respect to proceedings in the Tax
Court 1 believe that reimbursement may begin. to be provided for fees incurred after
the date on which the taxpayer receives a notice of deficiency. However, I would
recommend this only if coupled with a requirement that the taxpayer exhaust his
administrative remedies. Otherwise, there is a significant incentive to ignore the
Wpeals process and the overextended Tax Court would have yet a larger docket.

ith respect to proceedings in other courts where the amount of tax liability is at
issue, I believe that reimbursement may begin to be provided for fees incurred after
the date on which the taxpayer receives a notice of disallowance of a claim for
refund or six months after the claim for refund is filed, whichever occurs first. In
proceedings where the amount of tax liability is not at issue I think that reimburse-
nient should begin with expenses directly related to the preparation of the com-
plaint.

Question 4. Should litigation expenses incurred by taxpayers who represent them-
selves in pro se proceedings be reimbursable?

Answer. I do not think that taxpayers who represent themselves should be eligi-
ble to be reimbursed for attorney fees they would have incurred had they not
represented themselves. One purpose of S. 1444 is to permit taxpayers to seek
redress against unreasonable action on the part of the government without being
-deterred due to the hi%h cost of adequate legal representation. That is, concern over
the high cost of legal fees should not prevent taxpayers from taking legal action in
such instances. Taxpayers who choose to represent themselves do not incur attor--
neys’ fees. The high cost of attorneys’ fees does not deter these people from bringing
legal action. Permitting people who represent themselves to collect the equivalent of
attorneys’ fees would be reimbursing them for their time spent rather than for the
expenses they incurrred. Reimbursement for time spent is a very different concept
from reimbursement for expenses incurred and should be the subject of far more
scrutiny and consideration than it has been up to this time.

On the other hand, I do believe the bill should permit reimbursement of related
expenses actually incurred by persons who represent themselves to the extent the
expenses are reasonable and would have gone into the fee an attorney would have
charged. In addition, to the extent the bill permits reimbursement of court costs,
persons representing themselves should be entitled to such costs.

Question 5. Would you agree that the bill should include expert fees as reimburs-
able expenses?

Answer. I would not object to a provision in S. 1444 which would include Zﬁ)ert
fees as reimbursable ex%ensee provided that these fees are among those limited by
the $20,000 ceiling and the standard for awarding fees remains unchane‘;og.

Question 6. Would you describe the voluntary settlement process? at specific
guidance is given IRS agents in settlinﬁ cases? What information is provided taﬁcga -
ers to ensure that they are aware of their rights in this process? at does I 3:)
to ensure that taxpayers will be fairly treated during this process and that the
settl;ment will be equitable? Under what circumstances does IRS refuse to settle a
case’
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Answer. The attached Publication 556, “Examination of Returns, Appeal Rights,
and Claims for Refund,” describes the returns examination process and a taxpayer's
%peal rights where the taxpayer does not with the results of an examination.

e Service furnishes this pamphlet and otﬂer information to taxpayers at appro-
priate points in the tax administration process. For example, under present exami-
nation procedures, the initial contact letter e:;plains IRS grooedures and the ta5x5ga¥-
er’s appeal rights and edvises the taxpayer of the availability of Publication L If
- agreement is not reached during examination, a written communication, Publica-

tion 5, is furnished the taxfayer explaining appeal rights and the preparation of
protests in unagreed cases. In addition, Service examining officers are required to
ask taxpayers whether they have any questions regarding the audit process, audit
case selection procedures and ap rights, and are instructed to answer those
questions and furnish Publication to any interested taxpayer.

The examination process is aimed at determining the correct tax liability of a
taxpayer. After the examination, the taxpayer may either agree or disagree with
the results of the examination. “Settlement’”’ beyond agreeing or di ing with
the results of an examination can take place at the appeals level. Attached are
Internal Revenue Service policy statements and a portion of the Internal Revenue
Manual which describe the appeals function and its settlement practice and proce-

dure.
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Examlnation of Returns -

Why ﬂeiums Are Selected ’ -
for Examination . : ’
The usual reason for selecting a tax return for
exammalnon is to verity the correciness of in-
come, ptions, or deductions that have been
reporied on the return. Returns are primarily se-
lected for examination by use of a computer pro-
gram known as the Discriminant Function System
(DIF). The DIF process is a mathematically based
system that involves the assignment of weights to
the entries on returns and the production by com-
puter of a score for each return. The higher the

-

o e ee -

score, tha greater the probability of error in a re- |

turn. Returns identified by DIF are then screened
manually and those confirmed as having the high-
est error potential are selected for examination.

Returns may also be selected as part of the
random sample under the Taxpayer Compliance
Measuremeant Program (TCMP), which is the Ser-
vice's long-range research program designed to
measure and eyaluate taxpayer compliance char-
acteristics. Information obtained from TCMP is
used to updale and improve DIF.

The remaining returns are selected by other
esfablished selection methods, such as screen-
ing claims for refund of previously paid taxes and
matching information documents (Forms W-2,
1099, and 1087).

The vast majority of taxpayers are honest and
have nothing to fear from an examination of their
tax returns. An examination of such a taxpayer’s
return does not suggest a suspicion of dishonesty
or criminai liability. It may not even result in mora
tax. Many cases are closed without change in re-
poried tax liability and in many others the tax-
payer receives a refund.

Confldenllality of Tax Matters - ™

You have the right 10 have your tax case kepl
confidentiat. The IRS has a duty under the law to
protect the confidentiality of your tax information,
However, it a lien or a lawsuit Is filed, certain as-
pects of your tax case vnll become pubhc knowt-
edge.

The Internal Revenue Service has exchange
agreemaents with state tax agencies under which
information about any increase of decreasain tax
liability on your state or federal return is shared
with the other agency. It a federal tax return you

have filed is changed, either dy filing an amenced.

return or as a result of being examined, t may -

. atfact your stale income tax liability. It may be to
your advantage to file an amended stalg lax re~

turn. Similarly, any change on your state income
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- ant. The place and method of
“termined by the Internat Revenue Service, but we

tax'return may affect your federal return. Contact

.your state tax agency or the Internal Revenue
. Servica lor more information,

_ It Your Relurn Is Examined

* The examination may be conducted by corre-
spondance, of it may take place in your home or
place of business, an Internal Revenue Service
office, or the office of your attorney or account-
ination is de-
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your records befcrehand, you may be able lo-
clear up questionable items or arrive at the cor-
rect lax with the least trouble. eee
Upon-completion of the examination, our exam-
iner will explain to you, or your authorized repre-
sentative, any proposed change in your tax

“liability. The examiner will also explain the rea-

sons for the change. it Is important that you un-
delsiand any proposed change, so please don't

Ury o select the place and method that is most

" - appropriate under the circumstances, taking into

: . _account the complexity of your return. If the

method is not convenient for you, we will attempt
work out something more suitable. -

"Whatever method of examination is used, you

- may act on your own bebhalf or you may have

t you or y you. An

. auomey. a cemﬁed public accoun(a?nt. ~aindivid-

ual enrolled to practice before the Internal Rev-
enue Service, or the person who prepared the
return and signed it as the preparer. may repfe—

i senl or accompany you.

‘it you prefer, you do not have to be present ata
rouline examination if you have autnorized one of
these persons to represent you. Authorization
may be made on Form 2848-D, Tax Information
Auth ion and Declaration of Representative,
which is available at any Inlernal Revenue Ser-
vice office, or by means of any other properly
written authorization.

It you tiled a joint return, eolhel you or your
spouse, or both, may meet with us.

Transfers to Another District

As a general rule, the examination of a tax re-
turn is made in the Internal Revenue Service Dis-
trict where the taxpayer files. However, in any
case whera the examination of your return can be
completed more quickly and conveniently in an-
other district, you may request that the case be
transferred to that district. Translers are usually
based on circumstances such as:

1) Your place of residence is changed before of
during the examination; or

2) Your books and records are kepl in another
districL. R -

The Examination

The examination normally begins when we no-
tity you by mail thal your return has been selected
for examination. You will also be notified of the
. method of examination and the records you will
“need to assemble in order to clarity or prove
items reported on your retlurn. By assembling

Yoae.

Y »L.--\'b s

PSS, 3 [ T

_ the amount of the refund.
. _Pubdlication 556 (Revtend )-owmbo' llTl) .,

h to ask q 1s about anything that is
notclear to you. 'Most individual examinations are
agreed to and closed at this tevel, but you don't
have to agree and you may appeal any proposed
change. -

Repetitive Exam!nallons -

We try to avoid unnecessary repetitive exami-
nations of the samae items, but this occasionatly
happens. Therefore, it your tax return was exam-
ined In either of the 2 previous years for the same
items and the examination resulted in no change
to your tax liability, please contact the person
whose name and telephone number are shown in
the heading of the letler you received as soon as
possible. The examination of your return will thea
be suspended pending a review of our files to
determine whelher it should proceed. However, if
your return was selected for examination as pant
of the random sample for TGP, discussed ear-
lier, this procedure for exemption from examina-
tion will not apply and your return must be
examined.

If You Agree

It you agree with the findings of the examiner,
you will be asked to sign an agreement form. By
signing, you will indicate your agreement to the
amount shown on the form.

It you owe any additional tax, you may pay it
when you sign the agreement. Interest is charged

.on the additional tax from the due date of your

telurn to the date you pay.

It you do not pay the additional tax when you
sign the agreement, you will be mailed a bill for
the additional tax, Interest is charged on the addi-
tional tax fi om the due date of your return to the
billing date. However, you will not be billed for
moce than 30 days intarest from the date you sign
the agreement. No further interest or penalties
will be charged it you pay the amounl you owe
within 10 days after the billing dale v

i the examination resufts in a verund !he lnter-
nal Rave'nue Service can retund your money
more prompny it you sign the agreement form. _
You will receive interest at the apphcabte rato on .
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. A ’ I Rights' . : representative. You or your representative should
ppea R g S . . be prepared to discuss all disputed issues and 10
" You Don't Agree - present your views at this meeling in order lo

save the time and expense of additional confer-

. w%y::xmr:e:g;: rI}nhel::acm':::t?:; z;:p:::: ences. Mos! differences are resolved at this level,

in an Internal Revenue Service office, you may It agreement is not reached at your appeals

request an i 4iat ting with a supervisor conference, you may, at any stage of the proce-

to explain your position. If agreement is reached dures, take your case 10 court. See Appeals to the
your case will ba closed. ... (Coutsiater. T T L.

i ag tis not reached at \hls ting, or Written Protests el e h
if the unagreed examination was made outside of . . .
an internal Revenue Service office, wa will send ‘dse(:a‘zg:\yt:,yut’h‘;a:;pr::lys%2:;?;2:;:::;:2:;;:
? N Si .
y‘n;:t(:g :pz::mﬁ,’:::;ezo;‘grsgmy:;: :vn:\:: file a written prqtesl wilr_l the District Direclor. Yqu
30 days, (2) a copy of the examination report ex- don’t have to file a written prolest, howsver, if:
" plaining the proposed adjustments, (3) an agr2e- - 1) THe proposed increase or decreass in tax, or
r.ent- or waiver form, and (4) a copy of - claimed refund, does not exceed $2.500 lor
Publication 5, Appeal Rights and Preparation of any of lhe tax periods Involved in field examu a
Protests for Unagreed Cases. . nation cases; of e
-:; R ll afier receiving the examination lepon you de- 2) Your examination was condocled by corre-
cide 10 agree with the examiner's findings, you , SPondence of by an interview at our office.
_should sign the agreement or waiver form. You -It a wnitten protest is required, it must be sub-
may pay any additional amount you owe without mitted within the 30-day period granted in the fet-
~waiting for a bill. Make your check or money or- ter transmitling the repon of exammalton and

der payable to the Internal Revenue Service. In- should contain: c-
clude interest on the additional tax, but not on 1) A statement that you want to appeal the find-,
penalties, at the applicadle rate from the due date - ings of the examining officer 1o the Regional
‘ofthereturn to the date of payment. Pleasedonot . . pirector of Appeals: .
send cash though the mail. 2) Your name and address;

_Waftes receiving the examination reportyoude-  3) Thg date and symbols from tha letler transmit-
cide not 10 agree with the examiner's findings. we ting the proposed adjustments and findings
urge you to first appeal your case within the Ser- you are protesting; .
vice before you go to court. : 4) The tax periods or years involved;

Because people sometimes disagres on tax s )
matters, the Service maintains an appeals system. 5 :glgzrr;z‘?::cnhoe‘d:gl?ez{ the adjustments with
H

Most ditferences can be settled within this system . -
without having to go 1o court. 6) A statement of facts sup?orlung your position
in any contested factual issue; and

" If you do not want to appeal your case in the N
SeMY:e. however, you can‘::ke itydilr‘eclly to ::th 7) Astatement outlining the law or other authority
* upon which you rely.

The followi eneral rul .
99 neral ru es tell you how to ap- The statement of facts under (6) must be de-

peal your case. o clared true under penalties of perjury. This nay

Appeal Within the Servlce - . be done by adding to the protest the folloning
We now have a single appeal level within the _signed declaration:

Service. Your appeal from the findings of the ex- "Under the penallies of perjury, | doclare thatl

aminer is 1o the Appeals Office in the Region. have examined the statement of facts presented

Conferences are conducted on as informal a ba- in this protest and in any accompanying sched-

sis as is possible. ules and statements and, to the bes! of my knowl-

If you want an appeals conlevence. address edge and belief. they are lrus, _correct, and

your request to your District Director in accord- complete.” N S T e
ance with our transmittal letter to you. Your Ois- It your representauvo submits the protest for
trict Director will forward your request to the  You. he o she may Subs"fu“ a declaraton stat-
appeals office, which will arrande for a conler- ing: R R S AT RPN
ence at a convenient time and place and will dis~ 1) That he ‘ot she pvepared the pro!osl and ac-
- cuss the-disputed issues fully with you or your companying documents; and - - . .- -
. LN
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come subj
* should be aware that once the assessment has

" Revenue Service.
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z) Whether he or she knows pe:sonal!y that the
s ol fact contained in the protest and
. panying di s are true and cor-
~irect . o Lo o

. Representation )
* "You may represent yoursell at your appeals

.

© - conference, of you may be represented by an

* altorney, certified public accountant, or an indi-
vidual enrolled to praclice before the Internal
Coreymre s e b2
It your representative attends a conference
without you, he or she may receive or inspect
- confidential information only in accordance with

- T aproperly filed power of attorney or a tax informa-

tion authorization. Form 2848, Power of Attorney
_~and Declaration of Reps ive, or Form
2848-0, Tax Information Authorization and Dec-
taration of Representative, available from any In-
ternal Revenue Service office, or any other

- properly written power of ‘attorney or authonza-

ﬁon may be used for this purpose.

You may also bring witnesses |o support youv
- position. - - 5
Appeals to the Courls

If you and the Service still disagree after your
conference, ot il you skipped our appeals system,
you may take your case (o the Uniled States Tax
Court, the United States Count of Claims, or your
Unned States District Court. These courts are in-

dent judicial bodies and have no connec-
hon with me Internal Revenue Service.

Tax Court e .

If your case involves a disagreement over
whether you owe additional income tax, or estate
or gift tax, or certaln excise taxes of private foun-
dations, public charitles, and qualified pension
plans, you may go to the United States Tax Court.
To do this, ask the Service to issue a formal letter,
called a statulory nolice of deficlency, You have
90 days from the date this notice is mailed to you
to Re a petition with the Tax Court (150 days il
addressed lo you outside the United States).

The Tax Court hears cases only if the tax has
not been assessed or paid. Therefore, you must
be sure that your petition to the Count is timely
filed. I it is not, the proposed liability wili be auto-
maticalty assessed against you. Once the tax is
2ssassed, a notica of tax due (3 bill) will be sentlo
you and you may no longer take your case lo the
Tax Court. You are then requited by law to make
payment within 10 days. If the tax remains unpaid
after the 10-day period, the amount due will be-
t1oi diate collection. You

B

ey - P

been made, coliection of the full amount dJue may
proceed nolwnlhsiandmg your belie! that the

nt was e e. Publication S86A,
The Coilection Pr , is available at your local
Internal Revenus Servlce omca 1o explaln our
collection procedures.

If you filed your petition on a timely basis. the
Court will schedule your case for trial at a location
convenient to you. You may represent yourself
before the Tax Court, or you may be represented
by anyone admitied to practice before that Court.

If your case involves a dispute of $1,500 or less
(SS 000 or less starting June 1, 1979) for any one
taxable year, a simplified alternative procedure is
provided by the Tax Court. Upon your request,
,and with the approval of the Tax Court, your case,
may be handled under the Smalil Tax Case proce-
dures. At hitla cost to you in time of money, you
can present your own case 1o the Tax Courtfor a
binding decision. il your case is handled under
this procedure, the decision of the Tax Court is
final and cannot be appealed. You can obtain
more information regarding the Smail Tax Case

* procedures and other Tax Court matters from the
United States Tax Court, 400 Second Stteal
Nw, Washmglon. D.C. 20217 s

District Courl and Coud of Cla|ms e

Generally, the District Court and the Court of
Claims hear tax cases only after you have paid the
tax and have fited a claim for refund. As explained
tater under Claims for Refund, you may file a
claim for refund if, after having paid your tax, you
believe the tax is erroneous or excessive. if your
claim is rejected, you will receive a y no-
tica of disallowance of the ctaim. If we have not
acted on your claim within § months from the date
you filed it, you can then file suit for refund. A suit
for refund must be fited not later than 2 years after
we have disallowed your claim.

You may file your tefund suit in your United
States District Court of in the United States Court
ot Ctaims. You can obtain information about pro-
cedures for filing suil in either court by contacting
the clerk of your District Court or the Clerk of the
Court of Claims, 717 Madison Place, NW.,, Wash-
ington, D.C. 20005. .

rantee T

_How to Claim a Retund RCorhihient ol
Once you have paid your tax you have the nght
to file a claim for refund if you befieve the tax is
erconeous of oxcessive. You may claim a refund
by filing Form 1040X, Amended U.S. Individual .

.
R

BEST AVAILABLE COPY
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income Tax Return. You can odlain this form and
information about filing it at any Internal Revenue
" Service office, You should file your claim by mail-
ing it to the Internal Revenue Service Center
where the original return was filed. Corporations

" . _should use Form 1120X or such other form as is
. a_ppfopria!e for the type of refund claimed.

*°2 A separate form must be filed for each tax year
l "Involved. You should attach 10 such form s state-

- ment supporting your claim, including an expla-
7 nation of each item of income, deduction, or
cwdvton wh-ch you are basing your claim.

Tlme for Flllng a Claim for Relund s

"t A claim for refund must be filed wrlhm 3 years
from the date the return was filed (returns filed

" before the due dale are considered to have been

~ filed on the due date) or within 2 years from the
dato the tax was paid, whlchevel date Is later.

R S ..

lell on Amounl of Refund

ll you file your clalm within 3 years of the date
your return was filed, the credit or refund may not

" . exceed the portion of the ‘ax paid within a period,

immediately preceding the filing of your claim,
equal to 3 years plus any extensnon of time for
ﬁling your return. . .

If you do not file your cIaIm‘ within this 3-year

" period, the credit or refund may not exceed the

- portion of the tax paid during the 2 years immedi- -
ately preceding the filing of your claim.

Processing Clalms for Relund

This general rule i is SUbJEC| -] \he lollowmg ex-
ceptlion. :
Excepllon for Speclal Types"
of Relunds

It your claim for credit or retund is based ona
bad debt, worthless security, net operating loss
carryback, capital loss carryback, foreign tax
credit, or an investment credit carryback, orif you
have entered into an agreement with the Internai
Revenue Service extending the period lor
assessment of tax, you may be enlitled 1o file your
claim at a date later than stated under Time for
Filing a Claim for Refund, and the limit on amount
may not apply. In such cases, you should consult
your Internal Revenua Service office for turther
information.

- . a
-0

Clalms are usually processed shortly aﬂer"lhey

‘are filed. Your claim may be accepted as filed or

“may be subject to examination. If a claim is exam-

.. .Ined, the procedures are the same as in the ex-

amination of a tax return. However, if you are -
filing a claim for refund based solely on contesled

- income tax or on estate or gift tax issues consid-

ered in previously examined returns and do not
wish 1o appeal within the IRS, you should request
in writing that the claim be immediately rejected.
A notice of claim disallowance will then be
promptly sent to you. Upon receipt of the disal-
lowance you have 2 years to file a refund suit in
the United States District Court having jurisdic-
tion or in the United States Court of Claims.



45

- At any stage of procedure: -
Income Tax - . . Agreement and paymommaybo i '
:Appeal - :mgerdf of a notice of '
Procedure ' ;. . dm%m‘:;...,:.oxm
Internal Revenue Service . Counmay be made.

.- ﬂ\elumaybepa'dandarel\mdclammed -

R et

Mo 22y

Prof JECIE
- fwhen 'mvwl

& no response of
ﬂuma&lmmtt
becomes shon. then

- a * 7 Consideration ot e

. - _€lsim for rstund
il - Dsnct Dvecior § Ofce

Pention 1o ez Cout

when quIed) .
: A»om Oivision ® - @ Regronal ce..n.-u
Set. a-me'--vnw-:u a

- . 4 TP Pas Ak
Appeats Divisioa R “ "‘

s
.
- ESPNILN

BEST AVAILABLE COPY

49-968 0 ~ 79 ~~ 4



46

Appeal Rights and
Preparation of Protests
for Unagreed Cases

Instructions

1 You Agree

It you decide 1o agee with the
examiner's findings in the enclosed ex-
amination report, please sign and return
0 that examinesr the agreement form

1osed with our 1 letter, By
$igning you will indicate your agrecment
10 the amount shown on the form; and
if you owe additional tax, you will stop
an interest charge 30 days after fiting
the form,

Through June 30, 1975, interest is
figured at the rate of § percent a year;
from July 1, 1975, through January 3%,
1976, interest is figured at 9 percent 3
year; from February 1, 1976, thvough
January 31, 1978, interest is figured at
7 percent 3 year; and beginning Febry-
ary 1, 1978, interest is figured at 6
porcent 3 year, No further interest {or
penalties) will be charged unless you fail
10 p3y the amount you owe within 10
days after the date of the notice you
rece’ve showing such amount, However,
if you pay the tax when you Sign the
ag ecment form, interest s1ops immeds-
ately,

1f you wish to pay, make your check
or money order payadle to the Internal
Reveaue Service, Include interest fig-
ured as explained above, on the addi-
tional tax (but not on penaities) from
the due date of the return to the date of

payment. Pledse do not send cash -

through the mail, if the examination
results in a refund, the tnternal Revenue
Service can have your money refunded
mote promplly if You sign the agrée
ment torm, You will receive interest,
figured 23 explarned above, on the
amount of the refund,

1f You Don’t Agres

If you decide not 10 agree with the
examines’s findings, we urge you to first
appeal your case with the Service before
yOou o 10 court.

Because people sometimes disagree
on tax matters, the Service maintains a
system of appeals. Most differences can
be settled in these appeals without
expensive and time-consuming court
trials,

i you do not want 10 appeal your

- case in the Service, however, you can

take it directly 10 court,
The following general rules tell you
how 10 appeal your case.

Appeal Within The Service

Appeals within the Service are han-
dled by the Office of Regional Director
ol Appeals. If you decide t0 appeal,
address your request for a hearing to
your District Director in accordance
with our ietter 10 you enclosing these
instructions, Your District Director will
forward your request 1o the Appesls
Office which will arrange for 3 hearing
ata convenient time and place,

If agreement is not reached at the
Appeals hearing, you may, at any stage
of these procedures, 1ake your case to
court, Ses the lmt headings in this
publication concerning appesls 10 the
courts,

\ritten Protests

S0 that your case may get prompt
and full consideration by the Appals
Officer, you need 1o file a written
protest with the District Director, How-

Department
of the
Treasury
Internal
Revenue
Service

* Publication §

{Rev.9-78)

ever, you don’t have to file 2 written

protest if: N

(1} the proposed increase of decrease in
tax, or claimed refund, does not
exceed $2,500 for any of the tax
periods involved; or

{2) your examination was conducted
by correspondence of by an inter-
view at our office,

it a written protest is required, it
should be ubmitted within the 30day
period granted in the letter transmitting
the report of examination and should
contain;

1. A statement that you want to
appeal the findings of the examiner
to the Appeals Office;

2. Your name and address:

3. The date and symbols from the
letter transmitting the proposed ad-
justments and findings you are pro-
testing;

4, The tax periods or years involved;
An itemized schedu'e of the adjust-
ments with which you 3o not agree;
A statement of facts sipporting
YyOour position in any contested fac-
3l isue; ang

7. A statement oullining the law or
other authority upon which you
rely,

A statement of facts, under 6 above,
must be daclared true under penalties of
perjury, This may be Jone dy adding to
the protest the fotlowing signed declara-
tion:

“Under the penaities of perjury, |
declare that | have examinad the state-
ment of facts presented in this protest
and in any 3ccompanying schedules and
statements 8nd, 10 the best of my
knowledge and beliel, they ae true,
correct, and complete,”



47

1t your representative submits lh_e
protest for you, he or she may substi-
wie a declaration stating
(1) That he or she prepared the protest
and accompanying documents, and
{2) Whether he or she knows personatly
that the statements of fact con-
wined in the protest and accom-
panying documents are true and
correct,

Representation

You may represent yoursell at your
Appeals hearing, of you may be repre-
sdnted by an attorney, certified pubtic
accountant, or an individual envolled to
practice before the Internal Revenue
Service, Your representative must be
quahfied 1o practice before the Internal
Revenue Service, If your representative
attends 3 hearing without you, he or she
must file a power of atiorney or 3 tax
information authorization before receiv-
ing oc inspecting confidential informa-
tion, Form 2848, Power of Attorney, or
Form 2848-D, Auth~ization and Decla-
ration (or any olr . properly wrilen
power of attorney or authorization)
may be used for this purpose. Copies of
these forms may be obwined from any
Internal Revenue Service office,

You may also dring wilnesses to
SPPOrt your position,

Appeals To The Courts

It you and the Service disagree after
yout hearing, or if you skipped our
appeals system, you may take your case
to the United Stales Tax Court, the
United States Court of Claims, or your
United States District Court,

(However, if you are 8 nonresident
alien taxpayer, you cannot take your
case 1o 3 United States District Court)
These courts are independent judicial
bodies and have no connection with the
Internal Revenue Service,

Tax Court

If your case involves 3 disagreement
over whether you owe additional in-
cone tax, estate or gift tax, or certsin
excism taxes of privalp foundes i~ns, pub-
tic charities, and quatified pension plans,
you may go to the United States Tax
Cowrt, To do this, ask the Service 10
issue 3 format letter, called a notice of

deficiency, You have 90 days from the
date this notice 13 mailed 10 you to file 8
petit:on with the Tax Court {150 days it
addressed 10 you outside the United
States). If you do not file the petition
within the 90-day period {or 150 days,
as the case may be} the law requires that
we assess and bill you for the defi-
ciency,

The Court will schedula your case for
trial at & location convenient 10 you,
You may represent yourself before the
Tax Court, of you may be represented
by anyone admitted to practice before
that Court,

In cases involving tax disputes of
$1,500 or less for any year, there are
simplified procedures. Information re-
@arding these procedures and other mat-
ters relating 10 the Court may be ob-
tained from the Clerk of the Tax Court,

" 400 Second St. N.W., Washington, D.C,

20217,

District Court and
Court of Claims

You may take your case to your
United States District Court or 10 the
United States Court of Claims, Certain
types of cases, such as those involving
manufacturers’ excise taxes, can be
heard only by these courts, Generally,
your District Court and the Court of
Claims hear tax cases only after you
have paid the tax and have filed a claim
for refund, You an obtain information
about procedures for filing suit in either
court by contacting the Clerk of your
Oistrict Court, or the Clerk of the Court
of Ciaims, (f we haven't acted on your
claim within 6 months from the date
you filed it, you can then file suit for
refund, if we have disallowed your
claim, 8 suit for refund must de filed no
later than 2 years from the date of our
disallowance,
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‘8700
Settlement Pragtice and Procedure

8710
" Appeals Settlement Function

8711 ‘
Settlement Objective .

(1) Tbe Appeals mission is to resolve tax conltro-
versies, withoul litigation, on a basis which is fair and
impartial to both the Government and the taxpayer and
ina that will enh T y pli and
public confidence in the integrity and efficiency of the
Service (policy statement P-8-1). This policy is Appeals®
general contridution towards achieving the Service mis-
sion . . . to encourage and achieve the highest possible
degree of voluntary compliance with the tax laws and
regulations and to itself 50 as 1o warrant the
highest degree of public confidence in its integrity and
efficiency.” (Policy statement P-1-1.) I further sup-
port of the Service mission, Appezls may defer action
on or decline o setle some cases, under policy state-
ment P-8-47, where:

(2) required by other National Office-issued in-
ternal management documents, such as those suspending
action on cases or those requiring coordination or con-
trol of identified matiers with widespread impact; or

(b) such action would produce a greater positive
effect oo voluntary compliance than would be derived
from settlement or other action on the case.

(2) A fair and impartial resolution is one which
reflects on an issue-by-issue basis the probable result in
event of litigation, ot one which reflects mutual con-
cessions for the purpose of settlement based on relative

gth pposing positions where there is sub-
stantial uncertainty of the result in event of litigation.

(3) It is the experience of Appeals that thorough,
reasonadle, and objective consideratioa of all elements
of a controversy will Jead, in a large majority of cases,
10 lution of the ersy on a basis agreeable
to both the taxpayer aod the Government. Agreement
is not possible in all cases, however. A taxpayer may
not agree with the Appeals conclusion as to the probable
result in event of litigation, or to the extent of mutual
concessions’ required where there is substantial uncer-

unresolved area of disagreement. A resolution of the
dispute involves concessions for the purpose of settlement
by both parties based on the relative streagth of the
opposing positions. Forms 870-AD, Offer of Waiver of

«Restrictions on A and Collection of Deficiency
in Tax and of Acceptance of Ov , type of
I is g Ily used in ion settle-
ments,
8713
Split-1ssue Settlements
(1) Policy st P-8-48 provides that Appeals

may enter into seitlements based on a percentage or
stipulated amount of the tax in controversy, but that such
settlement, identified as a “split-issue™ settlement, should
be used orl; where no other method of serlement is
appropriate,

(2) A split-issue setlement is a form of mutual-
concession settlement of an issue which, it litigated,
would resultin & decision completely for the Government
or the taxpayer. The distinguishing feature of a split-
issue settlement is that the agreed result would not be
reached if tried.

(3) In declding a split-issue settlement should be made,
consider whether it has some effcct upon kafer years,
particularly In a carryorer or carryback situation, and
In most gift fax cases. If so, it is preferable that the
split-issue settlement be cxpressed in terms of an adjust-
ment of 1axable income rather than in a percentage or
an amount of tax.

(4) It is important that the taxpayer have a clear
understanding of the effect of the split-issue setlement in
terms of 1ax liability and taxable income. Either a ¢losing
agreement or a collateral agreement may be advicable,

8714
Nuisance Value Selllements

Policy statement P-8 47 provides that no settlement
will be made if based on nuitance value to either party.
Nuisance value is any concession that is made solely to
eliminate the inconvenicnce or cost of further negotia-
tions or litigation and is unrclated to the merits of the
issues. Appuals neither caacls a concession nor grants a
concession solely fo rclicve cithee party of such Incon.

jence or cost, ) :

tainty of litigating result, oc may prefer to litigate for
other reasons.

8712

Mutual.C ion Setth '

Case dispositioas involving concessions by both the
Governmeat and the taxpayer for the purpose of setile-
ment where there Is substantial uncertainty in event of
litigation as to how the courts would interpret and apply
the law, or as to what facts the courts would find, are
designated as mutual-concession seltlpments. Appeals is
expressly authorized by policy statement P-8-47 10 enter
into such settlements. In such a case there fs substantial
strength to the position of both parties, 5o that neither
party with justificaos, is willing to concede in full the

8720

Seltlement Atlitude and Approach

8721 .

Judicial Atlitude Toward Settlement .

“{1) The judicial attitude is one which reasonably
appraites the facts, law, and litigating prospects; uses
sound judgnicat and ability 10 sce both sides of a ques- |
tion; and is objective and impanial. Any approach which
contemplates a maximum paossible result in favor of the
Government.of a deficiency in every case is incompatible
with 8 judicial attitude and the Appeals mission.

MT 8700-29 (5-8-79) IR Manual 8721
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Settiement Practice and Procedure

8721
Judicial Attitude Toward
Settlement—Cont. .

(2) Advantage is not taken of a taxpayer’s lack of
technical knowledge. The Appeals Officer assists the pro
se taxpayer in every way possible. In the absence of
agrecment, an explanation of further appeal rights is
made.

8722
Case Evaluation for Settlement Purposes
(1) The senl h and ¢l of evalua-

tion are not affected by 1he status of the case. An un-
scceplatle settlement in nondocketed status does not
become ptable solely b it is idered in
docketed status; nor does it become more accepladble in a
trial caleodar period than it was in a prior period. This,
of course, does not prectude recognilion of changes in
Judicial interpretation ol lbe law aod changes in Service
P Itis also recognized that jo r id ofa
case or trial preparation, additonal facts may arise which
could affect evaluation of the case,

< (2) Jf the Appeals Officer would oot recommend
trial of aa issue, such issue is conceded even though it
may have some merit.

(3) Minor concessions are ol made or accepted oa
the basis that the out of litigation is never absolutely
predictable.

(4) Occasionally the Appeals Ofbicer is faced with
an issue wbere tbe “Golsen Rule” is applicable. The
“Golsea Rule™ originated with the case of Jock E.
Golsen, 54 T.C. 742, (1970). In this case, the Tax Court
held that it would follow the rule of Jaw laid down by the
Court of Appeals to which ao appeal in the case before it
would lie. Problems will arise in instances when the rule
of law haid down by the local circuit conflicts with a

8740
New Issues and Reopening Closed Issues

8741
Introduction
{Supplemented by MS CR 87G-15])

(1) Policy statement P-8-49 provides that an issu¢ on
which the taxpayer and he District Director are in agree-
ment should not be reopened by Appeals. A new issue
should not be rajsed unless the ground for such action
is substantial and the p ] effect upon the tax liability
is material.

(2) 1t is both the duty and responsibility of the Ap-
peals Officer to conduct settlement negotiations in & man.
ner which will foster confidence of Isapayers and their
representatives in the feirness of (he Service. There is no
greater need for diplomacy, caution and exercise of
sound judgment in appeals than in the raising of a new
issue, or in reopening an issue where the taxpayer and
the District Director are in agreement.

.
8742
Definitions

(1) Restrictions of policy statement P-8-49 do not
apply 1o new issues raised by or for taxpayers. Therelore,
the term “new issue™ as used herein refers oaly to those
new issues raised by Appeals for the Government.

(2) The reopening by Appeals of a previously agreed
issue and the raising of a new issue by Appeals have the
same implications and are, for all practical purposes, one
and the same thing. Therefore, for purposes of this Sec-
tion, reopening sn sgroed Issue- will be (reated as (he
raising of a ncw Issve.

(3) Tax Litigation Division dcfioes an affirmative
issue as, geoerally, ao issue raised in the answer or
amended answer which was not one of the adjustments in
the notice of deficiency. For purposes of this Section and
for [ y, Appeals will consider and treat such an

Revenue Ruling, Revenue Procedure, or other
ment of Service position in regard to the same issue(s),
In cases where the “Golsen Rule™ is applicable, the
Appeals Officer should consult with District Counsel as
promptly as possible (o determine the amount of litiga-
tion activity in other circuits and other relevant informa.
tion on the Service's posture oa the issue(s) iavolved.

8723
Partial Settlements

Negotiations should airn toward resolution of all issues
in a case. If this cannot be done, the Appeals Officer
shoald attempt (o reach agreement with the taxpayer on
all Isspes msceph‘ble of resolution.

8730
Issues Which May Not be Appealed or Conceded

Appeals procedures are pot available in ‘the case of
failure or refusal 10 comply with tax laws because of
moral, religious, political, constitutional, conscientious
or similar grounds. Such issues may pot be conceded or
ghrem weight fn seitleinent,

affirmative fssue as a *new kssue

(4) A pew issue generally is anything *'new” concera-
ing a taxpayer's return, the examiner's report, or the
notice of dcﬁcnency which the taxpayer did not cover in
the protest or petition and which is being discussed.by
the Appeals Oﬁcer A uoew issue in a nondocketed case
is any possidl to or change in the taxpayer's
teiurn of the district's report of examination which was
Dot in contest when the case was received by Appeals
and is raised or discussed by the Appeals Officer. A new
issue in a docketed case is any possible ad;ustment o
or change in an item affecting the taxpayer's tax liability
which was not included in the potice of deliciency and is
raised or discussed by the Appeals Officer afier the
petition is filed.

(5) The term “issue™ is used in the broadest sense. It is
not limited to a point in debate in which the parties take
affirmative 2nd negative positions. It is pot limited to a
point or matter in dispute. It includes any matter where

MT 8700-29 (5-8-79) IR Manual T 8742
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* Settlement Practice and Procedure

8742
Definitions—Cont.

the Appeals Officer injects a position cootrary to the
position originally or previously taken by the taxpayer or
any Government representative. This does not mean that
the taxpayer must dispute the Appeals Officer’s position
. since there may be agreement al the time the matter is
injected into the proceedings. Nonctheless, this matter
would be an “issue™ whea injected into the proceeding:
M , merely ing on of asking a questi
about an jtem oa the return ot in prior reports which is

not an issue before Appeals constitutes the raiting of
new issue.

8743
General Guidelines

.

(1) New issues are not ralsed casually, indiscehminatd
Iy, or haphazardly, and are never, under any circunf
stances, raised for bargaining purposes. To do so my~
cause extreme irritation to the taxpayer and result in |-
feeling that the Appeals Officer is interested solely ¥ .
exacting revenue. It is likely that a taxpayer who has &
good

.

MT 8700-29 (5-8-79) IR Manual
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* Seltlement Practice and Procedure

8743
General Guidelines—Cont. (1)

chance on the merits of the issues already raised would
feel somewhal irked to have Lo face a new issue, even if it
is a good one for the Goverament, and could be justi-
fiably irritated with a situation where inquiries concern-
ing new issues were more in the nature of a *'fishing ex-
pedition™ or ‘‘threat.’” When new issues are raised, lax-
payers of representatives are 10 be so advised regardless
of the stage of A ppeliate consideration.

(2) When a case has reached the Appellate Division, it
is Jate in the administrative process 10 Iaise new issues.
Appellate consideration is not an extension of the exam-
ination process. Further, the return has been audited by a
Revenue Agent; a report has been reviewed by super-
visors; and, in many instances, il has been considered by
the district Conference Staff function. After such con-
sideration of the return, the taxpayer has every right to
expect that the differences have been identified.

(3) The Commissioner exercises administrative pre-
rogatives provided by the Internal Revenye Code and the
Secretary of the Treasury in administering the tax laws,
Many circ qui ise of administrative
prerogative. Audit Division cannot and does not examine
all 1ax returns filed. Every possible adjustment is not
always made to those returns which are examined. Dis-
trict Appellate Appeals Officers exercise mature judg-
roent about whether to make adjustments not made by

. the Revenue Agent. For many reasons the Commissioner
has established the policy under which Appellate will not
raise mew issues except under certain circumstances.
Therefore, if a possidle adjustment to a taxpayer's return
ot to priot reports is di ed by the Appellate Division
but not made because such action would not be within the
spirit of policy statement P-8-49, this would not con-
stitute a serious administrative omission because it would
be within the Commissioner’s discretion in the ad-
ministration of tax laws.

(4) Grounds for raising new issues are listed below.

() A new issue is not raised by Appellate to the tax-
payer's detriment unless grounds for such action are sub-
stantial (strong, possessing real merit) and potential
effect on 1ax liability is material (having real importance
and great consequence). See policy statements P-8-1 and
P-8-49. *'Substantial” applies to the reason for raising
the [ssue and means that there must be a strong reason,

- possessing real meril, for raising it. **Substantial"™ does
not apply 10 the grounds for later making an adjustment.
There must be some good, sound, substantial reason
already existing in the record or known Lo the Appellate
Appeals Officer 10 raise the fssue. Mere suspicion o¢
guess that something might be wrong with the jtem is not
substantial. For example, if the District Director dis-
allowed a claimed farmi loss solely on the ground that it
was & hobby and made no comment concerning the items .
making vp the loss, there would néi, be substantial
grounds for raising 8 new issue concerning the amount of
Yoss, amount of any item making up the loss, or nature of
any item making up the loss simply because the Appellate

Appeals Officer meiely suspected of gueswed that the
items had not been verified. On the other hand, if the ea-
aminer had indicated in the report that these items had
not been verified, there would be good reason for the Ap-
pellate Appeals Officer, if he/she belicved such action
was necessary, 1o refer the case back 10 the District Direc-
tor for such verification. I, in discussion of rcasons for
disallowance of the claimed farm loss, the District Direc-
tor stated that some of the items of claimed expense were
personal in nature, this would constitute substantial
ground for the Appcllate Appeals Officer cither raising a
new issue or referring the case back to the District Direc-
tor for further information and investigation.

(b) *'Substantial grounds"® are those which cause an
Appellate Appeals Officer 10 be Quile certain, at the time
a new issue fother than an alternative issue) is raised, that
the Government will prevail if the issue is litigated.
**Quite certain’ docs not necessarily mean 100 percent
certain, but it does mean a very high degree of ccriainiyy
1fanal ive issue or position rep the real issue
which should be in controversy, cerlainly the Govern-
ment’s best position should be set forth even though it
does not meet the *quite certain®” test. 17 a new issue is an
alternative issue or alternative position, grounds ate sudb-
stantial if it strengthens the Government's position over
that zelied upon by the District Director or if it represents
correct legal theory and position of the Service on the
transaction involved. However, If an alternative fssue or
position Is quite weak, even though it streaglhens the
Goreramenl's position, it should not be raised.

(5) Theburden of proof is upon the Government when
it raises a new (aflfirmative) issue in a docketed case.
Therefore, except in unusual circumstances, the issue
should not be raised unless necessary provable facts to
sustain the issue are readily nvailable. Merely bovause the
burden of proof is not immediately upon the Government
when & new issue is raised in a nondocheted case docs not
mean that the standards for raising it should be less re-
strictive than the standards for raising & new issue in a
docketed case. .

(6) A new issue will not be raised unless the potential
effect upon the tax liability is material. ““Material'* refers
to amount of tax which would zesult from the adjustiment
for the new issue. Mature judgment must always be exer-
cised in determining what is material just as in weighing
al} aspects of a case. Whether amount of tax is materia)
depends upon whether It is material to the Government.

(7) A small amount of tax is never material regardless
of the economic size of the taxpayer and even though the
amount of tax may be large when compared to total tax
liability shown on the return or change in tax Habitity
previously proposed, the tax resulting from a new issue
will rarely, if ever, be material in the usual office audit
type case. On the other hand, if the amount of tax result-
ing from the adjustment is only a small percentage of tax
liability shown on the rcturn or change in tax liability
previously proposed, it may be material if the amount is
quite large. .

(8) Theie may be instances when failure 10 correct an
eivor willhave an adverse effect on voluntary compliance
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General Guidelines—Cont. (2)

or may cause the burden of proof before the court to shift
10 the Government. Ja such cases, the error sho.1d be
correcied because the effect on tax Hability Is material to
the Government.

som i

Settiement of Related Cases

8751 C%z/y 4 g el FIE-IY
General Gui

(l) The best ovenll ulllmuon of Service resources and

of jons will be the primary

[ siderati in g whdha jntesrelated cases

hould bled and idered concuncmly. See

(9) IRM 8200 and 8600 ¢ of pre-
confetence preparation so that | fam to be retied upon and
issues, court dmsions. and authorities 10 be discussed are
known by the participants prior to the first conference.
This avoids the element of surprise o participants at the
conference. Therefore, it is important that any aew issue
to be discussed should be raised before the first con-
ference If 2t all possible. In any evenl, (axpayer or
representative should be advised on Ihe raising of & new
Issue and offered an opportunily for discussion prior to
taking any formal action such as the issuance of a siat-
utory notice of deficiency.

{10) Pohcy statement P-8-49 puts limitations on u!&

IRM 8252. Interrelated cases are those in which a deter-
mination with respect 1o an issue in one case has a direct
tax effect on another case.

(2) A small relsted or Inlerrelated case should or
dinarily be considered on the basis of the record and re-
quests should not be made that Audit develop further
evidence or examine other relurns. The fact that the Ap-
pellate Appeals Officer’s determination is inconsistent
with action taken in another small case should not in-
fluence the Appellate Appeals Officer. Any further ao
tion in a related case would be a function of the Audit
Division.

ing new issues. Conversely, however, it does not req
that a new issue which meets the tests of substantiality
and materiality shall necessarily be rafsed by Appellate.
The conclusion to raise or not to raise the new fssue must
(ake into sccount nol only these policy criteria but also all
surrounding facls and circumstances lavolved In the case,
including compsatidility with the Appeliate mission and
objectives. On the other hand, A ppeliate should not hesl-
(afe to raise & bew Issue when it is warranted. This is par-
ticularly applicable in situations in which the raising of a
new issue may :c!ually be oondnclve 10 an agreed disposi-
tion or may of the appeals process
(e.g., purposely wxlhholdm; important information for
the Reveaue Agenl) The determination as to whether

there has been a misuse or manip of the app
process is based on strong evidence and not mere susph-

cion.

——=8744
Effect of District Action

1n the examination of tax returns, there are no set rules
which are inflexidly followed. Examiners must exercise a

great deal of judgment in deciding the extent to which . -

jtems on tax returns will or will not be verified. Also,

(3) Seutk ts in related cases should not be made
wheteby a party clearly not liable under the facts agrees
10 a deficiency of a related taxpayer.

8752
Settiement Procedure in Whipsaw Cases . -
(1) A whipsaw situation may develop where a settle-
ment in one case could have a contrary tax effect in
another case and one of the taxpayers may later, when
the period of limitations applicable to the other case has
cxpi:ed or is about to expire, file a claim on a basis in-
consistent with the prior closing.
(2) Additional action may be necessary in ordes to pro-
“tect the Goverament’sinterestla a whlpssw situation.

(a) If a material amount of 1ax is involved and there
are litigating uncertainties, the use of a closing agreement
is ordinarily warranted.

(b) In the absence of circumstances suxed in (8)
above, a coll: may be obtained if it is con-
sidered useful to exprcss in writing the understanding of
the parties. However, a collateral agreement does not
have the Jegal effect of a closing agreement.

(¢} For use of closing agreements and collateral .
ts in related cases, sée text 122:(2X(D, 123; 523,

practices will vary iners as to discl in
workpapers or leponl the extent to which iterns on the
return were or were not verified. ‘mcrdore. a reviewed
and approved report of {nation can thercafter be
accepted as correct and any item on the return not
changed or commented upon in the report can be ac-
cepled as correct. But see IRM 8900 regarding Joint
Committee cases. Unchanged items should never be ques-
tioned uniess there is a substantial reason for such action.

8745
New Issues Raised by Taxpayer
The Appellate Division always gives lull: falr and im-
partial consideration to a mew lssue raised by the tax-
payer. 1§ such an lssue is based upon important evidence,

such evidence should ordinarily be referred to the District’

Directos for verification.

and 61]: (3) of IRM &13)10, Closing Agreement Hnnd-
boo!

8753
Settiement Procedure —Interretated 100-Percent

Penalty Cases
(1) Generally, the C.,

Lability of one ts
rights against others. This is bel,eved to be true whether

ise the

may P

S g s e
g 1

the is made against one  person of lhe assess-
ment names more than one r¢ person; b Y
in the event of a ‘multiple t, lo avold p: ial

litigation a legal opjnion a3 to the eflect of the ulﬂemcnt
02 olher named responsible persons should be requested.

MT 8700-27 (4-6-77) IRManual 8753
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Seltlement Procedure—Intecrelated 100-Percent

Penalty Cases—Cont.

(It is the practice of the Service to make separate assess-
ments against responsible persons and it is unlikely that &
multiple assessment work unit will be encountered.)

(2) Ooe hundred percent penalty cases should be
evaluated for setllement using the same criteria as any
other case. . ’ .

(3) To make effective use of the 10)-percent penalty
as a collection device, the Depariment of Justice may
sometimes interplead all p ial responsible persons in
100-percent penalty refund svits. Therefore, in multi-
ple-person cases where agreement and payment of the
total correct outstanding liability cannot be secured,
closing agreements shall not be used. The responsible
pesson signing agreement Form 2751, Proposed Offer
of Agreement to Assessment, ete., should be informed
of the potential reopening of the case, and the closing
letter should be modified to state that settlement is
subject 10 reopening at the request of the Department
of Justice. The total correct outstanding liability s the
proposed oulstanding liability as modified by meritorious
arg! asto the tin questi )

(4) The use of closing agreements or Form 2751-AD,
100% Penalty—Offer of Agreement o Assessment and

53

menl; and {raud penalty should nol be converled Inlo fax
solcly fo mvold the appcarance of penalty.
(4) For special provisions.in cases involving recom-
dation for criminal pr ion, .see IRM 8(15)00.
For requirement of Counsel concurrence in the climina-
tion of fraud penalty in connection with a case involving
recommendation for criminal prosecution, see IRM 8246
and Delegation Order No. 66, as revised, (Exhibit 8100
5). 4 R

8770 : o
Settiements That Affect Later Taxable Years

" (1) Issues such as reasonableness of salaries, capital
gain v. ordinary income on recurring sales of property,
hobby lesses, etc., are resolved on the basis of the facls
tnd circumstances applicable to each year separately. In
such cases settlement has no effect on later years in which
a similar issue may arise. The Appeals Officer should
be sure tha the taxpayer understands this.

{2) Where settlement involves issues such as basis of
property, category of i , of tof i from
installment collections, it may be desizable to incorporate
the effect on later years into the settlement by use of 2
closing agreement or collateral agreement,

(2) Where the disposition involves 1 conces.
sions and the subsequent fax eflect is material, s closing
agreement should be execuled. Where there are no mu-
tual ¢ or where the tax effect is not material, a

N LR

Collection, etc., may be appropriate in multiple-person
cases where payment of the total correct owtstanding
liability is secured, and in intermediate settlements with
single responsible persons.

{‘5'; In f:msu where there is doubt as to collectabdility as
well as doubt as to liability, an appropriate offer in com-
promise may be filed with the District Director. 1f there
is no substantial doubt as to liability but there is doubt
as to collectability, an offer in compromise based solely
on doudt a3 1o collectability may be filed with the District
Director. For procedures in such cases, see IRM 8(12)30.

8760
Settlement in Fraud Cases

{1) I the period of limitations for assessment has ex-
pired except for fraud, and it Is concluded that the evi-
dence of fraud Is insufficient to warrant litigation, the
deficiency in (ax as well as the [rsud penalty should be

-. conceded fn lull.

(2) It the period of limitations for assessment has ex-
pired except for fraud, and it is concluded that the evi-
dence warrants litigating the penalty in a pondocketed
fraud case, a closing agreement should be executed
where & mutual t | is worked out for
a deficiency with no fraud penalty or a fraud penslty
vepreseating Jess than SO percent ol the underpayment
but greater than zero. The closing agreement determio-

closing agreement is not required, but it may be executed
il in the judgment of Appeals it is desirable or the tax-
payer requests a closing agr .

(b) Where a closing agreement is not required, a
collateral agreement may be oblained since it will express
in writing the understanding of the parties as to the tax
effect in later years.

8780
Reopening Closed Cases

(1) Policy statement P-8-50 states the policy of the
Service concerning the reopening of cases previously
closed by Appeals. The reference in the policy state-
ment 1o 8 case closed on a basis of concessions made
by both Appeals and the taxpayer refers to a non-
docketed case closed by Form 870-AD type of agree-
ment. The reference in the policy slatement to a case
closed on a basis not involving concessions made by
both Appeals and the 1axpayer refers to a nondocketed
case closed by other than a Form 870-AD type of
agreement; for example, a case closed by Form 8§70
or similar forms described in 1RM 8800, or closed by
reason of failure of the taxpayer to file a timely petition
with the United States Tax Court following issuance of
a statutory notice of deficiency by Appeals, or an excise
or employment tax case closed without agrecment as to

ing tax lability provides legality. of and
finality of setilement. Also see IRM 8246.

(3) In such a mutual concession settlement with a
closing agreement, fax Liability should not be converted
to feavd penally solely to reflect the penalty in the setile.

(2) Undeg. policy statement P-8-50, approval is not
required 19" reopen previously closed cases as follows:

MT 8700-28 (11-13-78) IR Manual 8780
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8780
Reopening Closed Cases—Cont.

(3) To allow carrybacks provided by law which
were not taken into account in & prior closing.

(b) To assess excessive portion of a tentative allow-
ance.
(3) Further, approval is not necessary to adjust mat-
ters previously reserved by the Government or by the
taxpayer in an agreement,

(4) Under policy statement P-8-50, the Disector,
Appeals Division, may auvthorize, in advance, reopen-
ings of similar classes of cases. Such advance approval
has been given 1o redetermine tax liability under former

IRC 270 where deductions atiributable to a trade or
business exceed gross income by $50,000 for cach of
five consecutive years. This is in accord with Rev. Rul.
66-270, 1966-2 C.B. 106.

8790
Disagreements to Appeals Determinations

Disagreements with Appeals determinations by dis-
trict offices are subject to regional procedures. If, at
the discretion of the Regional Director of Appeals, it is
considered npecessary 10 oblain the assistance of (he
Appeals Division, National Office, concersiing any such
disagreement, the matier may be referred to the Na-
tional Office, Attention: CP:AP:SS, under a memoran-
dum setting forth the information desired as precisely
as possidle to assist in obtaining a prompt reply.

e 4

MT 8700-28 (11-13-78) IR Manual
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page 1218-70
{9-19-79)

Policies of the internal Revenue Service

P-8-48 (Approved 1225009

“Splitdssue™ settiements oonlldered undef
certaln circumstances

Appeals may consider and awept proposats

lotsotﬂementwruchuebasadonaperoemage
of on & stipulated amount of.the tax in-contro-
versy. However, this type of settiement, ident-
‘fied as a “sphitdssve setlement, should be
used only in those cases In which no other
method of setlement ls apptopnalo ’

P-8-49° (wm 1m-aq :
New Issues not to be ralsed unleu material
. Anlssue, onwhich the taxpayer and the otfice
of the District Director ase in agreement, should
neither be reopened by Appeals nor should a
new issue be raised, unless the ground for such
acton Is 8 subs!nnhalomandthepolonbal
..eﬁecluponmuxﬁabimyls maieﬁal. e

lon cases closed by Ap-
peals will not be reopened by. Service ex-
<cept under cértaln elfeumshneeo e e
AcasedosedbyAppea!sonthebastsof
concessions made by both Appeals and the
taxpayer will nol be reopened by action Initated
by the Service unless the disposition involved
fraud, malfeasance, concealment or misrepre-
‘sentation of material fact, or an important mis-
take in mathematical calculation; and then only
" with the approval of the Regional Director.of
Appeals.
Bequ!rementu for reopenlng mutual con-
cesslon cases st taxpayer’s request ™
Under ceitain unusual circumstances favor-
able to the taxpayer, such asretroactive legisia-
tion, a case closed by Appeals on the basis of

- concessions made by both Appeals and the

taxpayer may be ‘reopened Lipon wrmen'app‘-
mbon(romthelaxpayer.andonlywuh the ap-
proval of the Regional Direcior of Appeals.The
processing of an application for a tentative car-
fyback adjustment or of .a claim for rolund or
credit for an ovetasassmont (for'a year ln-
volved in the prior closmg) attributed to a
’ ela.nmeddeducbonorae&ﬂoracanybackpro—
vided by law, and not included jn a previous
‘Appeals delermination, shall not be considered
A reopening requirng apptoval ‘A sibsequent
‘assessment of an_ axcesstvo lofﬂsm allow-
ance shall Iikowlse not be’ considered such 8
- reopening. The Director, Appeals Division, may

."authorize, in advance, the reopening of similar

P-8-48

R Manuet

MT 1218-102

-..,.,,

'P—B-Gz (W u-.m-eq y

classes of cases where legislalive enactments
or compelling administrative reasons toquvo
such advance approval,  \+ <.
Non-muhul concession cases \vll'l ‘not_be
reopened by.Service exeepl under_ eerlaln
circumstances - R R
Aeasodosedbyhppealsonnbeshnol
Involving concessions made by both Appeals
and the taxpayaer will not be reopened by action
initiated by the Service uniess the prior dispost-
tion involved fraud, malfeasance, concealment
-or misrepresentation of material fact, an impor-
tant mistake In mathematical calculation, or
such other circumstances that indicates that
failure'to take such action would be a serious
administrative omission, and then only with the
approval of the Regional Director of Appeals.
Requirements for reopening non-mutual
concession cases at taxpayer’s request;
. Axase closed by Appeals on a basis.not
involving concessions made by both Appeals
and the taxpayer may be reopened by the tax-
Jpayer by any appropriate means, suchasbytm
filing of a bme!y dalm 1or refund, gy, gl

e N RN B ,r:‘-- s

(M-S‘I-—P—&-Go are reserved)

TRANSFER OF CASE FILES AND SBTLE
MENT JURISDICTION e el

P-8-61 ‘(Aproved 1223600 ... .. s W
Transfer of nondocketed cauo

An Appeals official is authorized 10 transfor
settfement Jurisdiction in a nondocketed case
or in an excise or employment tax case to an-
other region, if the taxpayer resides in and his/
+er books and records are located (orcan be
made avaiable) in. such other region. Other-
'wise, transler”to another rogion requires lho
y:proval of tho Dwoclof, Appeafs Dmsion.
Vo Lot
R . Y A RN
Transfer of docketed cases

An Appeals official is authorized to Tansfer
settiement Jurisdiction in a-docketed case W

- another region if the location for tha hearing by

the United States Tax Court has been set in
such other region, except that the place of
hearing is Washington, D.C., senlemenl]um—
dicbonstmllnotbelmns'modlohremonh
Mﬂchwwmngc..lslocatedmssm
petitioner resides in and his/her books and rec-
ords are located (owanbe made avallabie)ln
that region. Otherwise, transfer 1o another re-
. gion requires the appioval of the Dwoclot.Ap-
peals Division. . .-.: .-, RN
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page 1218-69
(5-19-79)

APPEALS FUNCTION

P-8-1 (Approved 3-26-79)
Appeals mission

The Appeals mission is to resolve tax contro-
versies, without litigation, on a basts which is fair
and impartial 10 both the Government and the
taxpayer and in a manner that will enhance
volunlary compliance and public confidence in
the integrity and efficiency of the Service.

{P-8-2—P-8-11 are reserved)

PRE-90-DAY AND PROTESTED EXCISE
AND EMPLOYMENT TAX CASES.

P-8-12 12-23-60)
Conslderation of new evidence by District
Director

-1l a taxpayer submits evidence for the first
time while the case is under consideration by
Appeals, such activity in the reasonable exer-
cise of its discretion may transmit same 10 the
District Director for hlslher oonslderauon and
comment .

P-8-13 (Approveds’ ﬂ-ea-eo)
Unnecessary consents not-to Bo secured
Consents extending the statutory period for
assessment on lax returns under jurisdiction of
the Appeals Office shall be secured only when
they are necessary 10 protect the Govern-
ment’s interest. Extension of the statutory peri-
odin such consents shall be limited 1o the addi-
tional time required for completion of closing
action.

(P-8-14—P-8-23 are reserved) )
90-DAYCASES Tt e

pP-8-24 upmmc )
Conferences not granted In 90-day casesin
absence of unusual circumstances -~

If a taxpayer had an Appeals conference in
the prestatutory notice status, or if the opportu-
nity for such a conference was accorded but not
avaliled of, there will be no Appeals conference
granted in the 90-day status after the mailing of
the stalutory notice of deficiency, in the ab-
.sence of unusual dfwmstanoes. -

(P-8-25—P-8-34 are reserved) o ‘e

PRACTICE ANDCONFERENCE TTe T
PHOCEDURE e z RN

P-&-SS wprovod m
Requirements for Appeals comldentlon In
- non-dockeled cases: exceptions provided
In ordor to bring an unagreed case before
Appoals, the taxpayer or the representative
should generally first file with the district office,
service center or Office of International Opera-
tions a written protest setling forth specifically
the reasons for refusal 10 accept the findings.
the protest includes a statement of facts upon
which the taxpayer relies, such statement

o

shoutd be declared 1o be true under the ponal-
ties of perjury. The protest and any new facls,
law, or arguments presented therewith will be
reviewed for the purpose of deciding whether
further development or action is requived prior
1o referring the case 10 Appeals. Where Ap-
peals has an issue under consideration t may,
with the concurrence of the taxpayer,assume
Jurisdiction in a related case,.after the office
having original Jurisdiction has completed any
necessary action. The Director, Appeals Divi-
slon, may authorize the regional Appeals Office
to accept hxisdiction (ater any necessary ac-
tion by office having orlginal jurisdiction) in
specified classes of cases without written pro-
tesls provided written or oral requests for Ap-
peals consideration are submmed by or for

each lax.payer

P-8-36 (Approved :z-es-oo) -
Conferencae rights of laxpnyer with uv!ew-
Ing officer . .

Where the Appeals tepresenla!we rooom-
mends acceptance of the laxpayer’s proposal
of settiement, ox, in the absence of a proposal,

Lt Y f'.-

‘recommends action favorable 1o the taxpayer,

and sald recommendation Is disapproved In
whole or In parl by reviewing officer in Appeals,
the taxpayer. shall be.so advised by such re-
viewing officer and upon written request shalt
be accorded a rehearing before such reviewing
‘officer. The Appeals Office’may disregard this
rule where in the interests of the Government
.would be injured by delay, .as for example, a
casse involving.the imminent.explration of the
statute of fimitations, dissipation of assets, elc.

(P-8-37—P-8-46 are reserved) -+ - .1

SETTLEMENT PRACTICE AND , .."0~
PROCEDURE i

P-8-47 (approved 3-26-79) - -

Appeals will ordinarily give serious eonsadera-
tion 10 an offer 1o setle a tax controversy on a
basis which fairly reflects the relative merits of
the opposing views in the light of the hazards
which would exist if the case were litigated.
However, no settlement will be made based
upon nuisance value of the case to either party.
Hf the taxpayer makes an unacceptable propos-
al of settiement under circumstances indicating

- a good-faith atempt 10 reach an agreed dispo-

sition of the case on a basls fair both to the
Govemment and the laxpayer, the Is offi-
cial generally should give ah-evaluabton of the
casae in such a manner as to enable the taxpa
or 1o ascertain the kind of settlement that

be recommended for acceptance. Appeals
may defer action on or decline to settie some
cases of Issues (for example, issues on which
action has been suspended nabonwide) Inor-

der 1o achieve greater uniformity and enhance
overall voluntary compliance with the tax laws.
MT 1218-102 P-8-47
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QUESTIONS SUBMITTED BY SENATOR BAUCUS AND THE DEPARTMENT OF JUSTICE'S
REsPONSES TO THEM

Question 1. Would you briefly describe the procedures involved when a civil tax
case is referred by IRS to the Justice Department? What consideration does Justice
make in determining whether or not the Government should litigate a particular
case? In other words, if IRS changes its mind, decides that the taxpayer was right
and that the case should be drofpped, can Justice still go ahead and litigate the case?

Answer. The Department of Justice receives a suit letter requesting the com-
mencement of litigation when the Internal Revenue Service desires to institute a
suit, for example to reduce a tax assessment to judgment or to foreclose a tax lien.
When the action consists of a suit a%ainst the Government, such as a refund case,
the Internal Revenue Service is notified of the case immediately and it prepares a
letter in which it outlines its recommendations concerning defense. In either in-
stance, the Department of Justice reviews the available files and the Service’s
recommendation in deciding whether to commence or defend the litigation. The

review encom, both the legal'and factual aspects of the case, while taking into
a}t:colunt that factual issues can and will be further developed during the course of
the litigation.

. fter a case is referred to the Department of Justice, the Department is responsi-

ble for prosecuting or defending the litigation and is by law not bound by the
recommendations of the Internal Revenue Service. However, under an agrement
between the Department and the Service, no case will be conceded unless the views
of the Service are sought and the Service's views concerning settlement are also
sought, except in refund suits as to which the Service’s defense letter advises us
that the Department can settle the case on the best terms obtainable.

If the Service decides that a particular case should be conceded, the likelihood is
that the case will be conceded. The Department carefully reviews such cases, howev-
er, especially to insure that issues that could have been raised in defense have not
been overlooked. Although the Department has the authority to continue such
litigation, that authority is rarely exercised. A much more frequent occurrence is
that the Service desires continuecurosecution or defense when our attorneys be-
lieve that the case should be conceded. In those situations, we will try to convince
the Service that its ition is erroneous. If the Service remains steadfast in its
views, we will generally resolve the question in accordance with our client’s wishes.

Question 2. How is the “unreasonable” standard in S. 1444 different from the
Christianberg Garment Company Supreme Court language that the action must be
“frivolous, unreasonable, or without foundation,” “meritless or vexatious?”

Answer. In our view, the standard contained in S. 1444 would permit a somewhat
more liberal allowance of attorneys’ fee awards than the Christianberg Garment
standard. Although both standards utilize the term “unreasonable,” the meaning of
the term as used in Christianberg is colored by the associated terms and Phrasea of
the Christianberg test. The terms “frivolous,” “‘without foundation,” and “meritless
or vixatious” would seem to require a degree of irresponsibility that would not be
required if the term ‘‘unreasonable” stood alone, such as in S. 1444. Thus, for
example, continued litigation of an issue as to which adverse precedent existed in
several circuits would not likely meet the Christianberg test where the Government
was attempting to get a vehicle for Supreme Court review. Nonetheless, continued
litigation of the issue might be viewed as “unreasonable” under S. 1444 on the
grounds that the Government should subsidize the costs incurred bI a losing taxpay-
er in that situation. In our view, the standard contained in S. 1444 would provide a
lower and more easily met threshold than the Christianberg standard.

Question 3. Under the provisions of S. 1444, do you believe that, if unreasonable-
ness is not shown, a taxpayer would, in the alternative, still be entitled to award of
court costs under the general provisions of Title 28 of the United States Code?

Answer. The bill is ambiguous on this point, but could be read to sleﬂalant the
provisions of 28 U.S.C. § 2412 which S. 1444 would designate as Section 2412(a). The
aml%uity could and should be cured perhaps b inserting into ,propmed Section
2412(b) the phrase "“Except to the extent provided by subsection (a).

Question 4. Would you comment in more detail on the provision in S. 1444 which
requires that the payment of such awards be made out of the general appropriations
of the agency conducting the civil action or proceeding?

Answer. The Administration supports the conce%t that attorneys’' fee awards be
satisfied by agency appropriations, rather than by the judgment fund. S. 1444 would
apparently require, however, that the award be satisfied out of the appropriations of
the agency conducting the litigation. Leaving aside the difference in the apRlicable
standard, the Department prefers the approach that was taken in its draft attor-
neys' fee legislation under which: Any award of fees and other expenses * * * shall
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be paid by the department or agency of the United States whose position has been
found to be arbitrary, frivolous, unreasonable, or groundless * * °.

Question 5. Should litigation expenses incurred by taxpayers who represent them-
selves in pro se proceedings be reimbursable?

Answer. Actual expenses incurred pro se taxpayers should be reimbursed.

Question 6. With respect to the burden of proof set forth in the bill, how would
taxpayers really be able to obtain evidence necessary to prove that the Government
acted unreasonably?

Answer. We believe that in cases that are actually litigated the trial record would
generally provide an adequate basis upon which the court could make a determina-
tion concerning whether the ition taken in the litigation by the United States
was unreasonable. Indeed, although there have been a few instances in which the
courts have required an evidenciary hearing on this point in cases governed by the
Allen amendment, most of the courts that have encountered the problem has
proceeded to a decision based entirely on the trial record. Since S. 1444 would
encompass cases that are settled, as well as those actually litigated, evidenciary
hearings would be necessary in those cases should S. 1444 be enacted. The courts
can, of course, permit discovery through interrogatories, or by other means, of
evidence concerning this issue.

[The prepared statements of the preceding panel follow:]
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STATEMENT OF THE HONORABLE DONALD C. LUBICK
ASSISTANT SECRETARY (TAX POLICY) :

Mr. Chairman and members of the Subcommittee:

I am pleased to present today the views of the Depart-
ment of the Treasury with respect to S. 1444, "the Taxpayer
Protection and Reimbursement Act."™ This bill provides for
the reimbursement of attorney fees to prevailing parties in
tax cases where the Government's position in the litigation
is found to be unreasonable. The Treasury Department supports
S. 1444,

CURRENT LAW

We recognize at the outset that S. 1444 departs from
the general procedures for payment of attorney fees in our
court system. Under the so-called "American rule,” each
party in litigation ordinarily pays his own legal fees
whether the case involves private litigants or the Govern-
ment. Congress has created a few statutory exceptions to
the "American rule."” For example, a victorious party can
recover attorney fees under the Civil Rights Act of 1964,
the Freedom of Information Act, and the Consumer Product
Safety Act. But most provisions for fee shifting are
designed to encourage private citizens to enforce rights
that transcend the interests of the litigating parties -- a
rationale that rarely applies in tax cases.

Current law does contain an ambiguous provision for
awarding attorney fees in tax litigation. The Civil Rights
Attorneys' Fees Awards Act of 1976 provides judicial discre-
tion to grant attorney fees to a prevailing party (other
than the United States):
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*...in any civil action or proceeding, by or on behalf
of the United States of America, to enforce, or charging
a violation of, a provision of the United States
Internal Revenue Code,..." )

Interpretation of this quoted language has been the subject
of controversy in Congress and the courts.

With respect to two basic issues, the courts have
determined that the statute has a narrow application.
First, virtually all the cases have held that attorney fees
can be awarded only if the taxpayer is the defendant. This
interpretation results in the statute being applied to very
few cases; most tax litigation occurs in the Tax Court where
the taxpayer is the petitioner or in a District Court where
the taxpayer is the plantiff suing for a refund. Second,
the courts have cited legislative history to conclude that
taxpayers must demonstrate that the Government has acted "in
bad faith, for purposes of harassment.or vexatiously or
frivolously."

In our view, current law is unacceptable. The ambiguities
in' the 1976 Act are troubling, and the Act has been held to
apply to such an arbitrarily narrow category of cases that
it provides more confusion than protection for taxpayers.

The tax provision of the Civil Rights Attorreys' Fees Awards
Act should be repealed.

OBJECTIVES OF NEW LEGISLATION

Some persons may argue that this Subcommittee should
take no action beyond repeal of the tax provision in the
Civil Rights Attorneys' Fees Awards Act. As we have noted,
a Federal tax case is not, in general, the type of litiga-
tion in which attorney fees historically have been awarded:;
tax litigation seldom involves a "private attorney general"
seeking to establish social principles for the public at
large. In fact, an attorney fees statute presents the
danger of impairing the interests of the vast majority of
taxpayers. A recent comment by the Tax Section of the New
York State Bar Association is instructive:
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"...[I]t must be recognized that in legal disputes
right and wrong are often matters of degree, or of
fact; that a system that encourages the settlement of
cases may be as desirable as one that pushes cases to
trial; that the allowance of attorneys' fees may induce
either more litigation or more prolonged litigation;
and that any increased litigation expenses of the
Government will ultimately be borne by all taxpayers.”
Tax Section, New York State Bar Association, Report
of the Committee on Practice and Procedure, "Awards
of Attorneys' Fees in Federal Tax Cases," January 18,
1978. :

However, in spite of the potential problems with
awarding attorney fees in tax cases, we favor a provision
for fee shifting in certain instances. The issue must be
faced squarely: when should the legal fees of one taxpayer
be paid by all taxpayers? In addressing this question, we
believe that legislation should be designed with several
general objectives in mind. '

Protection of Taxpayers Against Government Abuses

Any attorney fee proposal should be examined in the
context of our self-assessment method of taxation. The
American tax system is unique in the extent to which it
depends upon voluntary compliance. The Government relies
upon individual taxpayers to assess themselves and to pay
their share of the tax burden. In return, taxpayers expect
the Government to administer the system fairly and even-
handedly.

We believe that the Government usually lives up to its
end of the bargain. The Internal Revenue Service generally
-administers the tax laws reasonably and equitably. But in
any institution as large as the IRS, some mistakes are made.
In those instances where the Government overreaches, a
taxpayer must not feel incapable of defending his interests.
The awarding of attorney fees in appropriate cases can help
to preserve the principle of fairness .that is central to the
voluntary assessment system.

Encouragement of Responsible Government Action

The attitudes and actions of Government employees, as
well as taxpayers, may be affected by attorney fees legis-
lation. Proponents of such legislation usually suggest the

49-968 0 -~ 79 -~ 5
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need to restrain the Federal bureaucracy. Accordingly, an
attorney fees bill is advanced as a deterrent to heavy-
handed actions by the Internal Revenue Service.

In order to achieve this deterrent objective, legis-
lation should distinguish between abusive and responsible
governmental actions. Tax administration would obviously be
ineffective if the Government conceded all close cases to
taxpayers. Reasonable pursuit of debatable tax issues
should not be discouraged by enactment of an attorney fees
bill that applies broadly to all prevailing taxpayers.

Concern for Tax Court Congestion

Moreover, a bill that is drafted too broadly would
encourage litigation and increase substantially a volume of
tax cases that is already alarming. The current Tax Court
inventory is at an all-time high of over 24,000 cases. Such
a huge case load places a strain upon the Government's -
ability to dispose effectively of a case and impairs the
ability of a taxpayer to obtain prompt judicial resolution
of a dispute.

Congress has acted recently in an effort to alleviate
this court congestion and to assist small taxpayers. The
Revenue Act of 1978 expands a special Tax Court small case
procedure, originally created in 1969. Effective June ),
1979, the Act permits an informal, expedited process fcr
handling disputes where $5,000 or less is at issue; the
prior jurisdictional ceiling was $1,500. Nearly all of
these cases are handled by the taxpayers themselves, without
the need to hire counsel. In describing this recent amend-
ment, the General Explanation of the Revenue Act of 1978
states:

" {M]ore taxpayers will be able to take advantage of
that expeditious and simplified procedure for handling
tax disputes. In addition, it will provide a means of
relieving the regular judges of part of an extremely
heavy workload."

If attorney fees were to be awarded routinely to
prevailing taxpayers, we fear that use of the simple small
case mechanism would be discouraged. Attempts to streamline
Tax Court procedures would be undermined. And in the
process, the ultimate losers would be the thousands of
taxpayers who desire swift judicial decisions on tax con-
troversies.,
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APPROACH OF S. 1444

Measured by the objectives I have outlined, S. 1444 is
a_good bill. 1Its scope is more expansive and rational than
current.law. Yet, its language is well tailored to accom-
modate the unique characteristics of tax cases.

To recover attorney fees under S. 1444, a litigant must
show that the position of the Government in the litigation
is unreasonable. This standard promotes the sound principle
that taxpayers should not have to bear the cost of defending
themselves against abusive governmental action. But at the
same time, it recognizes the interest of all taxpayers in
responsible tax administration by the IRS and in having an
expeditious judicial remedy for cases not settled at an
administrative level.

The "reasonableness" test is to be applied by "taking
into account the entire record of the case as well as any
other relevant evidence." Under this standard, the attorney
fees issue should be viewed in the context of the history
of 'litigation on a particular tax question. For example, a
court might award attorney fees where the Government continues
to litigate a legal issue after losing in several Circuit
Courts. On the other hand, attorney fees should not ordinarily
be granted where a decision invalidates an IRS ruling that
had previously been upheld by other courts.

In outlining the requirements for recovering attorney
fees, the bill recognizes that tax cases, compared to other
forms of civil litigation,  typically involve many differing
issues of fact and law as well as several taxable years.
There is likely to be no clear-cut winner in such a multi-
faceted proceeding; approximately 40 percent of all Tax
Court cases result in decisions that are split between the
taxpayer and the Government. Accordingly, S. 1444 describes
with some precision the extent to which a party must prevail
in order to qualify for an award. Under the bill, a party
must prevail with respect to all, or all but an insignificant
portion portion of, the amount in controversy. If no amount
is in controversy, the taxpayer must prevail with respect
go all, or all but an insignificant portion of, the issues

nvolved.



64

We believe that the definition of “"prevailing party” in
S. 1444 -- a definition that incorporates the "reasonableness"
standard and the specific treatment of multiple issue
proceedings ~- should allay many of the concerns about
exacerbating court congestion in tax cases. But to dis-
courage unnecessary litigation, the Subcommittee may wish to
consider an additional refinement of the requirements for
recovery of legal expenses. Under current practices, a
taxpayer typically appeals to an IRS regional office in the
event he disagrees with the findings of an examining agent;
over 95 percent of all disputed cases are resolved without
trial. 1If the bill is enacted as drafted, there is a danger
that a taxpayer will circumvent the administrative process
and have his case docketed in court solely because of the
prospest of recovering attorney fees and other court costs.
As a safeguard against such unintended results, we recommend
that the bill alldw attorney fees to be recovered only in
those instances where a taxpayer has exhausted his adminis-
trative remedies before instituting court proceedings.

Finally, we would like to note another provision in the
bill that reflects the unique aspects of tax cases. Contrary
to most other forms of litigation, the complexity of a tax
case is generally related to the relative affluence of the
taxpayer. Most persons -with modest resources can litigate
their tax issues without incurring the legal fees that might
be paid by a large, multinational company. Therefore, to
target relief to those most in need, H.R. 1444 places a
ceiling of $20,000 on the amount of costs and attorney fees
that can be awarded in any one proceeding. This cap is a
workable limitation that focuses the bill on small taxpayers
without requiring a judicial determination of asset size --
a determination that could itself raise difficult fact
questions for a court.

S. 1444 takes a reasonable, balanced approach to the
special problems of awarding attorney fees in tax litigation.
The bill is scheduled to be effective for a 4-year period,
so that its impact can be carefully evaluated before permanent
legislation is adopted. This experiment should be undertaken.
We urge enactment of S. 1444.

°0°
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STATEMENT OF JOHN F. MURRAY+ ACTING DEPUTY ASSISTANT
ATTORNEY GENERAL. TAX DIVISION
* Mr, Chaixman:

Thank you for inviting me to share with you the views of the
Department of Justice on S. 1444, the "Taxpayer Protection and Reimbursement
Act." '

The courts in the United States apply the so-called “American Rule®
'in connection with attomeys' fee avards. Under the American Rule the
prevailing litigant is rnot generally entitled to reimbursement of his
legal fees from the losing litigant. Although & few oommon law excep-
tions to this general rule exist, attorneys' fees connot be awarded
against the United States, in sny event, absent a statutory autlbrizat.ion;

In recent years, the Congress has enacted a mber of such
statutory authorizations for the awarc of attorneys' fees. Among these
recent enactments are Titles II and VII of the Civil Rights Act of
1964 (42 U.S.C. Secs. 2000a-3(b); 2000e-5(k); Title III of the Organized
Crime Control Act (18 U.S.C. Sec., 2520); the Freedomn of Information
Act (5 U.S.C. Sec. 552(a)(4) (E); the Privacy Act (5 U.S.C. Sec. 552a(g)):
the Consumer Product Safety Act (15 U.S.C. Secs. 2059{e) (4), 2060,
2072(a), 2073); and, most recently, the Allen amendvent tr the Civil
Rights Attomeys' Fees Awards Act of 1976 (42 U.S.C. Sec. 1988).

The rationale for suthorizing award of attorneys' fees against the
Government vas explained in the Report of the House Government Operations
Comittee on the 1974 amendments to the Freedom of Informetion Act in
the following terms (H. Rep. 93-876,. 93d Cong. 24 Sess. pp. 6~7):

The allowance of a reasonable attorneys' fee out of

govermment funds to prevailing parties in litigation
has been considered desirable when the suit edvances

a strong congressional policy.
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The Department of Justice believes that the Me.ric_an Rule i_s
generally sound and thet the burden of attommeys' fees should be shifted
only in order t effectuate specific and compelling public interests,
and only if the monetary and other costs of fee shifting are reasonable.
The converse side cf this proposition is that such fees should not be
shifted indiscririnately or as & mtter‘of ocourse to the Goverrment when
itisth;mevailimparty. Anyomerappmadtastotheema;'dof
fees against the Goverrment would have a chilling effect on the quality
of efforts to enforce the law. As Senator Kennedy said during debate on
the Allen Amendment to the Civil Rights Act of 1976 (122 Cong. Rec.

S. 17051 (daily ed., Sept. 29, 1976)):

{The legislation] is not, however, intended * * ¥
to deter the Goverrment from instituting legitimate
tax cases by threatening it with the prospect of
having to pay the defendant's counsel fees should
it lose. Were the Congress or the courts to provide
otherwise, it would have a substantial chilling
effect on the bringing of genuinely meritorious
actions. I am sure that none of us would want to
inhibit responsible lawsuits brought by the United
States to enforce the tax laws of our country.

Aside fram the prospect that attorneys' fee legislation could have
the effect of irhibiting legitirate enforcement of the tax laws, such
legislation also poses other dangers. For example, the prospect of
obtaining an award of attorneys' fees would likely inhibit administrative
settlement of tax controversies and thereby increase the caseload of
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the courts, although to what extent that will happen is admittedly
speculative. Even s to cases that would have been filed without regard
to award of attorneys' fees, the courts will face additional work since
ocxamnsel can be expected aggressively to seek reimbursement of fees

fram the court. As a result, the settlement of cases after inctitution
of suit is also likely to Le more difficult.

Our system of taxation is based upon self-assessment and, accordingly,
every effort must be made to maintain the appearance and reality of
faimess. Small taxpayers sametimes perceive that the Internal Revenue
Service has acted unreasonably, but find that the cost to challenge that
action would exceed the smount in controversy. That type of situation
is unfortunate, undermines the credibility of the system, and calls for
a legislative solution. " On balance we agree that an effort should be
made to solve that problem, even thoigh fram a policy standpoint it
can be argued that the taxpaying public &s a whole should not be asked

- to underwrite what is essentially an expense of xjecweth;g or preserving
the xrivate prcperty of a single taxpayer. The solution, however,
should be confined to the problem at which it is addressed and should’
not be viewed as a relief act for attorneys.

The Allen amendment to the Civil Rights Attomey's Fees Awards
Act of 1976 (P.L. 94-559) is the only législatim enacted to date which
allows the award of attormeys' fees against the Govermment in a tax case.
The purpose of that legislation, like the purpose of S. 1444, is to permit
small taxpayers to obtain reimbursevent of their oourt costs, including
attermeys' fees, when the Goverrment has_actei unreasonably.
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S, 1444, wnlike the Allen amendment, would permit the award of fees
against the Goverrment whether the suit was instituted by the Government
or against the Govermment. The Allen amendment permits no redress in
the latter situation. Also in contrast to the Allen amendment (which
ocontains no limitation), S. 1444 would permit a maximm award of $20,000.
An obvious pressure point in terms of litigation concerring the
legis]ation is the manner in vhich the tem "unreasonable" will be
interpreted ard applied. It clearly would not require that bad faith
in a subjective sense be demonstrated. The statement of Chairman Bacus
upon introduction of S. 1444 states that the totality of circumstances
must be taken into acoount, not merely the formal record of the trial,
and then suggests that— '

a court should consider whether even though IRS'
desire to litigate a tax issue may well be fcxr the
public benefit and its legal position may be
reasonable, the position of IRS has nonetheless
become unreasonable due to its application of that
particular law to a2 particular taxpayer vhich wrong-
fully and unnecessarily forces that taxpayer into
oourt.

We understand this analysis merely to exemplify that the Service can
act unreasonably either in its adoption of a legal position or applica-
tion of that legal position to the facts of a particular case, and that
the Jegislaticn would apply in either event. In light of this under-
stending ye have no difficulty with the analysis. The basic thrust of
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the “unreasonable"™ conduct concept is for the courts to determine
whether the Service has overreached.

One troubling aspect of the legislation is that it would permmit
the recovery of "oourt costs," but neither the statute nor the floor
statement defines the breadth of that temm. At the present time the
United States Tax Court has no power whatever to award court costs,
vhile the district courts may aword the costs enumerated in 28 U,S.C.
Sec. 1920. We would be pleased to work with your staff on this aspect
of the legislation because absent same guidance for the courts a great
deal of litigation, and no doubt some inconsistent decisions, will result.

Another issue which the legislation should address is the manner
in which "reasonable attormeys' fees" will be carputed. The courts ha\'e
given us guidance in oconnection with the computation of attornmeys® fees
when the secvices are performed by private law fixms., However, how
should the camputation be rade when the legal sexvices are performed by
ir-house cownsel? Should the emount of the fees in that situation be
Sased upon the salary of that attorney allocable to services performed
in connection with the case, or should the award be based upon what it
would have cost the taxpayer had private counsel be hired? Similarly,
some ocourts in connection with Freedom of Information Act cases have
actually made "attcrneys' fee" awards to litigants who instituted and
tried the suit without the benefit of comsell In keeping with the
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purpose of S, 1444, to allow reimhursement of expenditures in tax cases
caused by improper action on the part of the Intermal Reverue Service,
we believe that awards under S. 1444 should be limited to reimbursement
of ‘the amount actuzlly ecpended The Merican Bar Association's proposed
Statute for the sward of attorneys' fees in tax cases includes such a
limitation. 30 Tax Lawyer 1292 (1977).

We would also feel more comfortable if the legislative history
indicated that in determining the reasonableness of the award, the court
could reduce, or even deny, the claimed award to the extent that the
rrevailing party's conduct tnduly and unreasonably protracted the
controversy. The federal goverrment should clearly not be viewed as a
"deep pocket" for the recovery of umarranted fees. ’ '

Another matter that should be addressed in the legislative history
concerns the procedure for determining the allowability of an award. One
difficulty in the trial of tax cases has always been a tendency on the
part of taxpayers to put the Internal Pevenue Service or the auditing
agent on trial, rather than concentrating on the factual and legal
issues involved. Legislation to authorize attomeys' fee awards Md
not be viewed or used as a vehicle to encowrage such trial tactics, but
rather the parties should be required to supplement the record conceming
allowability and the amount of any claimed award after the case is
decided on the merits. Moreover, it should not be necessary in all
instances to have ¢ second trial cn the attorneys' fee issve. Instead, the
parties should be expected to raise the matter by motion and affidavit
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in order to facilitate a detemuination by the court of the need fcr an
actual hearing. In order to resolve any doubt as to the procedure to be
followed, that issue should be addressed in the legislative history.

As to tre moaxirmam amount to be awarded, S. 1444 imposes a limitation
of $20,000, in keeping with its focus on suits instituted by small
taxpayers, Other witnesses will no doubt contend that the limitation
should be removed, although remcval of that limitation would change the
entire thrust of the proposal. Assuming arguendo thit the other requisites
of S. 1444 oould be met, we have no doubt that $20,000 would not be
completely oampensetory in certain civil tax cases, such as the cases
the Department of Justice is presently oconducting with Exoon, Mobil 0il
Campany, Shell 0il Cawpany, Getty Oil Cawpany, General Motors Corporation,
International Harvestor Oampany, Inland Steel Corporation or the Xerox
Corporation. We sulmit, however, that based vpon the awards mede to
date egainst the Goverrment under the Allen amendment that the proposed
raximum amount awardable will be adequate in most cases involving small
taxpayers.

The last issue upon which I would like to comment is the source of
;iayment provisicn contained in S. 1444, which presently states that the
award should be paid out. of "the general apptﬁ:u:iatims of the agency
conducting the action or proceeding.” In light the role of the
Department of Justice i.ntaxcases, toactaslegal representative for
u\elntemalnevenueSewioe,wearemtcomi:md&:atuwsmmceof
payrment rule properly allocates the burden of compensating taxpayers
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who would recover awards under S. 1444. Thus, we would like to pursue
this matter with your staff in subsequent discussions.

In conclusion, I would like to commend Chaimman Baucus for
introducing S. 1444, and for conducting these hearings. The legislation
takes a baJanced approach and its enactment would be bereficial.

I would be pleased to respond to any questions that you may have.

Senator Baucus: The next witness will be Hon. C. Moxley Feath-
erston, Chief Judge, U.S. Tax Court.
Judge Featherston, I am very happy to have you here.

STATEMENT OF HON. C. MOXLEY FEATHERSTON, CHIEF
JUDGE, U.S. TAX COURT

Judge FEATHERSTON. Thank you, Mr. Chairman.

I welcome this opportunity to discuss S. 1444.

With me are Judge Leo Irwin of our court and Mr. Charles S.

who is the clerk of our court.

We have filed a formal statement and we understand that state-
ment will be made a part of the record of this proceeding, and
permit me, just briefly, to give you the highlights of this statement.

The Tax Court takes no position on the ultimate determination
of basic policy with respect to this proposed legislation. As a court,
gg feel that this is a policy decision that is to be made by the

ngress.

e certainly agree with the views that you have expressed, Mr.
Chairman, that it is important that the administration of the Inter-
nal Revenue laws be fair and that they give the appearance of
fairness. Certainly, that is also true with respect of the handling of
litigation in the courts.

e do have some concerns about the effect of the proposal on tax
liti%f\tion. Let me briefly summarize three of those concerns that
we have described in our statement.

I think in the course of the testimony of the witnesses who just
preceded me, that every one of those concerns have been touched
on, but from the standpoint of the court, we have a little bit of a
different problem, perhaps, than the administrators have.

First, we are concerned about the possible effect of the bill on the
settlement of tax cases. When I came to the Tax Court in 1967,
approximately 6,000 cases were filed in that year. During the last
fiscal year, the fiscal year ended September 30, 1978, 13,750 cases
were filed. Approximately 75 percent of the cases, as we make the
computation, are disposed of by settlement. Any substantial in-
crease in the number of cases which have to be litigated would
create a burden upon the court which would be beyond the present
capabilities of the court to handle. We are, therefore, concerned
that the legislation, as it is finally framed, take into account its
possible effects upon settlements.

After the facts are known, the Government concedes some cases
completely. This bill, as I understand it, would provide for costs in
such cases if the Government's position was unreasonable, and the
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decisions as to whether costs are to be allowed must be made in the
light of the record as a whole.

In a case which has been disposed of by a complete concession by
the Government, there, of course, is no trial record. This presum-
ably means that the court may have to take testimony to ascertain
what the evidence would have been if the case had gone to trial,
and possibly whether the taxpayer has withheld information from
the Internal Revenue Service during the audit process.

Faced with the possible claim for attorneys’ fees in these cases,
the Government may tend to litigate rather than to concede a case.
Similarly, a taxpayer may tend to decline to make a give-and-take
settlement in the hope that he will be able to prevail completely
and be entitled to costs.

The second concern that I would mention was one that you
alluded to a few minutes ago, Mr. Chairman. We are not certain
whether the phrase “reasonable court costs including attorneys’
fees,” as used in the bill, is intended to cover the expenses incurred
by the taxpayer at the administrative or audit level.

If the language is not intended to cover costs incurred at the
administrative level, the tendency may be to shortcut the adminis-
trative process and to file a suit in the hope of recovering costs
which otherwise would not be reimbursable, thus increasing the
amount of the litigation in the courts.

On the other hand, if the bill is intended to allow reimbursement
for costs incurred at the administrative level, the court may find
itself in a position of having to hear testimony concerning the
entire administrative process. Under the law as it now stands, the
Commissioner’s determination is treated as having what the courts
refer to as a presumption of correctness. The courts ordinarily do
not hear testimony that goes behind the statutory notice.

We think it is important to preserve this rule. This is a problem
which will have to be dealt with, hopefully, in the statute on
legislative history of this provision.

e third consideration is that the bill, as it now stands, gives no

%uidance as to how reasonable attorneys’ fees are to be determined.

ax Court litigation, as suggested a few minutes ago by Commis-
sioner Kurtz, presents a special problem in this respect.

Approximately 34 percent of the Tax Court cases involve less
than $1,500 and 51 percent involve less than $5,000. It is true that,
at this time, most of these small cases are handled by taxpayers
who do not have attorneys, but of course the bill would open up the
possi,b}lity for these taxpayers to obtain reimbursement for attor-
neys’ fees.

ne of the problems which I think might be dealt with in the
statute on legislative history is whether, and to what extent, pro se
taxpayers—that is, taxpayers who do not have attorneys—will be
entitled to recover fees.

With respect to the amount in private litigation, one of the
important factors in determining the reasonableness of attorneys’
fees is, of course, the amount involved, or the amount which has
been saved, or recovered by the litigant. If the amount involved is
to be a criterion for the amount of the attorneys’ fees allowable in
these small tax cases, the amount of the fees may not be sufficient
to attract an attorney. On the other hand, if the amount in litiga-
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tion is not a factor to be taken into account, the court may find
itself with claims for attorneys’ fees that exceed the amount of the
deficiency determined by the Commissioner.

We would urge that the statutory language or the committee
report give the court some guidance on this type of case.

Mr. Chairman, these are three points which are covered in more
detail in our statement. If we can be of any assistance in providing
any further information, we would be pleased to do so.

nator Baucus. Thank you very much, Judge.

Let me ask you a few questions on your last point. I guess the
basic question I have is how much more guidance do you want as a
judge, or you think other Tax Court judges or district court Judges
would like, in determining some of the answers to the questions
you raised?

I guess my basic question is, on the one hand, the degree to
which you feel these issues should be addressed in the statute or in
the legislative history, and on the other, the degree to which judges
should be able to have more flexibility?

Should individual taxpayers appearing on their own behalf be
entitled to reasonable fees, what are reasonable fees in those cases,
and what kinds of limits should there be, for example?

Could you address that basic question, please?

Judge FEATHERSTON. Yes.

As | understand it, the use of the term “reasonable” and ‘“unrea-
sonable” that appear in the bill are designed to give the courts a
Freat deal of latitude and discretion in deciding when attorneys’

ees are to be allowed, and in what amount. I think that is basical-
ly a good solution to the problem.

I do have this concern that I expressed, however, concerning the
small tax cases in the Tax Court. As I indicated, some of them
involve very small amounts of money. The legal issue presented is
not always easy in these small cases and if an attorney is going to
be employed in those cases to prepare them for trial in a way that
would be of any help to the taxpayer, he is going to spend a great
deal of time and we simply are not sure as to how the court should
proceed under the legislation.

Senator Baucus. I understand. I guess I am asking, would you, as
a judge, prefer fairly definite, clear guidelines, which, as a practical
matter, might be somewhat rigid and inflexible or would you prefer
it if we were to err in the other direction, to give the judiciary
more flexibility? .

I am t;{i;\g to get a feel for how far you believe we should go?

Judge THERSTON. I would prefer ﬂexibilit{.

Senator Baucus. But you would still like a little more guidance?

Judge FEATHERSTON. Particularly in the small cases.

Senator Baucus. You raised the concern about the degree to
which this bill may discourage settlements. I am wondering if you
could give the committee a little bit of guidance, based on your
experience, on the degree to which you think providing for attor-
neys’ fees and costs for prevailing plaintiffs and defendants would
discourage settlements, and the degree to which settlements may
be further discouraged if the burden of proof were shifted to the
Government.
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Judge FEATHERSTON. I am not sure I can give you any helpful
information because we have absolutely no experience, so we would
be dealing entirely in terms of speculation as to its possible effect.

I would think, as a practical matter, that in the vast majority of
cases, if the taxpayer, let us say, is able to settle the case on a very
favorable basis, that it would not stand in the way.

There may be situations, however, where taxpayers will be very
reluctant to settle, or the Government will be reluctant to settle,
for fear that they would be subg(gcted to the payment of attorneys’
fees. This is an extremely difficult question for me to answer
because we simply have no experience on which to base an answer.

Senator Baucus. I suppose the same problem occurs with your
second point, whether taxpayers might shortcut the administrative
process and immediately go to court because of the possibility that
they might also be awarded attorneys’ fees and costs.

As you heard in some of the earlier testimony, some of the
witnesses suggested that taxpayers must first exhaust their admin-
istative remedies before going to court. If that provision were writ-
ten into the bill, would you still be worried about whether taxpay-
ers would unnecessarily shortcut the process and go to court be-
cause of the possibility of getting fees?

Judge FEATHERSTON. Mr. Chairman, I would think that a propos-
al requiring taxpayers to exhaust administrative remedies should
be given very careful consideration as a separate piece of legisla-
tion. That would be my feeling about it.

I think that the present procedures available are quite flexible. It
may be that there are some definite advantages in that respect to
taxpayers.

Here, again, we are dealing with a matter of judgment. I should
think that that should be given very careful study.

Senator Baucus. Would section 6673 be helpful here in prevent-
ing taxpayers from unjustifiably short circuiting the process and
going to the Tax Court. That section enables the Tax Court to
award damages, not to exceed $500, against taxpayers who bring
proceeding::nnecessarily.

Judge THERSTON. That section, as you indicated, authorizes
the Tax Court to award damages to the Government to the extent
of $500 if the taxpayer files the action merely for delay. So that the
factual standard, the factual issue that has to be answered in those
cases is whether the action was filed merely for delay. Other stat-
utes give similar authority to the courts of appeals and the Su-
preme Court.

Senator Baucus. Should we modify that statute?

Judge FEATHERSTON. I have no suggestions in that respect.

Senator Baucus. Judge, I appreciate your appearance this after-
noon. You have been very helpful, and I thank you.

[The prepared statement of Judge Featherston follows:]

StATEMENT BY CHIEF JUDGE C. MoXLEY FEATHERSTON, U.S. TAX COURT, ON
S. 1444

I welcome this opportunity to submit the views of the United States Tax Court
with respect to S. 1444, known as the Taxpayer Protection and Reimbursement Act.
The Bill would provide for the award of reasonable court costs, including attorney’s
fees, to prevailing parties in Tax Court and other civil tax litigation.
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GENERAL COMMENTS
At the outset, I wish to make it clear that the Court takes no [laosition on the

ultimate determination of basic policy in respect of this proposed legislation. We
think this is a matter for the Con to decide. Our concern is with respect to the
impact which certain provisions of the pro | may have on tax litigation and the
consequent burden on the courts. I trust that our statement of these concerns will
not be interpreted as opposition to the Bill.

Tax litigation poses some special problems. It deals with the duty and power of
the Federal Government to collect the revenue necessary for its proper functioning.
In the context of the need for revenue, we believe that any legislation authorizing
the award of costs in tax cases requires a careful balancing. The right of a taxpayer
not to be imposed upon with respect to efforts to collect taxes alleged to be due from
him must be weighed against the obvious undesirability of encouraging taxpayers to
delay payment of taxes they justifiably owe in the hope, however small, that they
may be able to convince a court that the{ do not owe such taxes and, in addition,
can obtain reimbursement for the costs of litigation.

There is also a need, in striking such a balance, to take into account that the
ﬁrospect that the award of court costs and attorney’s fees will add to the already

eavy load of tax cases with which the judicial system has to contend. One striking
example of what we have in mind, both in terms of revenue collection and adding to
the burden of the judiciary, is reflected in the provision for the award of costs where
cases are settled. In many instances, after all the facts become known, cases are
settled on the basis that there are no additional taxes due. It would seem that the
prospect of the Government'’s being required to pay costs in such cases may inhibit
the resolution in favor of the taxpayer of issues in Fending cases where any real
doubt exists and thus encourage litigation which would otherwise not take place. In
a similar vein, taxpayers may be hesitant to concede issues where there is any
doubt, because to do so will militate against the possibility of being awarded costs,
again encouraging litigation.

We are certain that Congress does not intend that this Bill become the engine to
fuel additional litigation. As we understand its objectives, the purpose is to confine
the award of costs to situations where the Government has clearly abused the
exercise of its power and duty to collect needed revenue. To achieve this objective
we think it essential that, if legislation is enacted, it contain precise language
(either in the statute itself or in the legislative history) expressing the intention of
the Congress to confine the benefits conferred only to taxpayers who have been

imposed upon.
UNREASONABLE POSITION AND REASONABLE COSTS

In this connection there are two provisions in the Bill which cause us concern: (1)
the provision (new sec. T430(cX2XB) that fees may be allowed if the prevailing party
establishes, among other things, that “the position of the United States in the civil
action or proceeding was unreasonable”; and (2) the provision (new sec. 743Xa)) that
the prevailing party may be awarded “reasonable court costs, including attorney's
fees, incurred in such action or proceeding.” The terms “unreasonable’” and “reason-
able” when used in the context of Tax Court litigation without more definite
guigflelines lack the precision we think is needed to avoid further extensive litigation
problems.

We assume that the objectives in using these general terms to a large extent is to
avoid a second trial on whether fees are allowable and in what amounts, and to
leave those decisions to the sound discretion of the court. We endorse those objec-
tives, but we believe that, if they are to be achieved in Tax Court litigation, more
precise language in the Bill or the Committee report is needed.

CASES CONCEDED BY THE GOVERNMENT

I have referred to the possible reluctance of the Government to concede cases
completely lest the petitioner claim court costs and attorney’s fees. There is another
roblem In this type of case which may lead to further litigation. Where the
vernment has conceded the case entirely or except for an “insignificant portion”
and the taxpayer claims costs, the decision as to whether costs will be allowed must
be made, as in other cases, “‘by taking into account the entire record of the case as
well as any other relevant evidence.” (New sec. 7430cX2.) Since there is no trial
record in such cases, this provision apparently means that the Court will be re-
quired to take testimony and other evidence to ascertain whether the Government’s
ition was ‘‘reasonable”’—in other words, to hear the evidence that would have

n offered had the case gone to trial. In other conceded cases, evidence may be
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needed to ascertain whether the Commissioner’s “unreasonable” position was attrib-
gtable to the taxpayer's failure to furnish complete information during the audit of
is return.

The Tax Court is particularly concerned about any provision which would in any
way impede settlements. Over the last 12 years, the annual filings of new Tax Court
cases has more than doubled. During the fiscal year ended Selptember 30, 1978, we
received 13,740 new cases and cloeeJ 12,062 cases. Our judicial manpower has been
severely stretched to handle this heavy workload. Any appreciable decrease in the
settlement rate would cast a load on the Court beyond its cagacit to carry.

We are not suggesting that injustices, if they exist, should continue without
attention merely use of the additional work. We are asking only that the
prospect of obtaining reimbursement for court costs and attorney’s fees not be made
an inducement to the refusal of reasonable settlements.

INSIGNIFICANT AMOUNT IN CONTROVERSY

The provisions that the taxpayer must prevail ‘as to all, or all but an insignifi-
cant portion of the amount in controversy” (new sec. T430(cX2XAXi)) or “as to all, or
all but an insignificant portion, of the issue or issues presented” (new sec.
T430(cX2XAXii)) have the seeds of litigation problems in certain tax cases. Many
issues litigated in tax cases are of a continuing nature. In the year in suit, the
amount at stake or an individual issue may be “insignificant” when compared with
the total deﬁcien% Yet in other years large amounts may turn on the same legal
or factual issue. The decision in the year before the court may form a basis for
collateral estoppel for other years or provide a precedent controlling liabilities in
later years. Without further guidance in the language of the statute or in the
Committee report, we may be faced with the necessity of exploring through testimo-
ny the tax consequences of our decision in later years, thus increasing litigation.

DETERMINATION OF COURT COSTS

The determination of the amount of the court costs and attorney’s fees to be
allowed in individual cases may be extremely difficult under the standard of ‘‘rea-
sonable court costs” without further guidance. We interpret this language to mean
that “court costs” other than attorney’s fees are not limited to the precise items
now allowable in the district courts under sections 1920 and 2412 of Title 28 of the
Code.! The only limitation on court costs under the Bill appears to be the provision
that allowable court costs may not exceed $20,000 for any one civil action or

p ing.

As the Committee knows, much of the time spent in handling tax litigation is
expended at the various administrative levels within the Internal Revenue Service.
In many cases, taxpayers incur expenses for the services of attorneys, accountants,
and experts during the audit stage. Whether the language “reasonable court costs,
including attorney's fees” is intended to cover such expenses at the administrative
level needs to be made clear. And that provision presents a dilemma: If the lan-
i‘uage is not intended to cover costs incurred at the administrative level prior to the

ax Court suit, the temptation to the taxpayer will be to file suit and then obtain
such costly assistance, thus increasing litigation. If the Bill is intended to cover such
costs at the administrative level, the Tax Court may be faced with the necessity for
permitting testimony (at the trial itself or at a second trial) describing the whole
administrative groeess

Involved in this prospect of permitting testimony on the administrative process is
the general principle in tax litigation that, except in extreme cases where, for
example, violations of constitutional rights may have occurred, the courts do not
allow the testimony to go back of the statutory notice of deficiency. The courts
accord to the Commissioner’s determination in the notice of deﬁcienct' what is
referred to as a “presumption of correctness,” and the taxpayer generally has the
burden of showing error in the Commissioner’s determination. We would urge that

* Section 1920 of Title 28 of the U.S. Code is as follows: “Sec. 1920. Taxation of costs. A judge
or clerk of any court of the United States may tax as costs the following: (1) Fees of the clerk
and marshal; (2) Fees of the court reporter for all or any part of the stenographic transcript
necessarily obtained for use in the case; (3) Fees and disbursements for printing and witnesses;
(4) Fees for exemplification and cogiee of papers necessarily obtained for use in the case; (5)
Docket fees under section 1923 of this title. A bill of costs shall be filed in the case and, upon
allowance, included in the judgment or decree.”" This section does not appl{ to the Tax Court
because the meaning of the term “court of the United States” is restricted by 28 US.C. 451 to
c&unq created under Article I, whereas the Tax Court was created under Articte I of the

nstitution.

49-968 0 -~ 79 -- 6
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it be made clear that nothing in the proposed legislation should be interpreted to
impair or restrict this long-standing rule.

ALLOWANCE OF FEES IN CASES INVOLVING SMALL AMOUNTS

The amounts in dispute in Tax Court cases vary widely. The following table shows
by categories such amounts in stated percentages of the 16,758 groups of Tax Court
cases pending on May 31, 1979:

Gy Py iyl

$0 to $1,500 5,654 u
$1,501 to $5.000 2892 17
$5,000 to §10,000 1,355 8
$10,000 to $50,000 3l 19
$50,000 to $100,000 1104 7
$100,000 1o $200,000 840 5
$200,000 to $500,000 886 5
$500,000 o $1,000,000 an 2
Over $1,000,000 545 3

Tota 16,758 100

inciuded i 2 group of cases are those cases wdentihed as having been brought by the same or a related laxpayer or hawing a common issue.
Ordinarily, such cases can be consofidated for trial,

The Bill as it now stands gives no guidance as to how we are to determine the
amounts of “reasonable” attorney's fees. In private litigation, the amount at issue is
a factor of primary significance. If primary significance is to be attached to that
factor under the Bill, the amount involved in the 34 percent of the groups of cases
involving less than $1,500 or even the 17 percent involving less than $5,000 is so
small that the fees would hardly be sufficient to obtain the services of competent
attorneys. On the other hand, if the amount involved is not to be a limiting factor,
the Court may find itself required to allow attorney’s fees which exceed the amount
in dispute. We urge the Committee to provide us with guidance on this point.
Another consideration, though at the other end of this spectrum, is the need for
guidance in cases handled by “in-house’’ lawyers of corporate taxpayers. If fees are
not to be awarded for the services of “in-house” counsel, measured perhaps by a
gortion of their salaries, it would appear to penalize the use of staff attorneys to

andle litigation.

CONCLUSION

Té:elﬁa‘;m appreciates the opportunity your Committee has given it to comment
on S. .

If the Committee has any questions, I will be happy to provide you with any
further information available to the Court. We will also welcome the opportunity to
work with your staff if you should desire us to do so.

Senator Baucus. The next panel will include: Lipman Redman,
chairman, section on taxation, American Bar Association; accompa-
nied by Steven Salch, special advisor to ABA tax section’s Commit-
tee on Court Procedures. Johnnie M. Walters, former Commission-
er of the Internal Revenue Service and former Assistant Attornsg
General, Tax Division of the Department of Justice and Stuart E.
Seigel, former Chief Counsel, Internal Revenue Service.

Gentlemen, I am very happy to have you here. You have heard
earlier testimony. I encourage you to summarize whatever written
statements you might have and also to respond to any statements
you have heard this afternoon with which you or disagree.

Gentlemen, proceed in any manner that you wish.

(The prepared statement of Lipman Redman follows:]



79

STATEMENT OF LIPMAN REDMAN, CHAIRMAN, SECTION ON
TAXATION, AMERICAN BAR ASSOCIATION, ACCOMPANIED BY
STEVEN SALCH, SPECIAL ADVISOR, ABA TAX SECTION COM-
MITTEE ON COURT PROCEDURES

Mr. REpMAN. Mr. Chairman, we have made no arrangements as
to what order to proceed. Since mi: name is listed first and I am
the oldest one at the table, maybe that entitles me to start.

We thank fyou very much for the chance to be here, because this
is an area of considerable concern. Mr. Salch and I speak for the
American Bar Association and we are entitled to do so, because
after the Senate Finance Committee paid its first attention to the
subject in the 1976 act, we decided it was time for us to take a
serious look at the question .

As a result, our ap%gopriate committee on court procedure
chaired by Mr. Salch offered a resolution that went through all

re%t;lir processes.

e section on taxation approved it in the summer of 1977 and
the House of Delegates of the American Bar Association ratified it
in the following February.

A number of points have been made and questions asked and, as
the Chairman suggested, it might be most helpful if we addressed
those directly.

Preliminarili, I think it is important to say what a number of
the witnesses have said, and what is implicit in everybody’s testi-
mony, I believe, that our self-assessment tax system is clearly the
best in the world, far and away. It works very well in most in-
stances, and we do not countenance any severe changes in the
system, because of the inevitable number of horror stories, of
which there will be an unending supply, no matter what kind of
rules are written, whether by statute or Treasury regulations or
revenue procedures or revenue rulings of the Internal Revenue

rvice.

Nonetheless, there is an increasing perception on the part of
taxpayers across the country that the Internal Revenue Service is
the big bad wolf in the picture and it is just too expensive to fight
them. In that setting, we accept and agree with the principle that
underlies S. 1444, namely the provision in appropriate situations
for award of attorneys’ fees in civil tax litigation where the taxpay-
er prevails.

I do not think anybody disputes that around the room today.

In that context, with all the problems—the first one raised this
afternoon is the question as to whether or not the proposal should
extend to fees incurred in administrative processing of cases
through the Internal Revenue Service before litigation; whether, as
a part of that, there should be a requirement that taxpayers ex-
haust their administrative remedies.

We say no to both of those gropositions.

It is true that there are horror stories that indicate that the
Revenue Service is puttingvsome taxpayers to undue expense in the
administrative process. We do not think that happens often
enough, however, to warrant all of the problems inherent in trying
to define the process and to set a standard that would apply.

The Revenue Service is trying to do its job of anlying the
Revenue Code throughout the country. It is inevitable, in many
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instances, in a self-assessment system, and there is nothing wrong
with the Revenue Service picking up a return for examination
perhaps even large numbers of returns, even though it finally
decides that no adjustment is appropriate in many of those cases.

It is nonetheless an important part of the system that taxpayers
understand that. Their returns are subject to examination as an
important element of our self-assessment system. The fact that a
return is examined and is not changed does not, by itself, in our
judgment, warrant the imposition of any penalty, if you will, on
the Revenue Service for having done its job.

With regard to a requirgment to exhaust administrative reme-
dies, there are many instances where, wholly apart from a question
of award of leial fees ultimately, it is in the taxpayers’ best inter-
ests not to exhaust his administrative remedies. It saves time, it
saves money, in a number of situations, for a counsel to advise his
clients, do not bother with going to the Appellate Division; go right
to court.

That will occur in situations in which it is known that the
Revenue Service is litigating certain issues because they are so-
called prime issues. They are not settling those cases, because they
want judicial guidance.

There is no point in going through the administrative process in
that situation, yet that taxpayer would be deemed not to have
exhausted his administrative remedies and not entitled to an
award of legal fees that might otherwise be appropriate.

We think the definitional problems in trying to define what
constitutes exhausting such remedies simply are not worth it, and
that the proper balance has been struck in the Chairman’s bill of
reguging litigation as the point beyond which legal fees are appro-
priate.

A second area that has been discussed is the question of how do
you determine the amount of the award? Should there be a re-
quirement, as this bill has, that the Government must be deemed
to have been unreasonable and a related provision of a maximum
of $25,000 for any case or controversdy?

As you know, the ABA proposal does not require either of those
standards.

We think the question of reasonableness will simply unduly com-
plicate the whole process the way the bill is written. It will be a
threshold question that the court would have to decide before
rtlafiching this second question of whether or not to award any fee at
all.

What is reasonable may be very difficult to establish. Is it unrea-
sonable because the Commissioner and the Chief Counsel og:rating
through their various regions have determined that the Revenue
Service wants judicial guidance in this matter, even though they
have lost four, five, or six cases? One court may say yes and
another court may say no.

Does it matter? Is it not sufficient simply to leave it to the court
to decide whether or not the litigating position adopted by the
Government in a particular case is unreasonable as far as the
taxpayer is concerned? We think the court should be free to do so.

And we think it would unduly complicate matters if we adopted
a threshold standard of unreasonableness.
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Furthermore, the burden of showing unreasonableness is on the
taxpadyer-—and that is where I think it probably belongs, but it
would be very difficult to carry because of the whole complex and
myriad processes through which the Revenue Service must func-
};ion in reaching a decision on whether or not to litigate a particu-
ar case.

In the administrative processing of a case, the Government’s
decisions are made by and large throughout the field offices. Deci-
sions and mistakes are likely to be made. When you go to the
&l;estion of whether to litigate, actually to go to court, whether the

vernment is going to insist that you go to court, you are now at
the point where the decision is made by a higher level person.

It seems to me that that is an appropriate cutoff point beyond
which fees should be made available in the right circumstance.

In terms of requiring a threshold finding of unreasonableness, 1
think you are imposing an undue burden on the court as well as
the taxpayer who may think he is entitled, if this bill were law, to
recoupment of ligal fees.

Why not avoid those problems and leave it to the discretion of
the court? It has been done before in many other areas of law.

Senator Baucus. What examples can you give me? Where has it
been before?

Mr. RepmaN. In many areas of the law such as civil rights
awards, there is a list of situations where awards for legal fees are
made available in the discretion of the court.

In other words, we do not find any case, at last that we know of,
where, indeed, there is a threshold requirement of this kind. Rea-
sonableness is frequently one of the elements used by the court—
reasonableness on the part of the Government action is one of the
factors used in determining the fee.

Mr. SaLcH. Mr. Chairman, most of the existing Federal legisla-
tion that speaks to the question of recoupment of attorneys’ fees
will have a standard of either prevailing party, or of substantially
prevailing.

There are some exceptions in the patent area which essentially
use an exceptional case language. For attorneys’ fee recoupment,
that has traditionally been interpreted to mean the same thing as
bad faith, taxation unwarranted, or harrasment, which, of course,
is the Civil Rights Fees and Awards Act of 1976 brought and ties in
with what the Federal district court said was their inherent equity
power to award attorneys’ fees in exceptional cases.

Senator Baucus. Regrettably there is a vote going on. I have
approximately 7 minutes to get over to vote. We will temporarily
recess for about 10 minutes.

Thank you.

A briet recess was taken.]

nator Baucus. The subcommittee will come to order.

Mr. Redman, you were telling us not to include a standard of
reasonableness.

Mr. REDMAN. Yes.

There are two aspects to it: One, it is a difficult matter to
resolve. We might well have all sorts of litigation on that issue
alone and we just do not think it warrants that, especially in light
of our second point which is that reasonableness, or lack of it, on
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the part of the Government would clearly be, that one of the
elements to be considered by the court in exercising its discretion
with regard to either the question of any award and, if so its
amount. We suggest that the committee ought to make that clear
in its report.

We are relying upon the experience gained in other areas of the
law where legal fees are allowed to be awarded, largely on the
basis of the court’s discretion. There may well be some excesses,
but indeed the taxpayer has to be a prevailing body to start with,
and the amount of the award has to be a reasonable amount before
we think those two constraints should operate to avoid excesses.

That takes me to the one point I did not mention so far, the
definition of the prevailing party as it now appears in the bill. We
have a concern, which we expressed in our formal statement—
which we gather will be included in the record—that the definition
will not cover every instance which I think the bill should cover.

We offer the example in the statement where there are two
issues perhaps involved in one case, one involving $500 and an-
other involving $750.

The taxpayer wins on the $500 issue and it is very important
because it affects matters that recur in subsequent years—life for
depreciation purposes, and things of that sort. He might lose on the
$750 issue and under the definition of the bill, that means that he
is not a prevailing party.

We do not think that should follow and, in view of the basic
purpose of the bill, we doubt that that is your intent.

We prefer to leave it to the definition now in various statutes, to
be determined by the court. The United States Code now contains
that term in fixing a party’s entitlement to recover. We suggest
that same definition should probably apply here.

We recognize that the bottom line, we are putting an awful lot of
power and discretion in the court, but we think that is where it
belongs. Subject to this question of requiring a finding at the
threshold of unreasonableness and a ceiling on the amount of the
award, both of which we oppose because they should be left to the
discretion of the court, we agree with the direction of the bill and
urge the Senators and Chairman to proceed with it. We would be
glad to help in any way that we can.

Senator Baucus. Thank you very much, Mr. Redman.

Mr. RepMmAN. Thank you, Mr. Chairman.

Senator Baucus. Our next witness will be Mr. Stuart E. Seigel.

Mr. Seigel?

STATEMENT OF STUART E. SEIGEL, FORMER CHIEF COUNSEL,
INTERNAL REVENUE SERVICE

Mr. SEiGeL. Mr. Chairman, thank you very much for the opportu-
nity of appearing here today. I have submitted a statement that I
understand will be included in the record and I would like merely
to highlight my statement.

Senator Baucus. To avoid any confusion, all your full statements
will be made a part of the record.

Mr. SEIGEL. As you know, Mr. Chairman, I recently served as
chief counsel for the Internal Revenue Service. I am presently a
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partner in the Washington, D.C. law firm of Williams & Connolly
and 1 am appearing here today in my individual capacity.

I would like to say at the outset that I agree that where the
position of the Government in tax matters goes beyond the bounds
of reasonable administration of the law, it is appropriate to consid-
er a system for compensating a taxpayer for the legal costs in-
volved in contesting the position of the Government.

At the same time, there are problems involved in responding to
that need, problems which I believe should be carefully considered
and evaluated as you move forward to fashion a remedy.

First, I think it is important that obstacles should not be created
to the assertion of positions taken, in good faith, by Revenue offi-
cials that they believe reasonably reflect the law and congressional
intent.

Second, in providing the award of attorneys’ fees you will create
collateral proceedings in the courts. Not only would the court have
to determine the jurisdictional, procedural, and substantive issues
involved in the litigation, it would then be required to proceed to a
supplementary inquiry to determine whether an award of attor-
neys’ fees is appropriate and, if so, the amount to be granted.

Courts already are struggling with increasing dockets should not
be overburdened further with collateral proceedings that are un-
necessary.

This is particularly true in the case of the Tax Court where the
?ggr;vdhelming majority of the volume of civil tax disputes are

ged.

Any program providing for an award of attorneys’ fees in civil
tax litigation must, in my view, be structured to avoid creating an
incentive for the habitual assertion of the claim.

A third objective should be to avoid creating an awards system
that could operate to disturb settlements that taxpayers would
otherwise agree to in the hope that further pursuit of the proceed-
ings would yield recovery of all, or some portion, of attorneys’ fees.

Disincentives to fair and just settlements would only increase
administrative and judicial costs and burdens and lead to negative
impressions of the efficiency of the system.

Fourth, while there are undoubtedly cases in which Service offi-
cials may act unreasonably, the nature of the tax system is such
that individuals may have a perception of unfairness which may
not be attributable to the actions of the Service, but rather reflect
dissatisfaction with the tax laws generally or the unease and con-
cern which taxpayers typically experience when subjected to an
IRS audit. Therefore, the standard against which awards would be
authorized should be articulated in a way that will be responsive to
legitimate cases and not authorize recovery in situations where the
Service’s actions are appropriate, even though determined ulti-
mately to be incorrect.

Last, recognizing the problems inherent in striking a balance
between the need for appropriate measures of relief and the risks
of untoward disrt}ption to existing procedures, any é)rogram should
be viewed as a first effort, subject to review and evaluation to
determine whether continuation as a permanent part of the law is
warranted and, if so, what modifications would strengthen the

program.
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With these guides in mind, I believe S. 1444 presents a construc-
tive approach to the problem.

I support the sunset provision of the bill, a mechanism within
the statute to require review and re-evaluation is essential for
fashioning an appropriate solution to the problem.

I would hope that, at the proper time, the intent of that provi-
sion would be realized by meaningful congressional reconsideration
of the issue so that needed legislative actions can be instituted
without undue delay.

S. 1444 would authorize award of attorneys' fees if the taxpayer
can establish that the position of the Government is unreasonable.
Conditioning recovery on a showing of unreasonableness on the
part of the Government may provide too imprecise a standard to be
susceptible to reasonably uniform application. The term could be
interpreted to include not only the propriety of the Government’s
legal position, but any number of ancillary matters, such as the
manner in which the case was handled and the Government’s
position presented.

The critical question in this regard, as I see it, is whether the
Government had a reasonable basis in law for the position ad-
vanced in the case. That standard would more effectively separate
out the cases in which awards are appropriate than the standard
contained in the bill, and would provide better guidance to courts
in making determinations. ’

I might add, at this point, that I disagree with Mr. Redman’s
view that even a standard of reasonableness ought not to be includ-
ed in the bill. That approach would lead to a lack of uniformity
among taxpayers; and to extended collateral proceedings in the
courts, where almost any aspect of the proceeding would be rele-
vant to the court’s determination.

Viewing this as a first effort, it seems to me that you ought to
strive to articulate a standard that is one that the courts are
familiar with, that is responsive to the needs that the bill address-
es, and that could be reviewed through the sunset process to deter-
mine whether changes are, in fact, necessary at a later time.

The $20,000 limitation on the maximum fees that can be award-
ed seems to me higher than necessary to further the bill's objec-
tives. The maximum amounts appear to be greater than the
amount of fees one would anticipate would be ordinarily associated
with cases of the type that the bill seeks primarily to assist—
taxpayers faced with proposed liabilities that are small in the
relation to the legal costs that would be incurred to defend or
prosecute the case.

The prospect of too generous a recovery could be an incentive for
increased litigation. :lecognizing this effort as an initial program, a
limitation of $10,000 would seemingly serve to provide an appropri-
ate level of relief in the types of situations to which the bill is
predominately addressed, while avoiding the risk of undue stimulus
to litigate. The level of maximum recovery can then be re-evaluat-
ed in the light of actual experience in the coming years.

In conclusion, a carefully drawn and balanced effort in the attor-
neys’ fee area would be an approgriate step to take at this time.
Given the uncertainty of some of the effects that such action might
have on the administration of the tax system, I believe prudent
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limitations and useful guidelines should be souﬁht in the develop-
ment of a final proposal in actual practice will afford important
guidance for future action in this area.

I appreciate very much the attention and consideration of the
subcommittee and would be pleased to answer any questions you
mg;er have.

nator Baucus. Thank you very much, Mr. Seigel.
Mr. Walters?

STATEMENT OF JOHNNIE M. WALTERS, FORMER COMMISSION-
ER OF INTERNAL REVENUE AND FORMER ASSISTANT ATTOR-
NEY GENERAL, TAX DIVISION, DEPARTMENT OF JUSTICE

Mr. WaLTeRs. Mr. Chairman, I am Johnnie M. Walters, a part-
ngixl' instge law firm of Leatherwood, Walker, Todd & Mann, Green-
ville, S.C.

From January 1969 to August 1971, I was Assistant Attorney
General in charge of the Tax Division and from August 1971 to
May 1978, I was at the IRS as a Commissioner. Before and after
those times, I have spent my entire professional career working in
the Federal tax system as an attorney. _

After looking at this proposed legislation and thinking back on
all the experiences I have had, I must disagree with my brothers. I
do not believe the legislation should be adopted.

I say that for this reason. I think that our tax system as it is, as
said earlier, is the best system in the world and we should strive to
keep it so. I think, as several of the speakers have indicated today,
there are extremely few cases where there is unreasonable action
on the part of the Government.

I suspect in fact, that if the test is retained and the legislation
passes, the legislation will be meaningless because how in the
world can a taxpayer prove unreasonableness on the part of the
Government?

If I know correctly the ple with whom I have worked, they
will be prepared to show that they acted reasonably in some way.
It will be almost impossible to prove that they are wrong.

Senator Baucus. Maybe that will strengthen the public’s confi-
dence in the tax system.

Mr. WALTERS. It may.

Senator Baucus. It may if the judges rule that IRS always has
been reasonable.

Mr. Wavrters. That is a possibility, but can we afford that?

What I am afraid this legislation will do is it will create addition-
al tax legislation. Taxpayers naturally are going to say well, they
acted unreasonably; let's sue, in cases where they would not other-
wise sue.

So the tax legislation is going to be pursued further and, in
addition, this legislatibn will present to the courts a very serious
issue with which they have not heretofore had to deal—that is, did
the Government act unreasonably?

I do not know how they will handle that.

Accordingly, I really believe that for the few cases we really
want to deal with, what the Congress should consider doing is,
within the structure we now have, let the Internal Revenue Service
and the Department know that no Federal agency, particularly
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them, should act unreasonably. Then through adequate oversight,
see that that is done.

I do not know whether anybody has suggested it, but let me
suggest that there has not been adequate oversight of the Internal
Revenue Service. While I was there a few years ago, I suggested to
the joint committee that I would like to have more oversight, that
we needed it. The trouble is that the joint committee and its staff
are so overwhelmed with the massive tax legislation almost annu-
allIy that they do not have the time to do that.

would suggest respectfully that you give consideration to ade-
quate oversight to take care of the few cases where there is unrea-
sonable action, which there is, in a ver¥ few cases. In that way, we
can avoid the massive problems that I think this legislation will

reed.
I think it will breed contemf)t, animosity and just bad relations
generally, and that these will tend to erode our voluntary self-
assessment system.

Senator Baucus. Thank you very much, gentlemen.

Mr. Walters, are you sayin% that you are just opposed to the way
this particular bill is currently dra because of the unnecessary
complications, or are you saying that it is the general premise of
the bill that is faulty—that it is never proper to award attorneys’
fees to prevailing taxpayers even where, by definition, we all agree
the Internal Revenue Service has acted very improperly. '

Mr. WaLTeErs. Mr. Chairman, I think, as I have said in my
statement, that it is difficult to argue that a taxpayer who litigates
to get that to which he or she is entitled should not be made whole,
so I think that premise may be sound.

But I think the problems that will be engendered by this legisla-
tion are going to be worse than the problems we now have.

Senator Baucus. Is one reason because it is difficult for a judge
to determine reasonableness? Is that the basic problem?

Mr. WALTERS. That is part of it.

In addition, if you go out and talk with taanyers who are in
dispute with IRS—and I am sure you have talked to some and I
have talked with many while in and out of IRS—all of them think
they are reasonable.

at 1 am saying is it is going to multiply litigation and extend
it. I think that is worse than the problem we are trying to cure.

Senator Baucus. You do not think that the bar will weed out
those cases in talking to those clients that are ‘?otentially justifi-
able and those that are not potentially justifiable

Mr. Wavters. Some lawyers would. Some lawyers would try.
Frankly, and unfortunately, there are many lawyers who would
not, would not even try.

Senator Baucus. Mr. Seigel?

Mr. WaLTERS. If I may say one further thing as an example, I
have had a case pending now for 2 years and that client has
insisted every time I have seen him that I should try to get attor-
neys’ fees, and there is no way that it would be justified, but he
thinks so.

Mr. SeiGeL. My understanding is that, after the tax provision in
the Civil Rights Attorneys Act of 1976 was 1?assed, many lawyers
routinely included in their petitions in the Tax Courts a claim for
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attorneys’ fees, because their clients had some arguable grounds to
make the claim. If you have a broad standard, lawyers would be
concerned about omitting a claim for attorneys’ fees and being
subject to criticism or even malpratice claims for failing to assert
the claim.

There is, in the system, an incentive for the lawyer to be certain
that it is covered and to pursue it, unless the client disagrees and
unless there is clearly no basis for the assertion of the claim.

Senator Baucus. Mr. Seigel, what has been the result of attor-
neys and their clients seeking reimbursement because of alleged
unreasonable positions in civil rights cases? Do you have any idea?

Mr. SEIGEL. I am not familiar with the civil rights litigation.

Senator Baucus. Mr. Walters, if you can give us some guidance,
what kind of oversight should we participate in? You suﬁgested
actions to the joint committee staff, but they were so busy they did
not have a chance to do much. What would you suggest we do?

Mr. WaLTERs. I think if they had someone on that staff who
could devote some time discussing with the Commission and his
staff, chief counsel and his staff, on a fairly regular basis the
problem, the problem you see we have, Mr. Chairman, all of us—
you and the media and all of us, as someone referred to them
earlier today, the horror cases. We do not hear, and I vouch, sir,
you do not hear from the millions of Americans who think IRS and
the Department do a great job. ,

So I really think that here we are swatting at a gnat with a
cannon,

Mr. REDMAN. Mr. Chairman, if I may, I do not disagree with
what Mr. Walters suggests except to the extent that he offers it in
lieu of the bill that you are now considering.Yes, indeed, there may
be room for more oversight in certain areas between the Congress
and the Internal Revenue Service, although if you look at the list
of appearances that the Commissioner and chief counsel have made
over the last several years, you begin to wonder about that, wheth-
er or not you do anything in that area.

I do not think that any increase in the amount of oversight will
touch the problem, which I think is one of the most important that
your bill addresses, namely the importance of the feeling by tax-
payers that indeed, if they do consider themselves as having been
dragged into court, at least the law allows them to recover all or
partrtof their attorneys’ fees as determined at the discretion of the
court. :

We recognize this as an experiment in a new and difficult area.
We recognize that the claim for attorneys’ fees may well cause
some problems for the Revenue Service. It might well impose upon
the courts another decision to make.

Given all those concerns, it is not an easy balance to strike.
Nonetheless, we think on balance that the best approach is to say
to the court, depending on a variety of circumstances, we ask you
to exercise your judgment, if you consider it appropriate, to award
reasonable attorneys’ fees.

As a starting experiment, we think that is a food way to go, and
with a sunset provision in the bill, there will be ample time to
review the experience under it.
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Senator Baucus. In your judgment, in what kinds of cases should
a judge award reasonable attorneys’' fees? You do not want us to
enter into the threshold question, but could you tell us, in your
personal view, when should a judge award reasonable fees?

Mr. RepMAN. Yes.

If you read some of the Tax Court and other district court
decisions in tax cases, you find examples where the government’s
position on the legal issue involved is really off the wall, to use a
current expression, and some opinions so describe it.

There may be no malice involved, there may be no vexacious
harrassment involved, but just very poor judgment on the part of
the government in having dragged a taxpayer into court.

Some instances involve a small taxpayer and a small amount of
dollars, there is no principle involved and no precedent involved
from the Government’s point of view, but somebody made a bad
mistake in making that taxpayer litigate. That is the kind of case
where I think the court should have the discretionary power to
award legal fees.

Senator BAaucus. Are you not concerned that different judges will
have vastly different standards? Mr. Seigel says that the standards
should be tightened up a little bit. It seems to me that he certainly
has a point in implying, anyway, that that would, to some extent,
prevent a wide variety of standards being used by different judges
in determining whether or not IRS has been reasonable.

Mr. ReEbMAN. Mr. Chairman, that is a difficult balance to draw. I
respect Mr. Seigel for falling on his side of the line. After we
considered this subject, we decided for the opening experiment that
we ought to fall on the other side of the line.

Senator Baucus. Why are you not concerned about the point I
am making? A taxpayer has no idea, and a lawyer has no idea how
to advise his clients.

Some judges would say they apply very strict tests or very le-
nient tests. There would be no uniform standard.

Mr. RepMAN. I would hope that no responsible lawyer would
make a decision as to how to handle his case on the basis of his
concern for whether or not he might get a fee award.

Senator Baucus. I am talking about in advising his client as to
how successful they will be getting a fees award.

Mr. REpMAN. It would be a simple enough procedure in most
instances where the client decides to recoup his costs from the
Government to file the application. It would not take a court that
much time or effort to dispose of it one way or the other. We think
an initial requirement as to unreasonableness will make it harder
for the court.

Senator Baucus. I do not understand that point.

Correct me if I am wrong in understanding you. I am a little
concerned, if we proceed with the bill—I am concerned with your
:ta_pproach not to have any standard in reaching the threshold ques-

ion.

Mr. RepMAN. The standard of reasonableness is in our proposal,
but as to amount, not as a separate qualification.

Senator Baucus. With respect to the amount of fees. You do not
have a standard here with respect to the Government that is a
judgment on the Government's action.
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Mr. RepmAN. The standard of reasonableness as to the amount
could take us down to zero. A court could easily award zero because
he does not think any amount would be reasonable under the facts
of that particular case.

Senator BAaucus. You would have no criteria against which a
judge would determine whether or not the Government’s actions
are reprehensible?

Mr. REpMAN. We suggest in our statement some judgments that
easily could be written into the committee report, the difficulty of
the case, the reason for the Government’s position in that particu-
lar case, the amount of ingenuity required on the part of the
taxpayer in prevailing, going for novel law, and things of that sort.

The various cases in other areas of the law that deal with rea-
sonableness would be equally applicable here. We simply do not
agree that that question should constitute an independent requir-
ment. .

Senator Baucus. Do you agree that there is some relationship in
afttgx g’ase between the amount of money involved and the amount
of fees?

Mr. REDMAN. We have rejected that in our thinking, because it is
difficult to compute the amount involved. The amount in 1 year
may not represent the true amount involved.

Senator Baucus. Could you give this committee any guidance, in
your judgment, on what the average attorneys’ fees are in cases
brought?

Mr. RepmaAN. If you are asking me about fees in big cities, the
answer is that many people think they are atrociously high. If you
are asking about other parts of the country, I have no idea, Mr.
Chairman. I doubt that you could establish any kind of statistic in
that regard.

Senator Baucus. What would your reaction be to the $20,000
ceiling?

Mr. REDMAN. In our statement, we suggest that there be more—
$20,000 is a number. If there were to be a maximum, it is good a
number as any. If there were going to be a maximum, I personally
would not be suggesting a higher number, but our ABA position is
that there be no maximum.

Senator Baucus. I will ask any of you, particularly Mr. Seigel, if
you have had any experience with GAO audits of the IRS, and
whether they amount to meaningful oversight.

Mr. SEIGEL. I was just going to say, Mr. Chairman, that there has
been, in recent years, an increase of substantial proportions, in the
availability of oversight.

There is this subcommittee of the Senate Finance Committee
that did not exist a number of years ago. There is a comparable
oversight subcommittee, as you know, at the Ways and Means
Committee, that did not exist a number of years ago.

The General Accounting Office has now been authorized to audit
various activities of the Internal Revenue Service and their over-
sight committees of the Treasury Department, such as the Govern-
ment Operations Committee, where two subcommittees exercise
oversight of the Internal Revenue Service.
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My experience in the Service was that we devoted a good deal of
time in responding to appearing before and dealing with a variety
of oversight type inquiries and examinations.

I think the problem today may be sorting out those inquiries in
those areas that warrant careful attention from some that may
have a good deal of time devoted to them, but may not be terribly
important in the overall scheme of the Service’s activities.

nator Baucus. Unfortunately, there is another vote going on. I
think it probably would be most appropriate to conclude this panel.

I will have some more questions. I will submit them to be an-
swered specifically for the record.

[The material referred to follows:]
SEPTEMBER 3, 1979.

LipMAN RepMAN, Esq.,
Washington, D.C.

DEeArR MR. REpMAN: I would like to thank you for testifying on July 19 before the
Senate Finance Subcommittee on Oversight of the Internal Revenue Service on S.
1444, the “Taxpayer Protection and Reimbursement Act”. Your comments will
certainly be most helpful as the Senate Finance Committee continues its considera-
tion of this bill.

And, I also want to express my appreciation to you for providing such meaningful
assistance to my office during the preparation stages of S. 1444.

At the hearing I stated that I would have additional questions to be added to the
record. Thus, I would appreciate your response to the following questions:

1. Do you have any concern that attorneys may, if S. 1444 is enacted, increase
their fees realizin%ethat their clients may be reimbursed for a portion of those fees?

2. You seem to be recommending that the only requirement for award is that the
party prevail—and that the courts be given total discretion to determine what
constitutes “prevailing”.

(a) Are you saying that merely winning is enough?
(b) Under what specific circumstances do you believe taxpayers should be so
reimbursed?

3. Would you describe the extent to which collateral proceedings in court would
llazﬁgceesary in order to determine the appropriateness of reimbursement under S.

(a) To what extent would these collateral proceedings be unnecessary under
your proposal?

4. It has been suggested during this hearing that the bill should make it clear
that in order to be eligible for reimbursement, a taxpayer must exhaust all adminis-
trative remedies before instituting a civil action. Do you agree?

6. Under the terms of S. 1444, do you believe that the date of filing the petition or
complaint in court ins the period for which reimbursement may be provided?
bi l‘i;’ Should expenses for pro se proceedings be reimbursable expenses under this

il1?

7. Should exfenses for expert assistance and witnesses be reimbursable?

8. How should litigation expenses for in-house counsel by computed?

Thank you in advance for your assistance.

With best personal regards, I am

Sincerely,
Max Baucus.

AMERICAN BAR ASSOCIATION,
Washington, D.C., September 25, 1975.

Hon. Max Baucus,
Dirksen Office Building,
U.S. Senate, Washington, D.C.

DEAR SENATOR Baucus: We ﬁppreciabe the opportunity extended to us in your
September 3, 1979, letter to Mr. Redman to comment further on S. 1444, the
“Taxpayer Protection and Reimbursement Act.” In addition, it has been our privi-
Lﬁgﬁe to work with your staff on various questions raised by the initia! draft of the

ifl.

Our responses to your questions are as follows (each numbered paragraph corre-
sponds to the question number in your letter):

1. We do not believe that an increase in attorney’s fees is likely if S. 1444 is
enacted. The attorney will have to satisfy both his client and the court that his fee
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is reasonable. He must satisfy his client because, if he does not prevail, the client
will be paying the entire bill. He must satisfy the court, if he does prevail, because
S. 1444 limits reimbursement to reasonable attorney’s fees.

We should gint out that the $20,000 limitation presents problems in this regard
which would be avoided if S. 1444 adopted the ABA’s position of allowing prevailing
ta:)gayers to recover reasonable attorney's fees without limitation as to amount. The
problem comes, for example, in a case in which the attorney has performed services
reasonably worth $20,000 for which he submits a bill for $30,000 to his client,
knowing that since the client won his case he will only have to pay $10,000. The

uestion thus is whether the court should award reimbursement of $20,000 because
the attorney’s services were worth that much, if it knows that the attorney has billed
the client for an additional $10,000 over and above what his services were reasonably
worth. Presumably, the courts will use their discretion to reach an equitable result in
this situation, but the best way to resolve this problem is to eliminate any limitation
(other than the limitation of “reasonableness”) on the prevailing taxpayer’s recovery.

2. You have correctly interpreted the ABA's position on this issue. Since the
“prevailing party” standard is frequently utilized in other federal statutes govern-
ing award of attorneys fees (notably the Civil Rights Attorney’s Fees Awards Act of
19%6). there is ample precedent to guide the courts in the exercise of discretion in
awarding such fees.

(a) Under the “prevailing party” standard winning is usually enough; however,
the court has discretion to deny or limit an award in appropriate circumstances.
While the “prevailing party” standard does leave considerable discretion to the
courts, for that very reason it also allows the fullest consideration of the specific
facts and circumstances of each case in determining whether a fee award is appro-
priate. A taxpayer who has successfully prosecuted a deficiency redetermination or
tax refurid action through the often long and expensive course of litigation with the
Government usually feels that characterizing his success as “merely winning” (the
quoted words are from your letter) grossly understates his effort, expenditure, and
commitment.

(b) While our position is, as stated, that the court should have discretion to award
fees to the prevailing taxpayer, we suggest that if any of the following circum-
stances appear, a fee award is particularly appropriate:

(i) The Government has previously lost a final decision on the legal issue in
another forum.

(ii) A reasonable investigation of the facts would have demonstrated to the
Government that it was unlikely to prevail on the issue.

(iii) Existing law and precedent, while not directly controlling, made it unlike-
ly that the Government would prevail.

(iv) The Government's position is contrary to a- published administrative
position or longstanding administrative practice.

(v) The facts and circumstances of the case demonstrate that the Government
has attempted to use the costs of litigation to extract taxpayer concessions
which would be unjustified by the facts of the case.

3. Under the existing definition of “prevailing party” in the bill, collateral pro-
ceedings would clearly be required to establish the “unreasonableness’ of the Gov-
ernment’s position. We believe that this is undesirable and suggest that the need
for such a collateral proceeding would be eliminated in most cases if a simple
“prevailing party” standard were adorted. We believe that the legislative language
should permit the court to hold a collateral hearing when the court deems such a
hearing necessary; however, such a hearing should not be required.

The determination of the amount of the fee will of course require some testimony
to establish the reasonableness of the award sought. Such testimony could be given
at time of trial. However, we believe that it would be wasteful of court time to
require such proof at that time since better, more complete evidence is available at
the conclusion of the proceeding, and there is no need to receive such evidence in
the first place until the taxpafver has prevailed on the substantive issues. Both
federal and state courts have long experience in awarding fees in cases ing
from complex anti-trust matters to relatively simple domestic relations cases. Few
such cases produce significant collateral proceedings contesting the amount of the
fee, and we believe that there will be few tax cases in which the reasonableness of
the fee is seriously contested. In short, while a brief hearing on a motion to set fees
will probably be required, in moet cases we would not expect such hearings to
produce significant disagreements.

4. We would oppose any provision which would require a taxpayer to exhaust
administrative remedies.
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Administrative proceedings are generally futile in cases which involve “prime
issues” or announced contrary positions of the Internal Revenue Service. Moreover,
there are no mandatory “administrative proceedings’” before the Internal Revenue
Service, and they do not involve a formal hearing process as is usually the case
before other agleﬂqcies. Instead they more closely resemble an informal conciliation
process. The difficulties of such a requirement are illustrated by the following
frequently-recurring fact pattern: a taxpayer requests a conference and discusses the
facts of his case with an appeals officer. After several conferences, the taxpayer
concludes that an acceptable settlement cannot be reached with the appeals officer
and unilaterally determines that further conferences with the appeals officer would
be futile and thereupon terminates administrative proceedings. If such termination
were considered a failure to exhaust administrative remedies, the appeals officer
could effectively prevent any taxpayer from exhausting his administrative remedies
by simply failing to act.

5. S. 1444 as presently written does not make it clear when fee accrual begins.
The complaint or petition date should be the date on which the accrual of reimburs-
able fees begins, so that fees allocable to legal services during the administrative
process are not reimbursed.

6. While we have not previously considered the matter, those of us who now have
done so in response to your letter individually do not favor payment to a pro se
taxpayer for his own time. First, such time would not be compensated for taxpayers
represented by an attorney. Second, unlike a reimbursement of atwrnelys fees which
would be offset by a deduction for fees Tgaid, the pro se taxpayer would apparentl
recognize income on any such award. Third, awards to pro se taxpayers might well
encourage more taxpayers to appear pro se. The experience of the Tax Court, which
handles more pro se cases than any other forum, suggests that the unrepresented
taxpayer is not merly a burden on the system in that he frequently litigates
hopeless positions which competent counsel would have advised him to abandon, but
also a threat to himself since he often mishandles meritorious positions. According-
ly, we feel that the bill should not encourage pro se litigation. Indeed, a major
advantage of the bill in our view is that it may encourage taxpayers to consult
competent counsel rather than file pro se litigation.

7. We have not taken a position on expert witness fees, accounting fees, and other
similar expenses in our Krior testimony. Certainly to the extent that such expendi-
tures are necessary to the litigation but not reimbursed, the bill falls short of its
g}(:alb&l)lli making the taxpayer whole. We would not oppose inclusion of such costs in
the bill.

8. Concerning the “in house” counsel matter, we again have not previously
considered the matter but those of us who have now done so in response to your
letter individually believe that fees for “in house” counsel should be allowed, based
on time expended and set by reference to the hourly rates charged by attorneys in
private practice with comprable skill and experience. We oppose as unwiedly and
unnecessarily complicated any attempt to prorate corporate costs and overhead as a
basis for setting “in house” counsel fees.

Finally, we would like to take this opportunity to comment on three aspects of S.
1444 as presently drafted.

First, S. 1444 now provides for an award of costs, including reasonable attorney’s
fees, if the Government's position in litigation is unreasonable. Under present law,
28 U.S.C. § 2412, a taxpayer in a civil tax action (other than in the Tax Court) is
already entitled to an award of costs (not including attorney’s fees) if he prevails in
the action, without any further showing. ‘Assuming that it was not your intention
that S. 1444 cut back on rights already enjoyed by taxpayers, S. 1444 should be
amended to make clear that, as under present law, the taxpayer need only prevail
to be entitled to reimbursement of costs other than attorney’s fees. (Note that the
Government also has the right to reimbursement of costs under 28 U.S.C. § 2412 if it
prevails in a civil tax action. Under S. 1444 as presented drafted, the Government
would not have to do more than prevail to recover costs, whereas the taxpayer
wl;)lugd have to both prevail and show that the Government’s position was unreason-
able).

Second, we of course feel that S. 1444 should give the courts discretion to award
attorney’s fees in any case in which the taxpayer prevails. If additional require-
ments are to be imposed on the taxpayer, however, such as a requirement that the
Government’s position be unreasonable, the burden of proof issure becomes very
important. We think it only fair that, since by hygothesia the Government has loat
the case, it should have the burden of showing why its position was not unreason-
able, or substantially unjustified, or whatever standard may be selected. Further,
proof of the justification for or reasonablencas of the Government's position will
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frequently involve facts best known to the Government. Placing the burden of proof
on the taxpayer could lead to costly discovery proceedings, quite probably involving
frequent assertions of governmental privilege. Indeed, under the present language of
the bill, a taxpayer might find it more expensive to prove the unreasonableness of
the government's position than to prove the merits of his case.

Third, we strongly uxége that the provisions of the bill which would treat ‘‘multi-
ple actions which could have been joined or consolidated” as a single action for
purposes of applying the $20,000 limitation be deleted. Rules 20(a) and 42(a) of the
Federal Rules of Civil Procedure permit consolidation of actions if any common
questions of law or fact are involved. Under the present provisions of the bill,
wholly unrelated taxpayers’ actions which might have been consolidated under the
permissive joinder rules would be regarded as a single action even though the
taxpayers involved are completely unrelated and possibly even antagonistic. More-
over, determination of whether one tax case *‘could” have been consolidated with
another might well involve the court in another unnecessary controversy. We do not
orpose the consolidation rule for cases involving returns of the same taxpayer,
although we note that even this provision could result in limiting taxpayers with
adverse interests to a single fee award, as for example when divorced spouses take
differing positions concerning a joint tax return filed while they were married.

Thank you for providing us with this opportunity to express the above views on S.
1444. We, of course, remain at your disposal if we may provide further assistance.

Very truly yours,
CHARLES M. WALKER.

SEPTEMBER 3, 1979.

StuART E. SEIGEL, "
Witliams and Connolly, Washington, D.C.

Dear MR. SeigeL: I would like to thank you for testifying on July 19 before the
Senate Finance Subcommittee on Oversight of the Internal Revenue Service on S.
1444, the “'l‘axpaier Protection and Reimbursement Act”. Your comments will
certainly be most helpful as the Senate Finance Committee continues its considera-
tion of this bill. And, I also want to express my appreciation to you for Froviding
such meaningful assistance to my office during the preparation stages of S. 1444.

At the hearing I said that I would have additional questions to be added to the
record. Thus, I would appreciate your response to the following questions:

1. Do you feel S. 1444 would make IRS more cautious in all its dealings with
taxpagoers? )

2. Could you give us some specific examples of instances of IRS actions in which .
you feel an award of attorney’s fees should be given?

3. Do you believe that the bill should make it clear that in order to be eligible for
reimbursement a taxpayer must exhaust all administrative remedies before institut-
ing a civil action? Why should a taxpayer have to go through additional delay and
expense when it is clear, i.e. in prime issue cases, that further administrative appeal
would be pointless? Would it be better just to leave that entire issue to the discre-
tion of the courts?

4. Under the terms of S. 1444, do you believe that the date of filling the petition
or complaint in court begins the period for which reimbursement may be provided?

5. You have stated that you believe a ceiling of $10,000 would be more appropri-
ate. Could you tell us specifically why you believe the $20,000 ceiling is too high?

6. Do you believe that the voluntary settlement process is really so equitable that
we should ensure that it is in no way disturbed?

7. Should litigation expenses incurred by taxpayers who represent themselves in
pro se proceedings be reimbursable?

Thank you in advance for your assistance.

With best personal regards, I am

Sincerely,
Max Baucus.

LAw OFFiCES,
WiLLiaMs & CONNOLLY,
Washington, D.C., September 25, 1979.

Hon. Max BAU%US,
Dirksen Office Buildi
Us. Sen% Waahing;‘g:, D.C.

DEAR SeNATOR BAaucus: This has reference to your letter dated September 3, 1979,
concerning S. 1444, the “Taxpayer Protection Reimbursement Act,” and to the
additional questions contained therein which yﬁ have requested I respond to. There
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follows a statement of each of the 7 questions set forth in your letter, and my
response thereto.

tion 1. Do you feel S. 1444 would make IRS more cautious in all its dealings
with taxpayers?

Answer. 1 do not believe that enactment of S. 1444 would have a significant
impact overall on the day-to-day dealings of the IRS with taxpayers. There are, in
my view, relatively few situations in which IRS officials would be influenced in
their actions and decisions by prospective recovery of attorneys’ fees by taxpayers.
As I stated in my prepared testimony, compensation for legal costs incurred as a
consequence of unreasonable IRS action could have a salutary effect on the very few
within Government who may abuse their authority.

Question 2. Could you give us some specific examples of instances of IRS actions
in which you feel an award of attorneys’ fees should be given?

Answer. No specific examples come to mind although review of decided cases
would likely yield some appropriate examples.

Question 8. Do you believe that the bill should make it clear that in order to be
eliFible for reimbursement a taxpayer must exhaust all administrative remedies
before instituting a civil action? Why should a taxpayer have to go through addi-
tional delay and expense when it is clear, i.e. in prime issue cases, that further
administrative appeal would be pointless? Would it be better just to leave that
entire issue to the discretion of the courts?

Answer. I believe it is proper to require exhaustion of administrative remedies as
a condition precedent to reimbursement since that process offers the potential for
administrative self-correction without the necessity of litigation. Any other rule
would tend to encourage needless litigation. The number of cases in which further
administrative appeal would be “pointless” are few in number, and are not the ty
of cases where the Government’s position is likely to be such as to warrant the
award of attorneys’ fees.

Question 4. Under the terms of S. 1444, do you believe that the date of filing the
petit_ig:d gr complaint in court begins the period for which reimbursement may be
provided?

Answer. Since legal representation may be sought in connection with a contested
matter prior to commencement of a judicial proceeding, I believe reimbursement
should cover legal [ees incurred during administrative proceedings, but only subse-
quent to the time the Service's initial determination is made (usually by issuance of
a revenue agent’s report following completion of the examination).

Question 5. You have stated that you believe a ceiling of $10,000 would be more
ta\pp':gpriate. Could you tell us specifically why you believe the $20,000 ceiling is too

igh?

Answer. An excessive reimbursement ceiling carries with it the danger that it
will create an incentive for extended dispute and disagreement. It seems to me that
the ceiling should be geared to an amount which would be sufficient to cover the
bulk of the situations where relief is warranted and where, but for reimbursement,
the costs would be unduly high in relation to the amount involved. $10,000 seems to
})e sufficient to accomplish that purpose without creating an undue stimulus to
itigate.

estion 6. Do you believe that the voluntary settlement process is really so
equitable that we should ensure that it is in no way disturbed?

Answer. The voluntary settlement process is the cornerstone of efficient adminis-
tration of disputed tax matters. Any significant breakdown in that process would
place an additional burden on already overworked courts with significant expense to
taxpayers, the Service, and the courts. Even more important, perhaps, is the danger
that negative attitudes on the part of taxpavers to the Government in general, and
:.ihe Service in particular, will be enhanced by a proliferation of litigation to resolve

isputes.

estion 7. Should litigation expenses incurred by taxpayers who represent them-
selves in pro se proceedings be reimbursable?

Answer. I believe it may be aEpropriate to provide for reimbursement of a pro se
taxpayer’s reasonable out-of-pocket costs. In such cases where no costs are incurred
to secure representation, this measure of relief would serve to minimize the finan-
cial col uences incurred to contest inappropriate governmental action.

I trust the foreﬁoing will be helpful to you and the Subcommittee in your further
consideration of this matter.

Sincerely,
StuArT E. SEIGEL.

Senator Baucus. Mr. Walters?



95

Mr. WaLTERS. Mr. Chairman, I would appreciate the privilege of
making a very brief statement. I do not want to leave with your
thinking I am so obstreperous that I do not agree with anything. I
concur in my brothers’ approval of the sunset provision.

Senator Baucus. We will accommodate you there.

We will be sure that there is a sunset provision.

Thank you very much, gentlemen.

[The prepared statements of the preceding panel follow:]
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STATEMENT OF
LIPMAN REDMAN
CHATRMAN, -SECTION OF TAXATION
and
STEVEN C. SALCH

SPECIAL ADVISOR TO THE COMMITTEE
ON COURT PROCEDURE OF THE SECTION OF TAXATION

ON BEHALF OF THE
AMERICAN BAR ASSOCIATION

Mr. Chairman, Members of the Subcommittee, we appreciate
this opportunity to present the views of the American Bar Asso-
ciation on S.1444. I am Lipman Redman, Chairman of the Associa-
tion's Section of Taxation and with me is Steven C. Salch, Special
Advisor to the Committee on Court Procedure of the Section of
Taxation.

~As-reptesentatives of the Section of Taxation and of
the American Bar Association, we are pleased to support the
basic principle of S.1444: the establishment of judicial auth-
ority to award reasonable attorneys' fees to the litigating
taxpayer who prevails in civil tax litigation with the Govern-
ment. We are authorized to state that support because the same
principle underlies the proposal which the Tax Section adopted
at its Annual Meeting in August, 1977 and which the House of
Delegates of the American Bar Association approved the follow-
ing February. That resolution with appropriate explanation is
attached as Exhibit a.%/

In his statement explaining the Bill, the Chairman
expressed the same fundamental concern which prompted the Sec-

tion to initiate its recommendation. We share that interest in

1/ Exhibit B is a copy of the proposed implementing statutory
language. This is part of the Section's position but
under Association procedures, was not considered by the
House of Delegates.
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preserving the confidence of taxpayers in the fairness of our
self-assessment tax system. That system is unique in the world
and, by and large, it works well. Support for that system re-
quires continued taxpayer confidence, and that in turn requires
a perception of fairness. It is that perception which is dam-
aged in the eyes of the small taxpayer who frequently can not
afford to litigate with the Internal Revenue Service or with
the Department of Justice. The same is true of many othef tax~
payers where the amount of tax involved may not justify the
contest because of the high cost of litigation.

We think it would help this concern if the law pro-
vides a set of rules which will make taxpayers eligible to re-
cover attorneys' fees in certain situations. At the same time
we think it equally important to impose reasonable restraints
on the rules of eligibility in Qn effort to avoid the creation
of fee contests in the tax area as a whole new subject of
-litigation.

At the outset it may be appropriate to note the ob-
vious: as lawyers, we will of course benefit from the préposed
legislation, and as spokesmen on this subject for the American
Sar Association, we speak for lawyers from all across the
country who will indeed reoresent the many small taxpayers who
constitute an important group of beneficiaries of the Bill.

We acknowledge thét but assure you that that is not our moti-

vation. We have long been interested in this subject and were
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prompted to move by other developments which indicated to us
increasing evidence of general taxpayer dissatisfaction with an
increasingly complex revenue code and tax return, more frequent
public regerences to taxpayer revolt and the like. This in
turn has heightened our concern for the need to take some

" Iogical "and Feasonable step to counteract that concern. We
sincerely believe that the concept of S.1444 represents a sen-
sible and workable approach to this oneAPhase of the problem.gl

In substance therefore our position is the same as

S.1444: the right in the court to award attorneys' fees to
successful ;rivate litigants in civil tax cases with the Gov-
ernment. '

Turning now to some of the particulars £ the Bill.

2/ The need for legislation is established by Alyeska Pipe-
line Service Corp. v. Wilderness Society, 421 U.S. 218
(1975), where the Supreme Court held that federal courts
do not have the power to award attorneys' fees and ex-
penses to a prevailing party unless specifically author-
ized by statute. An effort to satisfy this requirement
was approved by thé Senate Finance Committee and adopted
by the Senate (with a limit of $10,000) in the Tax Re-

" form Act of 1976; the provision was deleted by action
of the Senate-House Conference. The enactment there-
after of the Civil Rights Attorney's Fees Awards Act of
1976 (P.L. 94-559) appeared to be inadequate because it
required a "civil action or proceeding, by or on behalf"
of the Government and that did not appear to reach most
civil tax cases where the taxpayer is either the plain-
tiff or the petitioner.




99

1. Types of.litigation covered

The Bill appllea'to civil tax litigation in all
federal courts - the U.S. Tax Court, the Federal District
Court, and the U.S, Court of Claims - and therefore without
regard to whether the taxpayer is a petitioner seeking to
avoid assessment or a plaintiff who has paid the disputed
tax and is seeking its refund. This would not however extend
to declaratory judgment proceedings.

The Association's position is the same in this re-
gard and for the same reasons: entitlement to recovery should
not hinge on the particular forum or the technical status of
the partiesl ’

2. The limitation of entitlement to the "prevailing
party™

Here again our position is basically the same as that

set forth in the Bill: the taxpayer must brevail in the liti-
gation in order to be eligible for recovery of attorney's

fees. An argument can be made that at least some small tax-
payers should be reimbursed their leqgal fees regardless of the
outcome of the contest, on the theory that only in that way can
those taxpayers have thé feeling that they are in a position to
"fight the system". We agree with the concept of the Bill,
however, that that would indeed expose the system to too much

fee litigation and is not warranted.



100 .

We do have some concern however with the definition
of "prevailing party” in séction 201}3) of the Bill. 1t spe-
cifies that the taxpayer's position must be "sustained . . .
as to all, or all but an insignificant portion, of the amount
in controversy”.

Quite often tax cases involve several issues and the
actual magnitude of the tax liability involved in any single
issue might be substantially greater than the amount in con-
troversy in a single year because the issue is a recurring
issue, such as inventory or bad debt tax accounting, allowable
depreciation, eligibility of certain expenditures for tax
credit or the like. If the taxpayer prevails on such an issue
involving $500 of tax liability in the current year, but $10,000
of tax liability over all potentially affected years, yet does
not prevail in another issue present in the instant case and
involving $750 of tax liability, is the taxpayer the "prevail-
ing party" under the Bill? We believe he should qualify under
these facts but it is not clear that that result will follow
under the Bili.

This illustrates the problem which complicates any
effort to develop a suitable, all-encompassing definition of
fp;gva{;;pgiggrty‘._ It igufor this reason that the Associa-
tion's proposal leaves that decision to the sound discretion

of the courts, as is the case under existing law in other areas.
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Another argument sometimes made in this connection
is to allow the Government.to recover certain costs if it is
the prevailing party. The rationale is to discourage specious
and similarly ill-founded lawsuits by taxpayers, sometimes de-
signed simply to delay the time of payment of tax clearly due.
Here too we agree with the Bill's approach and invite the
committee's attention to that part of the Section's report
(page 1289 of Exhibit A) which outlines the reasons which we
found to be persuasive.

We note too other phases of this particular facet of
the subject on which the Bill and the ABA position coincide,
namely appellate review of the trial court's award, the exclu-
sion of legal fees attributable to the administrative aspects
of the tax contest, i.e. prior to formal litigation, and the
application of eligibility for recovery to situations where the

litigation is settled by agreement rather than by court decree.

3. The requirement that the "Government's sition
be "unreasonable”

This is one element of eligibility on which the As-

sociation's proposal differs from the Bill. At first blush,
this condition appears to be sound: the Government should not
have to pay the taxpayer's legal fees simply because the Govern-
ment was doing its joB, even though it lost a particular case.
Closer analysis, however, discloses fundamental flaws in that

analysis.
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As a substantive matter, a determination of unreas-
onableness could present a very difficult gquestion: is it un-
reasonable for the Internal Revenue Service to adopt a policy
of litigating every case involving a particular issue (family
partnerships and professional service corporations a number
of years ago) as part of its effort to seek judicial guidance
on ambiguous or complex code provisions - even after the Gov-
ernment has lost a significant number qf those cases? Or is
it unreasonable for the Internal Revenue Service to cqntinue
to litigate an issue in certain parts of the country in the
face of clear defeat in one or more federal circuits? Certain
judgéé might find such litigating policies quite reasonable,
regardless of their application to particular parties in pir-
ticular cases; others might be more persuaded by the facts of
the particular case. This could easily produce an area of
conflict which does not appear to be warranted. -

We think it is preferable to include the matter of
the Government's reasonableness or lack of it as one of the
factors in fixing the amount of the fee. Since we propose to
leave the amount to the court's discretion, we think the court
can give due weight in that manner to the nature of the Gov-
ernment's actions. Expressed another way, if the Government
did not act unreascnably, the fee award may well be small or
even zero. By the same token, ynreasonable actions by the
Government are likely to prompt the court to award a higher

amount.
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An equally important consideration in this regard
stems from the taxpayer's difficulty in establishing unreason-
ableness. Presumably he would have the burden of doing so,
and this might require him to seek his proof from the Govern-
ment's records of the process it followed in formulating its
position. However, many such materials might be available
only by discovery and a substantial portion of them may be
privileged from discovery. This could produce additional
litigation involving discovery requests for internal memo-
randa, communications, and depositions of, or interrogatories
to, Government personnel and the Government's resistance (quite
likely legitimate) against production of documents or other
discovery by private litigants through assertions of privilege.

For these reasons-our position does not condition
recovery upon a-showing that the Government's position is un-
reasonable.éj Rather, the Association recommends that entitle-
ment to recoupment be conditioned only upon status as the pre-
vailing party and be left to the discretion of the court.

4.+ The amount of the award

The Bill imposes a limit of $20,000 for any one ac-
tion or proceeding. This follows from the belief that this

maximum represents an appropriate balance between sufficient

3/ We note that despite our opposition to this criterion,
it is considerably preferable to the requirements of
the Civil Rights Attorney's Fees Awards Act of 1976,
P.L. 94-559, that the Government's actions be taken
in "bad faith", or "vexatiously” or "frivolously".
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relief in most cases and a concern for not making the recovery
provision so attractive as to invite undesirable litigation.

We respectfully disagree, and in this regard as well,
urge the rule involved in our proposal, namely the rule of
reasonableness as determined by the court. It seems to us that
the selection of a maximum in any amount requires a determination
in a situation where every case is likely to be different and
where numerous factors are relevant, with the result that any
number has to be arbitrary. It may well be that $20,000 (or
less) will suffice in many and even most cases, but we suggest
that in those same cases, the court is quite 1iké1y to award
substantially similar or equivalent amounts, and at least we
think that the precedent established in other areas of the law
warrants the same approach here: a reasonable amount as deter-
mined in the court's discretion. This would enable the court
to consider all relevant factors as they might differ from
case to case: the novelty of the issues éresented, the extent
to which the taxpayer's position is based on decided cases,
rulings and other authorities, the extent to which the issues
involve the public interest (e.g., an effort by the Government
to establish a principle of general application), the tax-
payer's financial status, the time required to litigate the
issues, and the magnitude of the taxpayer's expenses - and

as noted, whether the Government acted 'unréasonably'.
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This list of considerations is by no means complete,
but it is certainly adequate to demonstrate the difficulty of
justifying a maximum in any amount. Given the primary impetus
for the whole concept of the 5111. there does not appear to be
any overriding reason to attempt an arbitrary limit when the
court's discretion is readily available and is already estab-
lished as a sound technique for judgmental matters of this
sort - and any concern for excessive enthusiasm for taxpayers
would of course be tempered by the limitation of reasonableness
and be limited by tﬁe requirement that the taxpayer be the pre-
vailing party.

In our judgment these factors-constitute adequate
safeguards againat excess and against tax litigation'motivated
solely or primarily by therlawyer's interest in legal fees.

5. The requirement that any award be paid by a
particular agency

The reasoning behind this section of the Bill is to
provide a motivation for the particular agency involved not to
be unreasonable or careless in selecting cases for litigation.
Although it may qot matter at all to taxpayers, we suggest some
potential problems in this regard which may tend to cause
inter-agency disputes and may be difficult to administer in
practice due to the manner .in which civil tax litigation and

certain administrative refunds of tax are handled.
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For example, administrative refunds, including those
made incident to settlement of income, estate or gift tax liti-
gation in excess of $200,000, (as a practical matter) require ‘
Joint Committee on Taxation approval and both the Internal
Revenue Service and the Department of Justice are bound to
follow the Joint Committee if the refund is not approved and
the settlement is therefore not effected. If the taxp&yet
prevails at trial, under S.1444 whose funds are charged?
S.1444 provides it would be the agency conducting the trial,
yet the- Joint Committee in essence caused the trial by re-
jecting a settlement proposed by the agency cbnducting the
trial. Note, in this regard, that a refund action can be
initiated because the Joint Committee has rejected an admin-
istrative recommendation for action on a refund claim and the
same results as obtain in the preceding example can follow.

The Justice Department does not become involved in

-civil tax refund controversy until a refund complaint or
petition has been filed and frequently is unable to evaluate
a case preliminarily until the Internal Revenue Service's
defense memorandum and administrative files are forwarded to
it. If, upon receipt of such materials,'the Justice Depart-
ment determines that the Government's case lacks merit and
should be conceded and the taxpayer is awgrded attorneys'
fees, should the Justice Department, as the agency conducting
the trial, be charged with the award when it has done what
S.1444 hopes to encourage it to do?
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These ars but a few examples of the type of com-
plexities peculiar to tax ‘litigation which cause us concern
about the provisions of S.1444 dealing with the manner of
payment of costs awards. .

Mr. Chairman, we much appreciate the opportunity to
participate in these hearings and trust that if we can be
helpful in further consideration of this important question
you will feel free to call upon us. Certainly we stand ready
to work with you and the Subcommittee staff to any extent that

you like.
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EXHIBIT A

CoMMITTEE ON COURT PROCEDURE

Tax SzcTION RECOMMENDATION No. 1977-1

TO AMEND THE INTERNAL REVENUE CODE OF 1954 AND THE
JUDICIAL CODE TO PERMIT THE AWARD OF COSTS, INCLUDING
REASONABLE ATTORNEYS' FEES AND EXPENSES, TO THE PRE-
~"  VAILING PARTY (OTHER THAN THE GOVERNMENT) IN LITIGA-
TION NVOLVING THE REDETERMINATION, RECOVERY, RE-
FUNL R COLLECTION OF ANY INTERNAL REVENUE TAX.

RESOLVED that the following Resolutions be submitted by the Section of Taxation to
the House of Delegates of the American Bar Association: -

RESOLUTIONS

RESOLVED that the American Bar Association recommends to the Con-
gress that the Internal Revenue Code of 1954 be amended to permit the
United States Tax Court in deficiency proceedings to award the prevailing
party (other than the Government) costs, including reasonable attorneys'
fees and expenses;

FURTHER RESOLVED that the American Bar Association recommends
to the Congress that Tite 28 of the United States Code be amended to
permit reasonable attortieys* fées drrd ‘expenses't1d be included in the award
of costs to the prevailing party (other than the Government) in litigation
involving the recovery, refund or collection of any internal revenue tax;

FURTHER RESOLVED that the Section of Taxation is directed to urge
on the proper committees of the Congress amendments which will achieve
the foregoing resuls; - .

FURTHER RESOLVED that Recommendation No. 1959-10, which
provides for the award of limited costs in tax refund actions, proposed by
the Section of Taxation.in August, 1959, 12 Tax Lawver 30 (1959), and
adopted by the Association in August, 1959, 84 A.B.A. Rer. 145 (1959), be

withdrawn. —

REPORT .
Summary

Taxpayers may be forced to incur substantial out-of-pocket expenses, includ-
ing legal fees, 10 establish through litigation that they do not owe internal
revenue taxes which the Government seeks to assess or retain. The Supreme
Court has held that the federal courts do not have the power 10 award attorneys’
fees to a prevailing party in the absence of an act of Congress expressly
authorizing such award. Existing federal statutes authorii€ the award of costs
other than atiorneys’ fees and expenses to the prevailing party in tax refund
liigation,~but not in United States Tax Court proceedings. The award of
auorneys' fees and expenses is not authorized by statute in either tax refund
actions or deficiency proceedings. Although it could be argued that the Civil
Rights Attorney's Fees Awards Act of 1976, P.L. 94.559, authorizes such awards,

Tax Lawyer, Vol. 30, No. 4



109

1288 * COUNCIL AND COMMITTEE RECOMMENDATIONS

the relevant provision is ambiguous. - ‘
1t is recommended that all federal courys, including the Uniied States Tax Court,

be authorized 10 award costs, including reasonable attorneys’ fees and expenses,

to a prevailing party (other than the Goverament) In litigation involving the

redeterminadon, recovery, refund or collection of any internal revenue wux.

Discussi

- - At the present time, the federal courts may award certain cosis, other than
atorneys’ fees and expenses, o the prevailing party in tax refund and appellate
proceedings to the extent authorized in 28 U.S.C. §§ 1920 and 2412. Related
provisions are contained in the rules of various federal courts, ¢.g., Rule 54 of
the Federal Rules of Civil Procedure and Rule 39 of the Federal Rules of
Appeliate Procedure. (No comparable rule has been promulgated by the Court
of Claims.) There is no statutory provision authorizing the United States Tax
Court to award any costs in defidiency proceedings.

In Abeska Pipeline Service Corp. v. Wilderness Society, 421 U.S. 240 (1975), the
United Sutes Supreme Court held thai the federal courts do not have the power
to award attorneys’ fees and expenses to a prevailing party unless an act of
Congress expressly authorizes such award. The United States Code contains
over 50 provisions authorizing the award of attorneys’ fees in a wide range of
cases. However, the only statutory provision authorizing the award of attorneys’

- fees in tax litigation 1s found at 42 U.S.C. § 1988. This provision, added by the
Civil Rights Attorney’s Fees Awards Act of 1976 (P.L. 94-359, October 19, 1976),
permits the award of reasonable attorneys’ fees to a prevailing party (other than
the United States) “in any civil action or proceeding, by or on behalf of the
United States of America, w enforce, or charging a violation of, a provision of
the United States Internal Revenue Code . . .. " Senator Allen of Alabama, one
of the sponsors of this legislation, stated several months after enactment that this
provision was intended to apply 10 “any case involving a disputed tax ...
notwithstanding the formalistic characterization of the taxpayer as plaintiff or
defendant or as appellant or appeliee.” 123 Cong. Rec. $732 (daily ed. Jan. 14,
1977). His comments were in response to the view expressed by others that the
provision appears 1o be inapplicable to tax refund actions in the district couns
and Court of Claims as well as deficiency actions in the United Suates Tax Court,
since such Froceedings are not "by or on behalf of" the Government. This basic
question of statutory interpretation will, in time, be resolved by the couris. See
Key Buick Co. v. Commissioner, 68 T.C. No. 17 (May 16, 1977). Unil then, the
ability of a taxpayer to obtain reimbursement of attorneys’ fees and expenses will
remain in doubt.

Prior to enactment of P.L. 94.559 various bills were introduced in the
Congress to authorize the award of attorneys' fees in Lax refund and deficiency
litigation, and on several occasions such legislation was passed by the Senate.
Indeed, section 1212 of H.R. 10612 (Tax Reform Act of 1976) as reported by
the Senate Finance Committee and adopted by the Senate contained such a
provision (limited to fees not 1o exceed $10,000). This provision was, however,
deleted in conference. These actions indicate Senate recognition that the public
interest would be served by permitting reimbursement of prevailing parties in
tax litigation. ) )

When the Government forces a taxpayer to incur litigation expenses to

Tax Lawwer, Vol. 30, No. ¢

49-968 0 =~ 79 ~= 8



110

COURT PROCEDURE / 1289

esublish an absence of tax liability, it imposes on the taxpayer an economic
burden akin (o the tax which the litigation establishes is not owed. While the tax
laws permit a form of indirect reimbursement for such expenses by allowing
them as deductions for federal income tax purposes, such reimbursement is only
partial and is limited to those taxpayers who itemize their deductions. The
increasing complexity of the tax laws and the dramatically rising costs of
litigation establish the desirability of legislation which would permit a prevailing
uaxpayer to receive direct reimbursement of the costs of the litigation, including
reasonable attorneys' fees and expenses. This is particularly important in
smaller cases, where the costs of litigation might otherwise effectively prevent
the taxpayer from litigating his liability.

_ The Recommendation would eliminate the present uncertainty in the tax law
by specifically authorizing all courts having jurisdiction over tax deficiency,
refund and collection actions to award to the prevailing party (but not the
Government) the costs of such litigation, including reasonable attorneys' fees
and expenses. .

In formulating the Recommendation, various policy questions were considered,

including those discussed below.

- L. Costs of the Government. The Recommendation would not authorize the
award of attorneys’ fees and expenses to the Government when it prevails in the
litigation. While arguments could be advanced to support uniform treatment, it
was concluded that the considerations which favor the award of costs to
prevailing taxpayers from the private sector do not support, at least to the same
extent, the award of costs 1o the Government to cover expenses incurred by it in
the course of administering the tax laws. This conclusion was based on several
considerations: (a) the Government is currently able to obuain a certain measure
of reimbursement through the imposition of the negligence penalty and, in
more severe cases, fraud and other penalties, where the waxpayer acts without
regard for established tax principles; (b) the waxpayer must generally bear the
burden of proving an abseace of tax liability; () taxpayers are often forced to
litigate issues because of the “public interest” of the Government in establishing
principles of law which will apply to all taxpayers generally (e.g., the “prime
issue” list promulgated by the Office of Chief Counsel of the Internal Revenue
Service); and (d) the Government, as an institution with considerable finandal
resources, possesses potentially disproportionate bargaining power resulting
from its ability to assume the financial burden of protracied litigation. The
Recommendation is also based on the conviction that taxpayers should not be
discouraged from having the Government's assertions of wax liability reviewed
by a court of law. The principle of affording a waxpayer his day in court, so
-essential to the maintenance of taxpayer confidence in the tax system, might be
seriously undermined if court review were effectively available only to those who
could (or would) assume the financial risk of being ordered to pay the
Government's costs if their position is not upheld. .

2. Prevailing Party. The proposal would limit the award of costs, including
attorneys’ fees and expenses, to the “prevailing party.” In this respect, the
Recommendation follows the approach of similar acts of Congress in which the
award of such fees is authorized or mandated. While a determination of whether
a party is the “prevailing party” in tax litigation will occasionally require the
exercise of judicial discretion, the “prevailing party” concept is one with which

Tax Lawyer, Vol. 30, No. 4
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the courts are now familiar. 1t is cherefore believed that the courts will be able
to apply the concept to tax litigation without significant difficulty.

8. Discretionary Award. The Recommendation would authorize the courts to
award such costs in their discretion. This approach differs from other statutes
which mandate the award of such costs, e.g., 7 US.C. § 499Q(b} (Perishable
Agricultural Commodities Act); 15 U.S.C. § 1640(a) (Truth-in-Lending Act).
While the discretionary aspect of the Recommendation could result in an
uneven exercise of discretion by the courts, it nevertheless seems desirable.
Discretion will permit the court to take into account the extent to which the
taxpayer is the “prevailing party” in determining whether to award costs as well
as the amount to be awarded. 1t is intended that the discretion given should be
all-encompassing. The Recommendation therefore does not include guidelines,
restrictions, or other standards, on the assumption that the courts will exercise
their discretion in a manner generally consistent with their practices in applying
other federal legislation permitiing similar reimbursement of such expenses.
The courts can be expected to consider, among other factors, the novelty of the
issues presented, the extent to which the taxpayer's position is based on decided
cases, rulings and other authorities, the extent to which the issues involve the
public interest (e.g., an effort by the Government to establish a principle of
general application), the axpayer's financial status, the time required to litigate
the issues, and the magnitude of the taxpayer's expenses. 1t is not intended that
the court's discretion be exercised only in cases where alleged Government
“harassment” is indicated. See In re Joel Kline, Bankruptcy No. 16086—T (D.C.
Md., April 25, 1977). ’

4. Reasonable Attorneys’ Fees. The Recommendation is similarly limited to
“reasonable” attorneys’ fees and costs. The concept of reasonableness is now well
established in the courts, e.g., Johnson v. Georgia Highway Express, Inc., 488 F.2d
* 714 (5th Cir. 1974), listing those factors which should be 1aken into account. The
inclusion of a flexible test of reasonableness seems desirable without addition of
"a limitation expressed as a specified dollar amount.

5. Administrative Costs. Consideration was given to expanding the Recommen-
dation to permit the award of costs incurred during the course of administrative
consideration of the case, in addition to the costs of subsequent litigation.
Persuasive arguments could be advanced to support such an expansion. It.is
possible that P.L. 94-559 might be interpreted 10 authorize the award of
administrative costs, as suggested by Senator Allen in remarks made after
enactment of that legislation. 128 Cong. Rec. $732 (daily ed. Jan. 14, 1977).
Nevertheless, it was concluded that the Recommendation should not be
expanded to include administrative costs because the effect might be to restrain
the Government from exercising its legitimate functions of auditing returns,
requesting additional information, and, when appropriate, requiring that the
- taxpayer establish the validity of the 1ax treatment in administraiive proceedings.

However, if the Government ultimately decides to force the taxpayer to litigate
the issue, the Government should be prepared 10 make the taxpayer whole for
_ the costs of litigation if the court determines that the position taken by the
Government is erroneous. . .

6. Other Types of Actions. The Recommendation is limited to tax deficiency,
refund and collection actions. Valid arguments could be advanced to support
extension of the Recommendation to all tax actions, such as declaratory

Tex Lewper, Vol. 80, No. 4
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judgment actions in the Tax Court. Since reimbursement of costs in other
actions raises somewhat different considerations and policy judgments, and
since declaratory judgment actions in particular are new and untested, it was
concluded that the Recommendation should be confined to those actions where
the justification for reimbursement is strongest.

7. Unnecessary Litigation. The objection most frequently raised t0 the award of
costs to successful litigants is that it encourages unnecessary litigation. It is
believed that the discretionary aspect of the award, together with the “prevailing
party” requirement, would satisfy any such objections.

8. Fairness. The Recommendation would inject 2 much-needed element of
fairness into the administration of the tax laws at a time when taxpayers are
questioning, as never before, the fairness of the system. As Senator Bellmon
stated in support of similar legislation in the 94th Congress:

. - —-Therefore, any action which the Congress can take to convince dt-

zens of this country that they are getting a fair shake in their dealings
with the IRS is greaty in the national interest. This amendment, when
passed, will correct oné of the main complaints taxpayers have against

- - — the present administration of the income tax; namely, that the IRS can

at its discretion use the power of the Internal Revenue Service to
oppress and harass taxpayers and that the taxpayer is helpless 10
defend himself.against such a procedure without financial sacrifice.
122 Cong. Rec. §12,604 (daily ed. July 27, 1976).

Recommendation No. 1959-10, 12 Tax Lawvzr 30 (1959), adopted by the
American Bar Assodiation, 84 A.B.A. Rep. 145 (1959), would require that costs
be awarded as a matter of right to “the prevailing party” in refund suits brought
in a federal district court or the Court of Claims. That recommendation is
limited to costs generally reimbursable in suits involving private litigants, which
would exclude attorneys' fees and expenses. Subsequent to the adoption of that
Recommendation, 28 U.S.C. § 2412 was amended 1o permit a court to award
costs (excluding attorneys' fees and expenses) to the prevailing party even
though the litigation was against the Government. The present Recommenda-
tion goes beyond Recommendation No. 1959-10 in that it (1) extends the award
of costs to include attorneys’ fees and expenses and (2) pertains to defidency
proceedings in the Tax Court as well as refund actions. It also differs from
Recommendation No. 1959-10in that it would authorize, not require, the award
of such costs. :

No member of the originating committee or of the Council of the Section of
Taxation is known to have a material interest in the Recommendation by virtue
of a specific employment or engagement to obuwin the result of the Recommen-
dation. It is recommended that the Recommendation be made applicable only to
cases filed after the date of its enactment in order that pending litigation not

_ be affecied.
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‘. PROPOSED STATUTORY LANGUAGE
RESOLVED that the Section of Taxation implement the foregoing by urging the follou
ing amendments, or their equivalent in purpose and effect, on the proper committees of the
Congress:
Sec. 1. Part I of subchapter C of chapter 76 of the Internal Revenue Code is
amended by adding a new section 7465 to read as follows (insert new matter in
itatics):

~ SEC. 7465. AWARD OF COSTS.

(a) In GeneraL——In any proceeding before the Tax Count [or 1\e redetermination
of a deficiency, the prevailing party, unless the prevailing party is the Commissioner,
may be awarded a judgment for costs to the same extent as is provided in section 2412 of
title 28 of the United States Code for civil actions brought against the United Stales.

(8) JuocuENT.—A judgment for costs entered by the Tax Court under subsection
(a) in favor of the prevailing party shall be treated, for purposes of this subtitle, in the
same manner as an overpayment of tax. No interest shall be awarded with respect 1o any
Judgment for costs.

Sec. 2. Section 2412 of Title 28 of the United States Code is amended to read
as follows (eliminate matter struck through, insert new matter in italics):
§ 2412. Costs.

(a) Except as otherwise specifically provided by statute, a judgment for

costs, as enumerated in section 1920 of this title

may be awarded to the prevailing party in any civil
action brought by or ag-ainst the United States or any agency thereof or official
of the United States acting in his official capacity, in any court having jurisdic-
tion of such action. Except as otherwise specifically provided, such costs shall not
include the fees and expenses of attorneys

(b) In any civil action described in :ubscctum (a) of this section for the collection or
recovery of any internal revenue tax, or of any penally or other sum under the internal
revenue laws, the judgment for costs awarded o the prevailing party may include
reasonable altorneys’ fees and expenses unless the prevailing perty is the United States,
or an agency thereof or official of the Uniled States acting in his official capacity.

(¢) A judgment for costs when taxed against the Government shall, in an
amount established by statute or court rule or order, be limited to reimbursing
in whole or in part the prevailing party for the costs incurred by him in the
litigation. Payment of a judgment for costs shall be as provided in section 2414
and section 2517 of this title for the payment of judgments against the United
States.

Sec. 3. The amendments made by sections | and 2 shall be effective with
respect to civil actions and proceedings for the redetermination of deficiencies
commenced after the date of the enactment thereof.

EXPLANATION OF PROPOSED STATUTORY LANGUAGE

The statutory language of the present Recommendation has been patterned
after the language of section 1212 of H.R. 10612 (Tax Reform Act of 1976) as
reported by the Senate Finance Committee and as approved by the Senate. It is
believed desirable that both the Internal Revenue Code and Title 28 of the
United States Code be amended, since the provisions would be applicable to
proceedings before both the United States Tax Court and the federal courts
subject to Title 28.

Conforming and clerical amendments have not been made.
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STATEMENT OF
STUART E. SEIGEL

Mr. Chairman and Members of the Subcommittee:

I am pleased to have the opportunity to appear here today
to present my views on S. 1444, the proposed "Taxpayer Protection
and Reimbursement Act."

I am a partner in the Washington, D.C. law firm of
Williams and‘Connolly and am appearing in my individual capacity.

I have recently served as Chief Counsel for the Internal ﬁevenue
Service and prior to that time have engaged in the private practice
of law and held positions with the Internal Revenue Service and

the Tax Legislative Counsel's Office of the Treasury Department.

The issue concerning the award of attorneys' fees to
prevailing taxpayers in civil tax litigation is of importance to
the public, the courts, and to tax administration. The availabil-

“ity of this forum to interested persons and organizations should
contribute to a better understanding of the problems and to a more

effective and thoughtful legislative response.
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It is difficult to argue with the proposition that a
person who {8 put to legal expense by the unreasonable actions
of another should be reimbursed for the costs incurred in defend-
ing the matter. Yet, the American judicial system has generally
not functioned in accord with that approach. The allowance of at-
torneys fees is the exception to the rule under our tradition.
This reflects a desire not to unduly encourage litigation by the
prospective recovery of attorneys' fees, and at the same time, not
to inhibit those with claims trom_prosecutlng their causes of ac-
tion for fear of incurring large obligations to the other party
in the event they do not succeed.

This balanced approach has generally served our system
well. BHowever, as in the case of any general rule, exceptions
will apply. Thus, several Federal statutes now provide for the
recovery of attorneys' fees in situations where the public interest
is served by affirmatively encouraging litigatfon; the so-called
*"private attorneys general® cases. )

In addressing the issue of awarding attorneys' fees in
tax cases, I take the existing practice in Federal litigation gen-
erally as a point of departure, and approach the problem with the
belief that the policies underlying the American rule are generally
sound, but flexible enough to accommodate exceptions if justifica-
tion exists.

Federal taxation has a broad impact upon our citizens.

The reach of the income tax is pervasive. Participation in the
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system is involuntary in the sense that taxpayers are required by
law to report and pay their correct liability. An integral part
of the viability and success of the system is the confidence of
the American taxpayer in the fairness of the tax laws and in the
even-handed and impartial administration of the system by the
Internal Revenue Service. ~
Taxpayers should have accessibility to effective and fair
mechanisms to resolve their disputes with the Government. Where
the position of the Government is beyond the bounds of ieasonable
administration of the law, it is appropriate to consider some sys-
tem of compensation for the legal costs involved in contesting the
- unfounded position being asserted. This would serve several useful
purposes. First, it would enhance public confidence in the overall
fairness of the system. Second, it would remove financial barr;ets
to taxpayer assertion of legitimate grievances. Third, it could
have a salutary effect on the very few within Government who may
abuse their authority.

On the other hand, there are problems involved in re-

sponding to that need, which must be carefully considered and
V evaluated as a remedy is fashioned.

Pirst, administration of the tax laws should strive to
treat similarly situated taxpayers uniformly. 1In seeking to attain
that objective, obstacles should not he created to the assertion
of positions taken in good faith by revenue officials which they

believe reasonably reflects the law and Congressional intent.



117

Second, providing for awards of attorneys' fees i{n-
evitably creates collateral proceedings in the courts. Not only
would the court determine the jurisdictional, procedural, and sub~
stantive issues which may belinvolved in any litigation, but it
would then be required to proceed to a supplemental inquiry to
determine whether an award of attorneys' fees is approriate, and
{f so, the amount to be granted. Courts already struggling with

" increasing dockets should not be overburdened further with col-
lateral proceedings that are unnecessary. This is particularly
true in the case of Tax Court where the overwhelming majority of
the volume of civil tax disputes are lodged. The Tax Court's case-
load has been increasing dramatically in recent years and a systenm
which encouraged a large number of taxpayers to assert a claim
for reimbursement of attorneys' fees could impact adéezsely on the
court's continued ability to function efficiently and effectively.
Any program providing for an award of attorneys' fees in civil
tax litigation must, therefore, be structured to avoid creating
an incentive for habitual assertion of the claim.

A third objective should be to avoid creating an award
system which could operate to discourage settlements which tax~
payers would otherwise agree to, in the hope that further pursuit
of the proceedings would yield recovery of all or some portion of
attorneys' fees. The Service has, over the years, been able to

dispose of something on the order of 80 percent of disputed cases
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by settlement. Disincentives to fair and just settlements would
only increase administrative and judicial costs and burdens and
lead to negative impressions of the efficiency of the systenm.

Fourth, while there are undoubtedly cases in which Ser-
vice officials may act unreasonably, the nature of the tax system
is such that individuals may have a perception of unfairness that
may not be attributable to the actions of the Service, but rather
reflect dissatisfaction with the tax laws generally or the unease
and concern which taxpayers typically experience when subjected
to an IRS audit. Therefore, the standard against which awards
would be authorized should be articulated in a way that will be
responsive to legitimate cases and not authorize recovery in
situations where the Service's actions are appropriate, even
though determined ultimately to be incorrect.

Last, recognizing the problems inherent in striking a
balance between the need for appropriate measures of relief and
the risks that untoward disruption to existing procedures may
present, any program should be viewed as a first effort, subject
to review and evaluation to determine whether continuation as a
permanent part of the law is warranted and, if so, what modifi-
cations would strengthen the progranm.

With these guides in mind, I believe S. 1444 presents
a constructive approach to the problem. Although I have sug-

gestions to offer concerning some aspects of the bill, I believe
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it presents a positive framework for testing, in practice, the
actual need for legislation of this type in the tax area, and a
comparison of the benefits achieved to the costs and burdens
imposed.

For that reason I support the 4-year sunset provision of
the bill. A mechanism within the statute to require review and
re-evaluation is essential to fashlonlngnan appropriate solution to
the problem. I would hope that, at the proper time, the intent of
that provision would be realized by a meaningful legislative recon-
sideration of the problem so that needed legislative actions can be
instituted without undue delay.

S. 1444 would authorize award of attorneys' fees if the
taxpayer prevails in the litigation and can establish that the posi-
tion of the Government was "reasonable." Obviously, if the taxpayer
does not prevail in the litigation, it is clear that the Government
had reasonable cause for their actions and no basis would exist
for the recovery of legal costs.
A However, conditioning recov;ry on a showing of "unreason-
ableness" on the part of the Government may provide too imprecise
a standard to be susceptible to reasonably uniform applicatiod.

The term could be interpreted to include not only the propriety
of the Government's legal position, but any number of ancillary
matters, such as the manner in which the case was handled and the
Government's position presented. The critical question in this

regard, as I see it, is whether the Government had a reasonable
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basis in law for the position advanced in the case. That standard
would more effectively separate out the cases in which awards are
appropriate than the standard contained in the bill, and would provide
better guidance to courts in making determinations. Such an approach
would limit the inguiry to whather, under the law, the Service had
reasonable grounds to proceed, and would afford protection to tax-
payers from unsupported Government action, which is the objective

of the bill.

The $20,000 limitation on the maximum fees that can be
awarded seems higher than necessary to further the bill's objec~
tives. The maximum amount appears to be greater than the amount
of fees<oae would anticipate would be ordinarily associated with
cages of the type the bill seeks primarily to assist -- taxpayers
faced with proposed liabilities that are small in relation to the
legal costs that would be incurred to defend or prosecute the case.
The prospect of too generous a recovery could be an incentive for
increased litigation. Recognizing this effort as an initial pro-
gram, a limitation of $10,000 would seemingly serve to provide an
appropriate level of relief in the types of situations to which
the bill is predominantly addressed, while avoiding the risk of
undue stimulus to litigate. The level of maximum recovery can
then be reevaluated in the light of actual experience in the
coming years.

In conclusion, a carefully drawn and balancéd effort in

the attorneys' fee area would be an appropriate step to take at
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this time. Given the uncertainty of some of the effects that such
action might have on the administration of the tax system, I be-
lieve prudent limitations and useful guidelines should be sought
in the development of a final proposal, and that the effect of such
a proposal in actual practice will afford important guidance for
future action in this area. .

I appreciate very much the attention and consideration

of the Subcommittee and would be pleased to answer any questions

you may have.
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Statement By
‘Johnnie M. Walters
of Greenville, South Carolina

{1) Introduction
Our voluntary self-assessment inoame tax system has served the
ocountry well. Ifweambocmtimnoursysbmofgmmmentmdm
mtalpmgrm mmstkeept)ntsystenmrkmgwau That means that
taxpayersgmexanymntbeueaudequiublyandfmlybyﬂnm
Revenue Service and the Department of Justice in the administration of the
internal revenue laws. It is the intention of those sponsoring S.1444 to
strengthen our system by providing for payment of reascnable ocourt costs
to taxpayers who prevail acainst the United States in certain cases.
@ s.2484
This legislation would authorize a court - Tax Court, Oourt of
Claims, United States District Court - to award a judgment for reasonable
oosts incurred in the civil action or prooceeding brought by or against
the tnited States for the determination, oollection, or refund of tax,
interest, or penalty under our intexmal revenue laws. The award may not
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exoeed $20,000.00 for any one civil action or prooceeding. To qualify for
such an award, the taxpayer must prevail over the United States and must
estabuahﬁnttheposiﬂmofthethitedstatesinthecivuactia;or
proceeding was unreasonable.
(3) Caments

mecanhaxdlymagalnstmkm;awpayerwmlemm;:r
she must litigate to achieve that to which he or she is entitled. That
being so, we should favor perovision for reasonable court costs when a taxpayer
prevails in tax litigation. Nevertheless, in making provision for that we
should reocognize that -

(a) The possibility of recovering court costs will mage

additional tax litigation; and

(b) Failure to receive awaxds to cover ocourt coets will spawn

new litigation.

In addition, if enacted as introduced, S.1444 will engender
animosity and oontenpt between taxpayers and government agencies. To
qualify for an award under S.1444, a taxpayer must establish "that the posi-
tion of the United States in the civil action or prooeeding was unreasonable.”
Sec., 7430(c) (2) (b). Even though in practically all cases it will be
virtually impossible to establish that fact, the charges and counter-
charges nevertheless will poison the atmosphere, breed animosity and
ocontenpt, and further burden the courts with a new and very difficult issue.

Actually, the requirement that the taxpayer establish unreasonable-
ness on the part of the United States may render the legislation virtually
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meaningless. Only in very rare cases will taxpayers be able to establish
unreasonableness. The solution to that problem is to provide for awarding
reasonable court costs when the taxpayer is sustained as to all or sub-
stantially all of the amount or the issue or issues in controversy.
m:dingoostsh?wpayerswiubeoostly. Baforeemcting
legishtimtommmets,cumssstnndtwe\ptothatandggcme
whether it is prepared to authorize another costly program. And, I
respectfully sulmit that payment of awards should not be made out of the
appropriations of the agency conducting the civil action of proceeding.
Payment should be out of the general funds. The potential awards might
aggregate s0 much that an agency would be strapped in the performance of

its assigned responsibilities. If the awards program is worthy of enact-
ment, then Congress should provide the funds with which to make it effective.
It should not take those funds from the agencies involved.

(4) Qonclusion

_Baasdmnye:@erimatardmmﬂnmtemlm
Sexvice and the Department of Justice, I am convinced of two things:

(a) In substantially all cases, the IRS and the Department

act reascnably; and

(13) In rare cases thay do act unreasonably.
If Congress is to initiate a program based on unreasonable action, are
there not better ways to achieve the goal than an awards program? No
government agency should act unreasonably. Would not an adequate over-
sight program by the Joint Camittee on Intexrnal Ravenue solve the
problem? Our courts already have more litigation than they can process
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;x;nptly. I quéstion the soundness of intensifying that prcblem by adding
a vexy difficult issue to be litigated. And I seriously question the
ﬁnhdhré&wmuummmofmofm
ment. I respectfully suggest that we ought to direct those agencies to
act reascnably and then by adequate oversight see that they do.

Senator Baucus. The committee will recess for 10 to 15 minutes.
A brief recess was taken.]
nator BAucus. The subcommittee will come to order.
Our next panel will include Daniel Lewolt, executive director,
II:I:tional Taxpayers Legal Fund, accompanied by Philip and Susan

ng.

Second, John Fitch, director of government affairs, National So-
cieTtK of Public Accountants.

ird, Edwin Davis who is representing CPA'’s. '

" I want to thank the panel for waiting. It has been somewhat of a
long afternoon and I apologize for the disruptions occasioned by the
voting.

You have been very patient. I do thank you very much for
attendinf.

We will begin first with Mr. Lewolt.

STATEMENT OF DANIEL LEWOLT, EXECUTIVE DIRECTOR,
NATIONAL TAXPAYERS LEGAL FUND

Mr. Leworr. I appreciate the opportunity to appear here today to
gresent the views of the National Taxpayers’ Legal Fund on this
ill. We exist to help insure that citizens are treated fairly by
Government agencies and we find that our major. complaints come
from people involved with the Internal Revenue Service.

We find difficulty in trying to locate attorneys for these people,
_attorneys willing and competent to represent the taxpayer through
the administrative level proceedings and in court. -

One reason for this is the perception on the part of many law-
yers that the IRS is a force too powerful and threatening to be
reckoned with. Another major cause of attorney reluctance to rep-
resent taxpayers is the great cost of litigation in the tax area from
the first level administrative conference on up.

The final version of the Taxpayers Protection and Reimburse-
ment Act should provide a strong assurance of attorney fee awards
to prevailini taxpayers in conflicts with the Government. Other-
wise, it will not serve to stimulate a pro bono public spirited
attitude that is sadly lacking in the legal profession toward taxpay-
ers in need.

With the subcommittee’s permission, we will submit a written
analysis of the bill so we do not take up time going into detail now.

I would like to mention one thing in regard to the comment
made by several panel members about the excessive litigation that
would arise if this bill is passed. I think that taxpayers will also be
risking a great deal in bringing the proceedings further in making
a determination of whether the IRS was acting reasonably. This,
itself, will be a deterrent against excessive litigation.

45-968 0 -~ 79 == 9
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If this bill is to be effective, it will have to apply to administra-
tive proceedmﬁs. Most of the cases we hear of are settled before the
case ever reaches court.

«~We-caution against too much reliance on this legislation alone to
foster needed improvements in the unequal relationship between -

- -the system and those who finance it. Radical changes are n

not only to provide a clear avenue of justice in tax cases but also to
prove to an increasingly cynical public that this Government is
truly interested in restoring and protecting constitutional rights.

ow, I am privileged to introduce two taxpayers from the State
of Washington. They have valuable testimony supporting the mo-
tives of this bill.

Susan Long, to my left, is a visiting scholar at the Bureau of
Social Science Research in Washington, D.C. She has a National
Science Foundation grant and supplemental funding from the U.S.
Department of Justice Law Enforcement Assistance Administra-
tion, to conduct a study of IRS tax enforcement. She is also a
research associate on an LEAA funded project on data sources of
white collar crime including 30 agencies, including the IRS.

Her previous research included anal of FBI ériminal
history, effectiveness of programs treating Federal offenders, and
the methodology for testing the deterrent effect of law enforcement
actions. )

Philip Long, also to my left, is a businessman in Seattle, Wash.
In 1969, the family business of building, selling, and renting du-
plexes was audited by the IRS. Audit officials, alleging 33 separate

aims, demanded substantial additional taxes. Further, in an ef-
fort to force him to agree not to contest these clouded claims, IRS
threatened him with a jeo y assessment.

Although unable to afford an attorney, the Longs ultimately
+-prevailed in court on each of the IRS 33 charges. After nearly 9

years of time and effort and expense, the U.S. Court of Aﬁpeals for
the Ninth Circuit ruled in December 1977, that IRS had been
clearly erroneous and that the business had never owed IRS an
additional dime in taxes. :

Without further delay, Susan Long.

Thank you.

Senator Baucus. We are happy to have you here.

STATEMENT OF SUSAN B. LONG

Ms. Long. Thank you very much.

I am happy and pleased to present my views concerning Senate
1444, along with my husband, Philip Long. We appear here individ-
ually, in our individual capacities, and not as representatives of
an%organizational group or business.

e have a prepared statement which, as I understand it, will be
included as part of the record. . -

I will not attempt, given the lateness of this hour, to cover all
the points. However, there is one major point. -

“Senator Baucus. Excuse me. We have a decision to make here.

The bell rang again which means either we succinctly get
through the points here and conclude the hearing in about 8 min-
utes or, if you have testimony which you want to present, we can
" continue—that is perfectly fine with me. I do not want to inhibit
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you in any way whatsoever. I will come back and begin again in
about 15 minutes—after staying here a few minutes more—and.
continue the hearings as long as you wish. -

It is entirely up to the panel. Your statements will be included in
the record. ’

I just want you to know if you have to leave this afternoon, we
will conclude the hearing quickly, but if you have a statement you
want to make orally, I will come back.

Ms. LoNa. If one of the other persons has to leave we would be
glad to let them talk now, and I would like to come back afterward.

Senator Baucus. Fine.

Ms. Lonc. Would somebody like to talk first? We will turn it
over to somebody else.

Senator Baucus. Does angvbody on the panel wish to make a
short statement at this point’ -

Fine. Mrs. Long, why don’t you proceed. -

Ms. LoNGg. What I want to emphasize is the great need that
exists today for some remedy for the taxpayers who wish to contest
an IRS action. Lots of mention has been made today of the so-
called horror stories of taxpayers treated improperly by IRS. The
suggestion was that they were the exception, and not a significant
number out there in America.

The University of Michigan conducted a survey of the population
of the United States concerning their dealings with Government.
That report, published in 1975, concluded that nationwide, people
repo having more problems with Government income tax offi-
cials than any other Government officials.

We get many calls, letters, and other communications from tax-
payers who are in the midst of having difficulty with the IRS. They
are very unhappy taxpayers.

We try to tell them what some of their options may be—adminis-
tratively, in the courts—and where they may get additional infor-
mation. But we always have to ask them, not first, are you right,
how good is your case, but how much money is at stake. Because
the overriding decision they must make is how much is justice to’
them worth. :

In the vast majority of cases, it is simply cheaper to pay up and
shut up. I believe the settlement figures that have been quoted
today as well as the small proportion of cases taken on administra-
tive appeal represent, in part, the cost barrier. Today even an
administrative apieal is expensive.

In most cases, those costs are going to exceed the actual amount
of money at stake. .

I also would like to bring out that the picture of IRS treatment is
somewhat different when talking about treatment that well-repre-
sented taxpayers may receive as contrasted to unrepresented tax-

payers.
&Jhen iou speak to tax attorneys or CPA’s who have represented
clients, they, on the whole, may get one kind of treatment from
while the unrepresented taxpayer receives another form of
treatment. We have found——
Se&g?tor Baucus. How do you distinguish between the treat-
men
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. Ms. Lona, We have found, unfortunately, that IRS agents and

~ . other officials are much more willing to tell taxpayers that the law

uires such and so when, in fact, the law does not require such
and 8o, to threaten them, to try to get them to do what they want
to do by using their power, and by using the taxpayer’s ignorance
of the law. A# a result, because of threats.or misrepresentation,
many taxpayers simply give in. - o .

That is why this law, this proposed bill, is very important in
taking some small step in providing some remedy. :

- However, we see there.is a big problem in terms of how actually
this remedy would, in fact, be. use of the heavy burden placed
upon the taxpayer, a taxpayer must not only prevail by winning all

‘ burta%l; insignificant proportion, but show that IRS has acted unrea-
sonably..

This is a heavy standard to bear in terms of proof.

As to standards, we would suggest that alternative legislation
discussed today, or bills pending in the House which we reterred to
in our prepared statement, that rely on a different prevailing
standard would provide more adequate relief to taxpayers.

Should the requirement that IRS act unreasonably remain before
the award is made, at least the burden should be shifted to the
Government at this point. Since the Government is, in almost
exclusive control of the facts as to why it took this particular
action, it should, therefore, bear -the burden of proof at this junc-
ture in the case. ‘ .

Senator Baucus., Thank you very much.. We will recess for 10
minutes. -

A brief recess was taken.] »

nator Baucus. Mrs. Long, were you finished?
Ms. LoNg. Yes.

STATEMENT OF PHILIP LONG

Mr. LoNG. I am probably the only taxpayer here who has been
through the mill and I would like to point out a couple of little
things. I did not hear one of the lawyers here mention the term
“hazards of litigation.” In internal documents of the Internal Reve-
nue Service when they are training their people, they quite often
use the term “hazards of litigation.” They also use the term “nui-
sance settlements.” -
th‘Admlnlis».m:e settlement is where they settle for 5 or 10 percent on

e dollar.

We feel that where you had to tell a person that you owe $10,000
and you pay $1,000, those are the kinds of cases where if you had a
lawyer or tireatened to have a lawyer, IRS would step back up and
you would not pay anything.

We have given %t;ite a number of talks to various organizations
including Rotary Clubs and Kiwanis Clubs and what have you. i
also ran for Lieutenant Governor in the State of Washington and
won. the Republican nomination. I got 400,000 votes and I only
spent $1,000 in my campaign fund. .

But I talked to a lot of people and one of the thlnfa I asked was
how many people in this audience have had problems with the
Internal Revenue—because the only ticket I ran on, I wanted to do
something about Government. .
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And I wbuld say if it were a business group, over half of the
People would raise their hands that they had had audits by the

nternal Revenue Service. ‘

‘When 1 talked to those people individually afterward, I would
say that at least half of them said that they felt they were unfairly
treated in one way or the other. o

Either they were threatened or coerced. Maybe they did not pay
a dime, but they did not feel that they were handled like they
should be—as a person who makes a reasonable effort to get along
- with the system. If you are audited, the auditors should treat you
as if you made a reasonable effort, and that is the whole point of
what is wrong with the Internal Revenue Service.

You talk about oversight. We have been to the schools where
they train the agents. The agents are trained under a quota sys-
tem—they do not call it a quota anymore; it is called the norm or a
goal. Your promotions are based on how many dollars of claims
you generate a year. . -

Now, if you have a system where the head of the school in San
Francisco—whom I talked to for 2 hours. He said 99 percent of the
people cheat on their income tax; our job is to draw them into line.

I will just close with the little comment that there was one on
their staff, a young woman about 18 years old, who had worked
there 2 or 3 months. She said, “Do you hate me?” I said, “I do not
hate you.” But she was taught that if you worked for the IRS as
one of their field people, people will hate you, because tax collec-
tors are hated. A

But I have talked to people in the State of Oregon who have been
audited by the agents for the State and those agents are instructed -
to make just as much effort to get a refund as an additional tax.
They help them to understand the tax system.

e basic business of over half of the personnel in IRS is not to
make taxes work better, but to generate additional revenue. That
is the main area that is the big problem—audit compliance, which
represents over half of the personnel, is out there to generate
additional revenue.

I will close with that. I hope this bill will make it possible for the
Joe Doaks who has the hassle with the Internal Revenue Service to
. get better legal representation and obtain a fair shake.

you very much. :

Senator Baucus. Mr. Long, could you or your wife at this point
ibiriefly summarize your legal battles with the IRS? Give us a little

avor.

. Mr. LoNG. In our own Tﬁersonal tax case, we won on all 33 issues.
We got a $146 refund. They charged us $38,000 and they upped it
to $42,000. We ended up winning on every issue and than we have
won on nine freedom of information cases. We took the first free-
dom of information case against the IRS in 1972. We were the first
g}x::s to win that and we got some national publicity because of

t. ‘
Senator Baucus. What was the basis of your freedom of informa-
tion suits?

Ms. Lona. Really, the origin of explai what happened, why-
some things happened, goes back to tm%ginal audit. After tﬁi’
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»audx;ﬁ there was—we did not realize what it was called. It was
called a closing conference and they wanted to close it.

This conference was with the mé;nd the agent brought along
his supervisor, unannounced, to the CPA firm that makes out 35-:'
business returns. They were not getting anywhere as they |
cussed things back and forth. This was before any specific pieces of
pa'i)'.elr had been sent to my husband reg; the audit.

emanted Phil to fill out and some forms agreeing to
what had been discussed. He felt that the taxes, as far as he knew,
had been correctly filled out and did not wish to sign them. He
said, thinking this was the American system, he was perfectly
happy to have this go to court and have a jury decide and abide by
whatever the jury decided. ;’ » ‘

In response to that, the supervisor threatened Phil with a jeop-
ardy assessment. We were stupid enough not to really know what a
jeopardy assessment was. But we certai n{sfound out very quickly
and we saw the awesome powers of the in the eoparlzy assess-
ment area. This was before the change in the 1976 Tax Reform Act.
Virtually you had no judicial remedy, period. They could gust seize
everything with no court review and you were stuck. It did not
matter whether you owed anything. ‘

We had this sudden thirst for knowledge. One of the things we
wished to see were administrative rules and procedures that the
IRS went by as well as statistics regarding the outcome of different
procedures. ,

We were not successful in getting those. We could not get them.
We went through the administrative ap procedures. It took
about a year. We got nothing. We decided the next taxpayer would

. have exactly the same problem, so as a result, we took to court
hoping to break loose the Internal Revenue Manual and we won
that case, the freedom of information case on that. Those manuals
‘are now melic and published by CCH and made available.

Second,

regardlngnsit:&stics concerning IRS enforcement actions.
Senator BAucus. ﬁou very much.
The next witness is Mr. Davis. Mr. Davis?

STATEMENT OF EDWIN 1. DAVIS, CPA

Mr. Davis. Mr. Chairman, I appreciate the opportunity of ap-
pearing before this subcommittee to try to briefly give a summary
of my views on the g)enqu legislation, S. 1444. I would like to say
- one thing, by way of clarifying my position.

I am appearing merely as a practicing CPA rather than as
reglmsenting a:ﬂ' professional society.

e around the table today, I think, the people who
have been here before us and the peoPle‘ who are here now, that for
the most part, taxpayers are treated fairly by the Internal Revenue
Service. I know in many instances where they lean over backward
to get the middle-of-the-road answer. S .
er. g‘eop_le do have some problems. :
It is a huge, massive system. You cannot eliminate all the prob-

lems and satisfy everybody’s requirements. It is a very complex

area,
- »I'would, however, have some suggestions for improving, or some
goals fox'improving, the system that we now have. o oo
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First, as a matter of demonstrable fairness to the taxpayers, the
Government should permit recovery of costs of successful defenses
against IRS claims and in summary, also, the amount of these
awa;xgs and the entitlement question should be decided by the
courts. :

Our system believes. in the impartiality and integrity of -the
courts. %?js also would bring about what we think of as an inter-
nal, or independent, check and balance on the fairness of the IRS
treatment, and this would be an important automatic procedure
which has been discussed here today.

With respect to S. 1444, I support the primary thrust—namely,
the recovery of costs of successful defense against the IRS claims
under certain circumstances. I have concern about certain portions
of the operations of the bill. - .

No. 1, the $20,000 limit on cost recovery for the taxpayers could
itself bt: unfair. The Government is not limited to $20,000 in simi-
ar costs. )

The Government has available its counsel, its engineers, all of its
professional auditing agents, and so forth. The taxpayer should be
placed on an equal footing with them, maybe having as a limita-
tion a cost award not in excess of an amount spent by the Govern-
ment. ’

No. 2, under the present bill on counsel fees, only counsel fees
and costs may be recovered. I personally have worked with legal
counsel in tax litigation. If the question is a sophisticated one, if it
is complicated, counsel needs the support of other professionals,
CPA’s, engineers, if it is an evaluation question, appraisers if it is
an estate tax question; expert testimony possibly from physicians
or many professional people. :

This should be covered in some way.

No. 3, the operation of the rule requiring the taxpayer to prevail
as to all but an insignificant part of a case is unclear. It is just
unclear as to what it means.

In my opinion, it is a rather difficult thing to administer and
would put an additional burden on the taxpayer.

Again, this seems a little unn because no recovery
sho;xtld be permitted except in the sound discretion of the Federal
court. o

Next, with respect to the life of the bill, I believe in its present
form it will disappear after 4 years. I have talked to many of my
lawyer friends who litigate tax cases all the time. I have kept up
with some of them. I know the load on the courts nowadays. It is
absolutely—it is a heavy burden.

My point is that within a period of 4 years it is questionable
whether or not many cases could be litigated and adjudicated so as
to form a pattern for analysis of the justification of the program or
whether the p: should be changed.

Now we also have the rule requiring the taxpayer to prove that
the Government was unreasonable and that, I believe, is unclear.
The definition of unreasonable is somewhat in an area that the
court might not entertain the action in the first place.

Now, the question of administrative remedies has come up here
today, whether or not goople should exhaust their administrative
remedies. I think possibly there may be a solution: provide that
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administrative remedy pursuit expenses be reimbursed to the tax-
B oy, 1 Boliove that S, 1444 ta progress toward
‘summary, eve 8. represen W,
assuring a fundamental fairness to taxpayers. Tﬁe' ndamental
fairness is necessary to the in ty and effective function of the
gelf-assessment system. That is the most important thing to note in
the whole purpose of what this subcommittee is trying to do.
gr. g‘ihtch? , I thank you very much, Mr. Davis.
. . ‘

STATEMENT OF JOHN H. FITCH, JR, DIRECTOR OF GOVERN-
MENT AFFAIRS, NATIONAL SOCIETY OF PUBLIC ACCOUNT-

Mr. Frrch, One of the benefits of going last is that you can say
that everything that has been said before you agree with in some
form or another. However, I think there are some points that I
would like to emphasize on the part of the National Society of
Public Accountants.

First of all, I would like to tell you that NSPA is an individual
membership professional association made up of 17,000 small inde-
pendent accountants that provide auditing, accounting, tax, and
management advisory services to 10 million taxpaying clients, and
3 million of those are small businesses. .

We strongly support the intent and the effect of the legislation.
As a society whose membership provides tax advice and consulta-
tion to individual as well as corporate taxpayers, we are keenly

-aware of and have experienced the frustration of one who lacks the
financial resources to challenge an arbitary and unreasonable posi-
tion taken by the IRS. '

The spectce of unlimited legal and financial resources is con-
stantly raised and used as a lever by IRS to force the individual or
small business taxpayer into a settlement on terms most favorable
to the Government rather than in the best interest of justice.

I am not saying that those two are mutually exclusive, but in
some cases, theI seem o be. :

I think S. 1444 is similar to the intervenor programs that are
currently in existence in Federal agencies like the FIC, and in
regulatory reform legislation before the Senate for consideration. I
think from that standpoint it is a good way to provide some sort of
lb;astt l?f f}l‘xg tax laws and the reasonableness of their interpretation

Yy the . y

What seems to have been lacking in testimony toda%vis the effect
these kinds of regulations have on small business. We find that
small business has been burdened particularly with paperwork,
increasing costs and general frustration with seemingly frivilous
reﬁxlations and guidelines.

ore importantly, the small business community has found itself
the object of increasing abuse by regulatory agencies that use their
statutory authority to seek rulings against small firms which, un-
like the large corporations, do not have adequate resources to
sustain a prot legal battle with the Government, :

This statutory abuse by certain af_encies not only establishes
precedents for rulings against larger firms, but builds the batting
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averages of the agency to justify its very existence and additional
: apg;opriations from Congress. :
, the agency, its staff and the regulatory process are further
entrenched in the Government. T
While S. 1444 relates specifically to tax cases, the tax laws seri-
ously impact on small business and any arbitrary or unreasonable
interpretation, raling, et cetera, by IRS can have a disastrous effect
g sr?f?lciﬁusigreg'ﬂ orts th il rt t of S
pecifically, suppo e prevailing party concept of S.
- 1444. However, we have some reservations about the burden placed
upon the .prevailing party to establish that the position of the-
Government was unreasonable. We can envision the litigation of a
fact, situation turning on the reasonableness or unreasonableness of
a Government position rather than on the merits and facts of the
case

NSPA suggests that unreasonableness be¢ ‘a part of the evidence

resented to substantiate the position of a taxpayer or a factual
1ssue, but it should not be controlling in determining whether or
not costs and attorney’s fees are to be awarded. The fact that the
taxl\rager prevailed should be sufficient.

SPA also notes the absence of any reference to expert witness
fees as being a reasonable court cost. In many cases brought before
the Tax Court or the U.S. district courts, the attorney for the
taxpayer relies heavily on the expert testimony of the accountant
or tax expert who advised the taxpayer, prepared his or her return
or would serve as one who interprets a tax rul‘;{g, regulation or
law reasonably, but not in the same manner as IRS. These experts
are expensive but are a necessary and in many cases a crucial
aspect of the taxpayer’s case. Therefore, NSPA recommends that
the bill specifically include a provision relating to the fees of expert
witnesses of this nature.

Since some of our members are authorized to represent taxpay-
ers before IRS and the Tax Court, we are pleased to see that the
definition of attorney’s fees includes their services in their capacity
as an advocate for a taxpayer.

NSPA has some reservation about the increase in the budget of
IRS if S. 1444 becomes law; however, we believe that the direct
benefit to the taxpayer and small business in the form of reim-
bursement for their litigation expenses as well as the indirect
benefit of forcing IRS to carefully evaluate the merits and reason-
ableness of their positions on tax matters far outweigh the costs
1and will provide a fairer, more equitable administration of the tax
aws.

In this regard, NSPA would like to point out that while S. 1444
does not pertain to administrative proceedings, those proceedings
can be as costly as court litigation and, the factors in deciding to
administratively appeal an IRS decision are similar if not identical
to those relating to filing a court action. It is not necessarily our
position that S. 1444 be amended to include administrative proceed-
ings; however, it is our intention to bring out the fact that most
cases challenging an IRS position on a matter take place at the
administative level and that is where IRS exerts its greatest influ-
ence and pressure. While it is hoped that S. 1444, if enacted, would
have some positive effect on the IRS in the administrative arena,
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R ‘t;uirther attention simliar to S. 1444 should be focused.in that

.~ direction. A ' J L

Finally, NSPA supports the sunset provision of S. 1444, however,
we believe the dates suggested by the legislation are unrealistic.
The -budgets for those future fiscal years will have already been
determined when the‘whfaased and those cases currently in
litigation should not n y reap a windfall from S. 1444 at the
expense of IRS who would be unnecessarily penalized because the
rules of the game were changed after it began.

In conclusion, the National Society of Public Accountants be-
lieves that legislation providing for the payment of attorneys fees

- to individuals and small businesses prevailing in civil tax cases

against the IRS is a first step toward restraining arbitrary regula-

. -tory proceedings. Since many cases result from a bureaucratic or

. 7 administrative denial of justice to those unable to afford the ex--

- =~ . traordinary legal costs involved, legislation providing for an attor-

: ney fee reimbursement would restore to those ab their right to
seek legal redress for damages done.

Thank you for the opportunity to present our views on this
legislation. ‘

Senator Baucus. Thank you very much, Mr. Fitch.

I want to tell you I agree with you that one of the basic problems

- facing small business today is the paperwork and all the proce-

" dures that small businessmen have to put up with in dealing with

and other agencies—certainly as compared with larger enti-

ties. That is the kind of problem I am going to be addressing in
subsequent legislation. _ ‘

I agree that it is a whole separate question that has to be

] :,.ddressed, sed. It is a bit difficult to address it in this particular legisla-
ion. .

One thing intrigued me. You seemed to say that whenever a
taxpayer prevails, then automatically, in lyour judgment, that tax-
payer should be awarded attorneys’ fees. I am wondering if that is
a bit fair, really.

It seems to me an argument may be made that when two parties
legitimately and reasonably are unable to resolve their problems,
even though one party is a taxpayer and the other party is Uncle

~__ Sam, that when each position is reasonable in sum and it is just a

- matter of trying to resolve which party is right, then in those cases
by definition there is no harassment. The Government is acting
reasonably, et cetera. I am wondering whether in those cases you
think the taxpayer who prevails should necessarily be awarded
attorneys’ fees and costs.

Mr. . I think primarily in litigation not involving the Gov-
ernment, in most cases the litigants are—I would venture to say—
relatively equal in their ability to fund the litigation, I think that

- when you litigate against the Federal Government, particularly
from an individual standpoint or a small businessman’s standpoint
there is no financial parity therefore their cause—and 1 disagree
with previous testimony—should be rewarded if theg‘ prevail.

I do not think the reasonableness or unreasonableness Govern-
ment acts should be the test. I am not saying it should not be a
part of the burden of proof. I am saying that it should not be the
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controlling ‘test to determine the awarding of attorney’s fees or
other court costs. -
-Senator- BAucus. As I understand it, you think court costs, in-
cluding attoma?f:s fees, should be awarded automatically if the
\7

taxpayer pre ?

l\fﬁ Fircn. Yes.

Senator Baucus. Unreasonableness is irrelevant?

Mr. Frrch. Basically. . -

Senator BAaucus. Do other members of the panel agree?

Mr. LewoLT. We were complaining about overcrowded courts. It
may take as long to determine whether the IRS is__actinﬁ reason-
ably as it took to determine the oriﬁinal tax matter if the whole
sphere of evidence is taken into consideration. .

Senator Baucus. Does anyone on the panel disagree with that
position?

Yes, sir? , . .

Mr. Davis. Mr. Chairman, I disagree with that. Basically, I think
we all agree that a tax case, or the administration of thg tax laws,
is a different segment of Government and I think, again, that the
award of the fee should be left in the discretion of the court once it
is Jruhstified. I do not think it should be an automatic thing.

e Internal Revenue Service has certain authority and respon-
sibility legally to do their work and in doing it they are gging to
have controversies that arise. I think the taxpayer would be satis-
fied if he won his case, dollar for dollar, but if the court reviewed
the circumstances and said, yes, Mr. Taxpayer, that is fine. We
hate to see you pay out the money, but this Internal Revenue
agent, the Chief Counsel’s office or the Justice Department, they
did exactly what they were supposed to do under the law. They
thought tl::y were doing what was right, and you are not entitled
to any costs. )

Senator Baucus. I take it, sir, that you would be more agreeable
to placing the burden of proof on the Government to show that it
was not acting unreasonably. Is that correct? - ‘

Mr. Davis. I am a layman, as far as the law is concerned.

Senator Baucus. Under the bill as presently drafted, the prevail-
ing taxpayer must show, since he has the burden of proof, that the
Government was acting unreasonably. Some people argue, the Sen- -
ators earlier this afternoon for example, that the burden should be
shifted, once the taxpaier prevails on the substantive issues, to the
Government to show that the Government was not acting unrea-
sonably—that such a shift would enhance the likelihood of prevail-
in(ltax yers being reimbursed for attorney’s fees.

ou do not have any view on that?

Mr. Davis. I heard the testimony. It is a layman’s view. I do not
think the burden should be shifted. I think the burden should stay
where it is. It is just an extra step in the proceeding.

Senator Baucus. What about additional expert fees, like engi-
neering costs, CPA costs, et cetera? Basically some of you suggested
that those should be included as reimbursable costs. ]

I am wondering, is it the normal course—let’s confine it only to
judicial proceedings, not administrative proceedings—in judicial
proceedings, what are additional fees of this nature?

Can-any of you givé me any idea of how much is involved here?
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~ = .Mr. Long. In our own particular cage, we could probably not

Jjustify any of our costs by any definition by exferts because we
spent them in unusual and unique ways, and I think in a big

rcentage of the tax cases, there is probably half the expenses at
east that the taxpayer puts out that you would not recover.

Ms. Lona. The definition of costs ﬁ‘reaently in title 28 that this
bill is amending is rather narrow. They are not out-of-pocket ex-
penses. They are specific categories. :

Senator Baucus. Right.

How much would engineering fees, expert witnesses——

Ms. Long. Tho?{eeduld be very, very substantial, if you have to fly
somebody in. n, you have to consult with them in the first
ﬁlnanoe. They have to review- the record. We believe that the $20,000
litig.t tl.B really too low of a limit in recognition of the actual costs of

ation.

Senator Baucus. The thing that struck me as a little odd—
maybe I am naive—is that the panel that preceded you included
practicing tax attorneys who felt that perhaps we are giving tax-
payers a little too much here. The general tone of the testimony
seefned that well, perhaps the bill makes sense, but maybe it is
going to encourage too many taxpayers to claim attorneys’ fees and
so forth; whereas the general tone of your testimony, this entire
panel’s, is in the opposite direction. -

th{ is it, in your judgment, that tax attorneys tend to feel that
the bill might be going a little bit too far?

Mr. Leworr. I do not think they want to see competition from
public-spirited attorneys. Most of our calls are from small business-
men and from retired people which involve large amounts of
money, but they cannét find these 1 law firms to represent
them. I think if this bill wacsedpa‘ssed t would encourage young
-—attorneys, perhaps inexperienced, to get the expertise they need to
defend these people and, in turn, they would be providing competi-
tion for the establishment. ) '

I also think that-tax attorneys are well-established, certainly
work hand-in-hand with the Internal Revenue Service, and have, to
some extent, an interest in protecting the status quo. ’

Senator Baucus. I wonder if some of you could also help me a
little bit by describing a typical audit process. I am trying to get a
. feel for the various steps that are involved, looking tow. at
what administrative step the bill should be amended to include fees
and costs for administrative p ings. _ ,

It seems to me, certainly, that the IRS sends the first letter.
Maybe that is not the appropriate administrative step.

uld you give me a sense of what the various steps are before,
and including, going to court?

Mr. Lona. 1 might point out statistically—I am a nut on statis-
tics, and so is Sue—they said there were only 1,000 cases last year
in the Tax Court and only about 100 of thoee actually won, and if
you pay $20,000 to those 100 cases, you would only be paying out a
“maxm' num of $2 million. If you had twice as many, a maximum of

| million. . . _ L o -~

Soactuallyifoneofthepointstha%mha_votodoiswin_the

: " " case, there are only going to be 200 or 300. of them per year for the
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. next 8 or 4 years, because I do not think the inertia of the legal

profession to swing over into this area will change it. ,

Senator Baucus. Could one of you outline the various steps in
the adm%nhtmtive procedures, please? Someone who has some ex-
perience

‘Mr. LoNG. You start off with the audit, then you have the
district conference, sometimes technical advice, and the appellate
conference. Then you go through your ]'}rettial conferences, stipula-
tion conference, and then go to trial in Tax Court. :

Senator Baucus. Could somebody add a little? :

Ms. LoNG. The appeals procedure was changed last fall. You used
to have two levels of appeal, a district and appellate conference
level. It has been consolidated to one level.

Basically in most cases, there is an audit. There is an attempt to

- get the taxpayer to aﬂee to it at some point. If the taxg_ahyer does

not agree, they get whut is known as the 30-day letter. That gives
them an opportunity to seek an administrative appeal.

If they do not ap it, then they will get a statutory-notice.
Then they have 90 days to file in the Tax Court or that money is
assessed. If they wish to seek review in the district court or the
Court of Claims, they have to pay the entire amount that is in-
volved, then file an administrative claim for refund. If that is
denied, or, I believe, if 6 months go by, then they can file in the
district court or the Court of Claims. :

Senator BAucus. At what level do you think it makes sense to
provide for administrative costs?

Ms. LoNG. There is a sharp demarcation. There is an administra-
tive appeal within the IRS. It would be logical to extend it to that |
level during the appeals process, the contesting, once IRS has
issued a formal finding. However, most taxpayers give in and do
ngtt. even get a 30-day letter. They just agree to it, with IRS’s
action. oo

Perhaps it would be helpful, therefore, for a taxpayer to be
aware clearly of their rights before they gave into it—to be sure
that they were aware that they had this opportunity of administra-
tive appeal and that costs were not a barrier once provisions for
recovemf expenses were made in that area.

Mr. H. I would like to speak to that for a moment.

It has been the experience of our members, maybe Mr. Davis

" could amplify on that, who have clients, individual or small busi-

ness clients, who as soon as they get their first notice that they are
going to be audited by IRS immediately turn it over to their
accountant or turn it over to their attorney to handle it from there

on.
So the clock starts ticking in terms of ex;;;nses right there. They
are being charged for the time it takes that accountant or that
attorney to contact IRS, to set up the interview, to be there when
the audit is conducted, to do all the mechanical things involved in
the audit, even before it gets.to any kind of stage, the early issues
and ussing possible settlements or were they go from there.
So I think that from the time the letter is received by the
taxpanga that is when the clock starts as far as our people are
concerned. S _ . .
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Senator Baucus. Let me ask a basic question of everybody. What
are youx experiences?

You already discussed this to some degree, but let me ask the
question again. What is the basic problem that most taxpayers
have with the IRS?

Mr. Fitch, you talked about the small businessman’s harassment
with paperwork and perceived harassment, et cetera. I wonder if
any of you could tell me fundamentally what is the bottomline
here? Is it insensitive agents, paperwork, laws that do not make
sense, too many regulations? ,

Iam l;ut curious. What is it, fundamentally?

Mr. Davis. Mr. Chairman, my experience has been that a lot of
the problem is that really they do not understand the Internal
Revenue. They think it is a big maze of confusion, or something.

I have had many clients who say, well, they cannot do that, it is
unooéw:itutional. ou cannot do that and that. They do not under-
stand it. .

I often tell them the problem is not with that examining agent;
it is with the people who made the law.

I think that is a big area of misunderstanding with them. They
do not understand its functions and purposes and so forth.

Senator Baucus. The taxpayer does not understand. What do we
do about that, then?

Mr. Davis. It is one of our forms of government. I do not know if
I have a suggestion.

If I might say something on the administrative costs, again,
getting back to facing the examining agent or auditor, I do not
think I would recommend commencing the administrative costs at
that level because the Government has a right to come out there
and check your books. : '

What you cannot do is to insure him against ever having to
spend any money to do it.

1 think the proper commencement point would be where the
controversy is really locked in—maybe even above the agent level,
or when it leaves the agent level. It is going to take that agent

here from a day to weeks to get his recommendation made

out.

Until that point, you really do not have any controversy. He was
just doing what he was supposed to do in the first place.

At first, at a level beyond him somewhere, the administrative
costs could begin to tick off.

Senator Baucus. Mr. Fitch?

Mr. FrrcH. The basic problem involves the complexities of the tax
law. I think the taxpayers are not aware of what their rights are.
They are unsure, or uncertain, of what the tax law says or is, and I
think when they are faced with an agent who says this is the way
it is, and you owe us money, it scares the taxpayer. Without any
sort of grofwsional advice, the taxpayer thinks that he is wrong
and he has no other recourse but to capitulate.

That would be my opinion. We have people here who have been
involved in it. They may be able to elaborate on that.

Senator Baucus. Mr., Lo

Mr. Long. I think I have talked to hundreds of taxpayers who
have had problems because they have phoned us and written us
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letters, and I feel that most of them have very limited knowledge
of the tax laws, the tax code, and so forth. :

But in our original suit under the Freedom of Information Act,
we broke out the IRS handbook and manual. If you work for IRS as
an agent, you go to their school, like the one in Seattle or San
Francisco, they have 1,800 pages in the first primary instruction
manual. Then they have a section that is in the handbook and
manual which they follow which is the interpretation of the law
that Congress passes.

If you are a taxpayer and you try to file the regulations or code
and you do it religiously and have your CPA do it just like he says,
then the agent is wor{irf from a different interpretation. Then
you have a gray area, suddenly, and you have a controversy, and
then you have to thrash your way through that and we went
through 33 issues and won on all of them, because when it got
down to the cases, my CPA was correct.

We feel that IRS in many cases, we could have probably compro-
mised out for 10 to 20 percent of the dollar.

Senator Baucus. Mr. Fitch, is the problem, in your judgment, the
fact that the complexity of the tax code itself overwhelms taxpay-
ers, or is it rather that agents when they contact taxpayers are
unreasonable in the manner in which they proceed with the tax-
payers? Which of those two is the greater problem?

r. Frron. That is a very difficult question. I would say both are
a problem. Which would be the ter of the problems, I would
say ihat probably it would be the face-to-face sitdown with the
agen

Senator Baucus. What if an agent is very, very reasonable, very
understanding and wants to help, in the proper sense? If all the
agents were model agents like that, would some of the same prob-
lems still exist for small businessmen or taxpayers with moderate
or lower incomes?

Mr. FrrcH. Probably. Referring to President Carter’s crisis of
confidence, I think if there were some way the taxpayer could be
reassured that the Internal Revenue Service and its agents are, in
fact, as you say they ideally should be, there would be a sharp
ﬁ‘etdiguactt'ion in the underground economy. And, a sharp reduction in

ion.

I still think there would be matters in controversy; however, I do
not think the litigation will be as it is now in many cases where-
people in this country are saying, “They can’t get away with that. I
am going to sue them.” :

Senator Baucus. What if the IRS provided services to the taxpay-
ers, more services than they now have? Would that be a help?

Mr. Lonag. We testified to the taxpayers assistance program & or
6 years ago and we got the manual for tra.ininﬁ‘f"or those taxpayer
assistance people and it was a 1-week course. Therefore, the aver-
age tax accountant knew much more than the taxpayer assistance

people.

And if you followed their suggestions, you would be liable for the
errors that you made in the tax return.

We believe that the IRS should be helpful and have the person
understand the Tax Code first. Generating additional revenues
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. should be second. At the present time, the priorities, I think, at the
-———IRS, are the reverse of that. _
Ms. LoNG. In terms of the problems and whether or not assist-
ance would solve some of the problems, as I see it, there are three
. major problems: One, the taxpayer cannot find out what the cor-
"rect way to make out their th:g)a er is beforehand. You simgly
%, cannot. You can go and ask IRS, but there is no assurance that
theﬁsare going to get the right answer.

IRS has conducted a rather long and complicated study over the
years using sophisticated techniques of sampling to determine what-
proportions of the returns would be in error if all returns were
audited, and they found the vast majority would, whether or not
you went to IRS, a CPA, a lawyer, or made out your own return.

The No. 1 problem—there is no way to find out what would be
the correct answer before you file your return, . .

__If you gave IRS the resources—and obviously, it is a very expen-
sive kind of process to have IRS giving assistance where the J)eople
giving the assistance have enough technical training and take
enough time so they can be sure they are giving correct answers
and takes responsibility for their answers.

If you did that, yes. That would be of some assistance.

Second, when you get to the audit process, it would be important
to have some real remedy. Always you need some check to be sure
the system is working. Right now, there is no real practical remedy
because of the cost barrier for seeking real relief.

Mr. LEwoLt. I would like to agree that the bottom line problem
is confusion. Unfortunately, the power is unfairly distributed be-
tween the taxpayer and agent. The agent is not willing to take the

-— — time and patience to explain the complex tax code in a way that
~ does not alienate the taxpayer.

When you are treated rudely and treated like you are a liar right
off the bat, many times it interferes with your ability to under-
stand, even if you haﬂpen to be in the wrong.

I think, based on the calls and letters we have received over the
last 2 years, a massive retraining program has to be held in the
IRS as to taxpayers rights.

I think it is an attitude problem on the part of agents.

Ms. Lona. I would like to make one comment on that.

Unfortunately, if the IRS agents took more time and were rea-
sonable and looked at both sides, it would just eat up more time for
audit and there would be fewer audits. IRS sets goals as to how
many audits they are going to produce in a year given the re-
sources they have. The person in the field simply does not have the
latitude to spend the time to look at both sides, to be thorough, to
explain. He or she simply does not have the time. He would get in
trouble with his or her supervisor.

There was a study in the past looking at how many taxpayers
who were audited understood the nature of the claim and why they
contested it or did not contest it. The vast majority really did not
understand. They gave in for a variety of reasons. They were afraid
to fight. They could not afford to fight. They were scared. They did
not understand. :

It is simply, really, counterproductive to run an examination
program in that fashion. :
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Senator Baucus. I want to thank you all. You have all been very,
very helpful. : :

I am new to this committee and you have certainly heightened
my sensitivity to a lot of the problems. .
_ wanttotell'youalsothatthisisanareathatlamgoingtobe
spending a lot of time in bt;cause my intuition is it is necessary and
important to all of us.

want to personally thank each of you for your testimony today
which confirms some of the basic feelings that I have had.

And thank you for being so patient this afternoon.

[The prepared statements of the preceding panel follow:)

/
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TESTIMONY OF DANIEL LEWOLT+ EXECUTIVE DIRECTOR.
NATIONAL TAXPAYERS LEGAL FUND

THE NATIONAL TAXPAYERS LEGAL FUND, WHICH I REPRESENT, IS GRATEFUL FOR THE
OPPORTUNITY TO COMMENT ON S. 1444, THE TAXPAYERS PROTECTIOR AND RETMBURSEMENT
ACT.

THE NTLF IS A NON-PARTISAN ORCANIZATIOR DEDICATED TO PROMOTING AND PROTECTING
THE CONSTITUTIONAL LIBERTIES OF CITIZENS AS TAXPAYERS. WE LITIGATE TO HELP INSURE
THAT FEDERAL AGENCIES TREAT CITIZENS FAIRLY, AND, WE SEEK BASIC REFORM IK THE
ADMINISTRATION AND ENFORCEMENT OF THE TAX SYSTEM.

S. 1444 IS DESIGNED TO AWARD COURT COSTS, INCLUDING ATTORNEY FEES, TO
TAXPAYERS WHO ULTIMATELY PREVAIL IN ACTIONS AGAINST UNREASONABLE GOVERNMENT
POSITIONS. WE BELIEVE THE BILL, AS PRESENTLY WRITTEN, COULD BE SUBSTANTIALLY
STRENGTHENED. WITH OR WITHOUT THE SUGGESTED CHANGES, ROWEVER, WE FEEL TRAT THE
PROPOSAL SHOULD BECOME LAW. PASSING MEASURES IR SUPPORT OF TAXPAYERS RIGHTS SHOULD
BE AN EMERGENCY LEVEL PRIORITY FOR THIS CONGRESS.

THE NATIONAL TAXPAYERS LEGAL FUND, WITH OVER 8000 CONTRIBUTERS IN NEARLY
EVERY STATE, IS IN A UNIQUE POSITION TO HEAR THE RUMBLINGS OF TAX REVOLT IN
AMERICA. 1 AM SURE NOBODY IN CONGRESS WILL BB SURPRISED TO HEAR TEBAT MOST OF THE
COMPLAINTS WE HEAR COME TO US FROM PEOPLE HELPLESSLY ENTANGLED IN DISPUTES WITH THE
INTERNAL REVENUE SERVICE BURBAUCRACY. DUE TO THE EXTREME COSTS OF TAX LITIGATION,
TOO-OFTEN ALL OUR NOM-PROFIT LEGAL FOUNDATION CAN DO FOR MANY OF THESE PEOPLE IS TO
ADVISE THEM ON THE CONSEQUENCES OF THEIR SITUATION. WE TOO, FEEL THEIR FRUSTRATIOR
WITH A SYSTEN THAT PRESENTLY ALLOWS SUCH RESTRICTED RECOURSE AGAINSY ITS OWM N
INJUSTICE.

TRS COMMISSIONER, JEROME KURTZ, ADMITTED IN HOUSE COMMITTREE TESTIMONY THIS
SPRING THAT RESPECT FOR THRE TAX SYSTEM IS RAPIDLY DECREASING. IT IS REPEATED OVER
AND OVER AGAIN IR TESTIMONY BY TAX OFFICIALS, TRAT AMERICA DEPENDS ON A SYSTEX OF
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PVOLUNTARY COMPLIANCE™ WITH THE TAX LAWS. YST POVERS RAVR BEEN GIVEN TO IRS
AGENTS THAT LEAD TO OCCASIOKAL BUT HIGHLY DISILLUSIONING CONSTITUTIONAL ABUSES.
THE COMMISSIONER HAS VOWKD TO RESTORS PEOPLES' CONPIDENCE IM THE IRS, THIS WILL
BE AN TMPOSSIBLE TASK VITHOUT PASSAGE OF LEGISLATION PROVIDING A RENEDY AGAINST
THE AGENCY'S ABUSES. .

THE BIGGEST BARRIER TO JUSTICE WHEN CAUGHT IN AN UNFAIR DISPUTE WITH THE
188, IS THE COST OF PROVING YOUR CASE IN COURT. THIS BILL, THOUGH TOO WEAK IN
OUR OPINION, WILL NEVERTHELESS PROVIDE RELIEF TO TAXPAYERS IN THE POSITION OF
FIGHTING UNREASONABLE TAX CHARCES.

S.1444 VILL MAKE THE IRS MORE OBJECTIVE AND SELECTIVE IN THE CASES IY CHOOSES
POR LITIGATION. IT WILL ALSO SERVE TO DETER OFFICIALS FROM BRINGING CHARGES THEY
WERE PLAMNING TO DROP FOR BARGAINING PURPOSES. UNDER THE BILL, IF THE GOVERIMENT
PERSISTS WITH AN UNSUPPORTABLE POSITION, AT LEAST THE TAXPAYER CAN RECOVER PART OF
WHAT IT COSTS TO ESTABLISH JUSTICE.

ANY JUDICIAL "CONFUSION™ OR SO-CALLED “"BURDEN" THAT MIGHYT BE CREATED BY THIS
LEGISLATION SHOULD STAND SECONDARY TO THE NEED POR AN AVENUE OF LEGAL REDRESS
WHEN UNWARRANTED INJURY HAS BEEN INFLICTED ON A CITIZEN BY GOVERRMENT.

THIS LEGISLAYION COULD PROVIDE A PARTIAL INSURANCE POLICY FOR ANY AND ALL
TAXPAYERS WHO MIGRT ONE DAY HAVE TO EXPERIENCE THE KECESSITY OF FINANCING A LAW-

. SUIT 70 CLEAR THEMSELVES OF AN UNREASOMABLE CHARCE MADE BY THE IRS. EACH TAXPAYER

WHO VINS A TAX SUIT AND RECOVERS COURT EXPENSES UNDER THIS NEV LAW, WILL HELP

" IMPROVE THE SYSTEM FOR EVERYOWE.

. THE PROBLEN

THE TAXPAYERS PROYECTION AI(D REINBURSEMENT ACT SEEKS TO ADDRESS A PROBLEM

" ORIGIMATING IN THE EXISTING. TAX CODR. ALMOST EVERYONE IS CONFUSED BY THE TAX

SYSTEM. THE SYSTEM ITSELF AND THOSE WHO RUN IT ALSO SEEX TO 3R COMFUSED. COM-
SEQUENTLY, THE IRS IS STUCK WITH THE JOB OF ENFORCING A VAST BODY OF LAW THAT IS

- INHUMANE BECAUSE FEW UNDERSTAND IT. .NO WONDER PEOPLE HAVE A DIFFICULT TIME TRUSTING

THE IRS,

MANY IRS FIELD AGENTS ARE FRUSTRATED WHEN THEY SEE WEALTHY TAXPAYERS DEFEAT

" THEIR AUDITS IN COURT, WITH THE HELP OF EXPENSIVE TAX LAWYERS. SINCE THE PRESSURE
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FOR OOLLECTIONS 1S SO HEAVY, SOMETIMES AN AGENY FINDS THAT RARRASSMENT CAN
SQUEEZE MONBY OUT OF TAXPAYERS QUICKER THAN A CAREFUL INVESTIGATION. THOUGH
HARRASSMENT DOESN'T WORK WELL ON BIG TAXPAYERS, IT IS OFTEN SUCCESSFUL AGAINST
MIDDLE AND LOW-INCOME TAXPAYERS WHO CAN'T TAKE TRE HEAVY RISKS OF A COURT BATILE
WITH THE FEDERAL GOVERNMENT. ’

THE COMPLEXITY OF THE SYSTEM THE IRS TRIES TO ADMINISTER AND ENFORCE DEMANDS
THAT AGENTS BE BETTER TRAINED TO ASSUME AN EDUCATOR'S ROLE, RATHER TRAN A COMPETITIVE
. POSITION, IN THEIR DEALINGS WITH CITIZENS. AGENTS SHOULD ALSO RECIEVE MORE '
SENSITVITY TRAINING TO THE CONSTITUTIONAL RIGHTS OF TAXPAYERS. CONCRESS CAN DO ITS
PART BY DEFINING THESE RIGHTS AND PROTECTING THEM BY STATUTE.

SPECIFIC BILL PROVISIONS

1. THE COST BAR TO JUSTICE IN TAX CASES

THOSE TAXPAYERS WHO MEET THE TERMS OF THE LEGISLATIOR WOULD BE ELIGIBLE FOR
AN AWARD OF REASONABLE ATTORNEYS FEES AND COURT COSTS, UP TO $20,000. IT IS
ESTIMATED TN THE BILL'S INTRODUCTION THAT THIS AMOUNT WOULD COVER THE ORDINARY CIVIL
TAX CASE. 1IN FACT, ATTORNEY FEES AND COURT COSTS IN ORDINARY TAX CASES OFPTEN REACH
$20,000 BEFORE THE CASE EVEN GETS OUT OF THE ADMINISTRATIVE APPEALS PROCESS. TWENTY
THOUSAND DOLLARS WILL NO DOUBT HELP CONSIDERABLY IK A FEW CASES, AND THE AMOUNT
SHOULD BE ENOUGH TO PROVIDE SOME INCENTIVE TO TAXPAYERS TO TRY AND PROTECT THENSELVES.
HOWEVER, THE BILL MUST RECOGNIZE, AT LEAST IN ITS LEGISLATIVE KISTORY, THAT THE
AVERAGE COSTS ASSOCIATED WITH TAX LITIGATION FAR EXCEED THE AMARD CEILING OF $20,000.
FURTHER, IN ITS AVARD OF ATTORNEY FEES AND COURT COSTS, THE BILL GIVES NO
OTHER STANDARD BUT "REASONABLENESS" FOR USE IN DETERMINING A FAIR AMOUNT IN EACH
CASE. TRIS LEAVES ALOT TO JUDICIAL DISCRETION, BUT PERHAPS JUDGES CAN BE TRUSTED
70 PERFORM THIS TASK JUSTLY, IN LINE WITR THE LEGISLATIVE INTENT. EVEW SO, IT
WOULD BE STIMPLE TO LIST THE COMMOM COSTS INVOLVED IN TAX LITIGATION. COSTS RE-
COVERABLE SHOULD INCLUDR THE KXPENSES OF A CPA, APPRAISERS, OTHER NECESSARY PRO-
FESSIONALS AND FREEDON OF INFORMATION SUITS TO GAIN INFORMATION FOR CASE PREPARATION.

AS FOR ATTORNEY FEES, ONE WAY OF ESTIMATING THEX IR CIVIL LAW IS TO BASE THE
FER ON THE AMOUNT OF MONEY IN CONTROVERSY. THIS WOULD NOT BE APPROPRIATE HERE
BECAUSE COSTS AND ATTORNEY FEES IN TAX LITIGATION ARE WIDELY FOUND TO QUICKLY
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nmmmucoumm THEREPORE, THR JUDGE NUST BE THE ONE TO DECIDR
VAT I8 JUST COMPEMSATION. IDEALLY, IN DETZRMINING THE ANARD, JUDGES WOULD TAKE
INTO ACCOUNT OTHER DAMAGES THE INDIVIDUAL RAD SUFFERED TEROUGHOUT THE UNNECESSARY
INVESTIGATION AND SUBSEQUENT LEGAL PROCEEDINGS.

SINCE AR AWARD OF TWENTY-THOUSAND DOLLARS ONLY BEGINS TO COVER EXPENSES IN
MANY CASES, A PROVISION COULD BE ADDED TO TRE BILL REQUIRING A PRELIMINARY DE-
TERMINATION OF REASONABLENESS WHEN COSTS REACH THE $20,000 MARK. THE DETERMINATION
COULD BE BASED ON THE FULL RECORD AND RELEVART EVIDENCE TO THAT POINT IN THE ACTION,

~ II. COSTS O NI TIVE P| EDINGS NOT BY BI

TAXPAYERS MUST MEET A NEWLY DEPINED PREVAILING PARTY STANDARD TO RECIEVE AN
AWARD UNDER THIS BILL. THE STANDARD THAT IS IN USE YN 28 U.S.C. 2412, HAS BEEN
HELD 70 DEMAND THAT THE TAXPAYER SUCCEED AS TO ALL BUT AN “INSUBSTANTIAL" PORTION
OF THE ISSUES OR SUM IN CONTROVERSY, IN ORDER TO RECOVER COSTS. THE STANDARD IN
KFFECT UNDER S. 1444 HAS A.TWO-FOLD REQUIREMENT TRAT MAXES IT MUCH TOUCHER TO
QUALIFY AS A PREVAILING PARTY. THE TAXPAYER MUST WIN ON ALL BUT-AN “INSIGNIFICANT"
PORTION OF THE ISSUES OR THE AMOUNT IN CONTROVERSY. “INSIGNIFICANT™ IS A HARDER
TEWM 70 SATISFY THAN "INSUBSTANTIAL". ALSO, THERE IS A FURTHEL REQUIREMERT THAT THE
TAXPAYER PROVE THE IRS WAS "UNREASOMABLE" IN THEIR PURSUIT OF THE CASE.

A. mmsr REVAIL OM ALL IS OR IN

MULTIPLE CAUSES OF ACTION COULD PRESENT DIFFICULTY FOR TAXPAYERS VISHING TO
QUALTFY AS PREVAILING PARTIES UNDER THIS BILL. THF BILL SAYS THAT DIFFERENT CAUSES
. OF ACTION CAN BE LUMPED TOGETHER AS ONE, FOR PURPOSES OF DETERMINTNG WHETHER THE
- TAXPAYER HAS ALL BUT "IMSIGNIFICANTLY" PREVATLED IN THE ACTION. WHEYEER OR NOT IT
18 PAIR TO GROUP DIFFERENT CAUSES-OF ACTION TOGETHER IN REACHING A PREVAILING PARTY
" DETERMINATION IS LEFT TO THE DISCAETION OF THE JUDGE. WE WOULD RATHER SEB THE BILL
REQUIRE SEPERATE ACCOUNTINGS FOR EACH MAJOR CAUSE OF ACTION, SO THAT THE TAXPAYER
* CAM BE AMARDED FEES AND COSTS FOR EACH CAUSE OF ACTION THAT WAS BROUGHT UNREASONABLY.

© SINCE THIS BILL RELIES 50 HEAVILY ON JUDICIAL DISCRETION, IT MIGHT BB WISE !0
ENCOURAGE A WEN JUDICIAL ATTITUDE WITH A WORD OR VO IM THE LEGISLATIVE RISTORY.
THR TAX COURTS USE A "PRESUMPTION OF CORBECTNESS™ IN EXANINING AN IRS DETERMINATION
or omcuucr. THIS PRESUMPTION SHOULD BE SHIFTED SLIGHTLY IN PAVOR OF THE CONFUSED
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TAXPAYER SO THE BILL CAN ACCOMPLISH ITS STATED PURPOSE, WHICE IS TO PROTECT AND
REINBURSE.

B. TAXPAYER MUST PROVE THAT THE CRARGES ARE UNREASONABLE

THE RATIONAL TAXPAYERS LECAL FUND SUPPORTS S. 1444 BECAUSE 1T REPRESENTS A
STEP TOWARD FATRNESS. WE HAVE DOUBTS CONCERNING ITS EFFECTIVENESS HOWEVER, IF IRS
BEHAVIOR MUST BE JUDGED "UNREASONABLE" IN ORDER TO AWARD CTOSTS AND FEES TO THE
WRONGED TAXPAYER.

IN THE ENVIRONMENT OF COMPLICATED LITIGATION, A TERM LIKE "REASONABLE" MIGHT
BE TOO GENERAL FOR YAX JUDGES TO HANDLE. ON THE OTHER HAND, IF THIS LAW PASSES,
JUDGES MIGHT BE MORE SENSITIVE TO UNREASONABLENESS ON THE PART OF 7ME IRS. THIS
FACTOR COULD HASTEN LITIGATION OONSIDERABLY. GIVER THE EXTRAORDINARY LENCTH OF
SOME COMPLETELY UNREASONABLE CASES THE GOVERNMENT HAS BROUGHT, THIS IS A WELCOME
EFFECT OF THE BILL. JUDGES WILL AUTOMATICALLY STARY ADMITTING AND ENCOURAGING
- TESTIMONY CONCERNING THE REASONABLENESS OF THE GOVERNMENT'S POSITION. THEY WILL
DO SO IN ORDER TO MINIMIZE THE POSSIBILITY OF A LONG EXTRA HEARING ON REASONABLEKESS
AFTER THE MAIN ACTION HAS BEEN DETERNINED IN-THE TAXPAYERS FAVOR. HEIGHTENING
JUDICIAL SENSITIVITY TO UNREASONABLE GOVERNMENT BERAVIOR IS A GOOD WAY TO HELP
" THE COVERNMENT KEEP ITS CASES CLEAN FROM THE BEGINNING. ~ "~~~ o

THP COMPLAINT HAS BEEN MADE THAT EXTRA TESTIMONY WILL CLOG PROCEEDINGS. BUT,
THE ALLOWANCE OF THIS TESTIMONY IS ONE OF THE BILL'S MOST IMPORTANT FEATURES. A
BIG CAUSE OF TAXPAYER FPRUSTRATION IS THE INABILITY TO GBT EVIDENCE OF UNREASONABLE
IRS BEHAVIOR IN THE RECORD. THIS EVIDENCE IS OFTEN RULED IMMATERIAL, OR IT IS AD-
NITTED INTO THR RECORD, ONLY TO BE IGNORED BY THE JUDGE. TAIS LEGISLATION COULD
SERVE TO OPEN TAX FORUMS TO THE COMPLETE RANGE OF CIRCUSTANCES AND ABUSES EX-
PERIENCED BY THE TAXPAYER, IT WILL HELP PROVIDE A LEVEL OF REASONABLE RESPECT FOR
TAXPAYER RIGHTS, AS WELL. N

CONCLUSION - PREVAILING PARTY STANDARD:

THE ONLY REQUIREMENT FOR AN AWARD OF COURT EXPENSES UNDER THIS LEGISLATION SHOULD
BE THAT THE TAXPAYER WINS A MAJOR CAUSE OF ACTION. TBOSE WHO ENDURE THE TURMOILS AND
EXPENSES OF LITIGATION, THROUGH NO FAULT OF THEIR OWN, SHOULD BE AWARDED.

IF THE REASONABLENESS REQUIREMENT IS MAINTAINED, THE BURDEN OF PROOF SEROULD
B2 SHIFTED TO THE GOVERNMENT TO PROVE ITSELF REASONABLE. THE FACT THAT THE GOVERNMENT
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UAS PROVEM WROWG IM THE MAIN ACTION, SHOULD PROVIDE A PAESUMPTION OF UNREASONABLENESS
" ALSO, FOR PRACTICAL PURPOSES, THE COVERNMENT OFTEN POSSESSES MOST OF THE EVIDENCE ON
THE ISSUE OF REASONABLENESS ANYWAY. ONE HOPES THAT THE IRS WOULD COOPERATE IN THE

SPIRIT OF TRUST AND VOLUNTARY COMPLIANCE BY PRESENTING THIS EVIDENCE.

IV. PROPOSED DATES OF APPLICATION

THE ACT CONTAINS A SUNSET PERIOD OF THREE YEARS. NTLF SUPPORTS THIS LIMITATION,
DESPITE THE PACT THAT IT WORKS TO DISQUALIFY A SUBSTANTIAL NUMBER OF CASES THAT TAKE
CONSIDERABLY LONGER THAN THRRE YEARS TO LITIGATE. TDEALLY, WE WOULD LIKE TO SEE THR
SUNSET DATE PUSHED UP TO 1985. HOWEVER, WR ACKNOWLEGE THE VALUE OF AN EARLY SUNSET
INSPECTION, DUR TO THE AMOUNT OF SOUND JUDICIAL DISCRETION THE BILL REQUIRES FOR
SUCCESS. WE TRUST THAT A REVIEW OF THE BILL'S TRACK RECORD AFTER THREE YEARS WILL
REVEAL WHETHER OR NOT JUDGES ARE IN-LINE WITH THE LEGISLATIVE INTENT. AT THAT TIME,
NECESSARY CHANGES IN THE LAW CAN BE MADE.

IT IS MOSY UNPORTUNATE, HOWEVER, THAT THE LAW WILL ONLY APPLY TO CASES FILED
AFTER DECEMBER 31, 19783 SINCE MOST OF THE SUITS WE HAVE DOCUMENTED OVER THE PAST
YEAR WERE INITIATEZD WELL PRIOR TO TRIS DATE. WHY NOT LET EVERYONE WHO IS STILL
INVOLVED WITH THE EXPENSE OF HAVING TO PROTECT THEMSELVES AGAINST WRONG AND UNFAIR
TAX CHARGES HAVE ACCESS T0 THE ACT'S PROTECTION.

'S D INTE IN THE PASSAGE OF S. 1444

OTHER THAX REPRESENTING THE INTERESTS OF TAXPAYERS WHO SUFFER AT THE HANDS
OF GOVERNMENT, THE NATIONAL TAXPAYERS LEGAL FUND IS TRYING TO ESTABLISH A RELTABLE
NETWORK OF ATTORNEYS TO DEFEND TO DEFEND TAXPAYER RIGRTS. S. 1444 WOULD ASSIST
TRAT EFFORT, SOMEWHAT.

FACED WITR AN ALLEGED TAX DEFICIENCY, MOST PEOPLE ARE HELPLESS WITHOUT A
COMPETENT AND WILLING ATTORNEY ON THEIR SIDE. TEESE ATTORNEYS ARE GENERALLY THR
MOST EXPENSIVE OK THE MARKET. IF YOU HAVE AN AVERAGE INCOME, YOU CAN'T AYFORD ONE.

THERE IS CURRENTLY VERY LITTLE ECONOMIC INCENTIVE FOR LAWYERS TO TARR IRS
ABUSE CASES. THIS BILL WOULD ALLOW AN ATTORNEY TO TAKE A PUBLIC-SPIRITED GAMBLE.
IF THE ATTORNEY IS CORRECT AND ABLE TO PROVE THAT THE COVERKMENT CHARGES ARE UNTRUE
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AND UNREASONASLE, AT LEAST PART OF THE FQS WILL BE PAID ALONG VITH THE ADDED SAT-
ISFACTION OF SERVING JUSTICE. .

WE DO NOT THINK THAT CASES COVERED BY S. 1444 WILL SUDDENLY FLOOD THE COURTS,
BECAUSE TRE IRS UNDOUBTABLY ACTS REASONABLY MOST OF THE TIME. WE DO BELIEVE HOWEVER,
THAT RESPONSE TO THIS LEGISLATION WILL SPRING UP IN ALL OF THE TAXING DISTRICTS.

THE LEGAL ESTABLISHMENT SEEMS TO BE ENTRENCHED IN ITS TOLERANCE OF TAXPAYER
RIGBTS ABUSES. PROVIDING INCENTIVES FOR IDBALISTIC ATTORNEYS TO BECOME COMPETENT AT
TAX LAW, IS THE BEST WAY TO EXPOSE AND CORRECT INJUSTICE IN THE ADMINISTRATION ARD
ENFORCEMENT OF THE TAX SYSTEM.

ATTORNEYS WHO ARE WILLING TO DEFEND TAXPAYER RIGHTS NEED TO HAVE ADDITIONAL
LEGISLATION DEFINING A LIBERALIZED SET OF RIGHTS FOR TAXPAYERS. A "TAXPAYERS BILL
OF RIGHTS" IS YEARS OVERDUE AND THERE IS NO TIME MORE PERFECT FOR ITS ENACTMENT INTO
LAV THAN NOW. THE ESTABLISHMENT OF A SYSTEX THAT RESPECTS THE RIGHTS OF THOSE WHO
FINANCE IT WILL NEVER BE COMPLETE UNTIL THE FUNDAMENTAL RICHTS OF TAXPAYERS ARE
FINALLY DRTERMINED BY STATUTE.

LASTLY, THE NATIONAL TAXPAYERS LEGAL FUND THANKS SENATOR BAUCUS, HIS STAFF AND

- . .OTHER SPONSORS OF THIS LEGISLATION FOR INTRODUCING SENATE BILL 1444, AND FOR CON-

DUCTING HEARINGS WITH AN EAR TOWARD THE BASIC PROBLEMS OF TAX ADMINISTRATION AND
ENFORCEMENT. WE LOOK FORWARD TO FOLLOWING YOUR PROGRESS IN ENACTING LEGISLATION
TO IMPROVE THE SYSTEM FOR TAXPAYERS,
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STATEMENT BY
) . SUSAN B. LONG AND PHILIP H. LONG

Mr. Chairman snd Members of the Subcommittes:

We are happy to appear at this Cosmittee's invitation to present
our views on S. 1444, the Taxpayer Protectfon and Reimbursement Act.
On the whole, we boluye that this measure would be 2 small step in
rectifying what ve view as a major area in need of procedural reform
today -- the system for resolving disputes between taxpayers and the

goveroment on their taxes,

[0 _'PAY

The costs of contut(ni I.R.S. enforcement claims are high. Vorci,
-14ttle of these costs are now recoveradble even if the taxpayer takes the
"T.R.8. to court and proves s/he never oved a dime. Since in the vu;.
najority of cases the costs of contesting 1.R.S. claims quickly exceed

the smount of tax in dispute, few taxpayers can afford the price of justice.

In fact, s fev years sgo, former I.R.S. Commissioner Mortimer Caplin
who heads a major lav firm in Washington, D, C. told us his firm could
not afford to take oo & tax cass unless there was over $100,000 at stake.

The costs of litigation were simply too high to justify handling smaller

49-968 0 = 79 -~ 10
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claims. Mo doubt with inflatfon, the figure {s even higher today. The
_story 1s the same vhen you talk with other experienced tax attorneys. ’

I’cv»u:paycrl make $100,000 a year, let along are liadble for $100,000
in sdditional tax. Thus, for the average t'upayor ic nitcu Heele
whether s/he owes the tax, it is ui.-él‘y to costly to contest I.R.§. claims.

From our experience, the problem of being priced out of obtaining
Justice is all too tho. Indeed, we receive many calls snd
letters from taxpsyers angry over what they feel is an unjust L.R.S.
claim. While we can try to be helpful by explaining ad-in\ututtvo and
court remedies and where to obtain further iaformation, we must be homi:
vith thea about the eéul they face. The question that is uppermost is
not vhether or not they owe the money, but simply: How much money is at
stake? While only they can decide how much "justice" is worth to them,

48 & purely wonetary matter in most cases it {s simply cheaper to "pay up

and shut up.”

The unfeirness of this system is heightened because taxpsyers have
little vay of avoiding many tex disputes. The lavs are complex and are
subject to differing iiﬁorwotntim. A taxpayer has no sure vay .of
discovering before s/he files the u:un; vhether tl;t calculations ---
dc'nptto onofn best efforts -- will pass muster if the return is selected
for audit. They m: even be assured of obtaining the co;rcct answers
from 1.R.8. The Internal Reveius Service's own scientific studies under
ite Taxpayer Complisnce Measurement Progrem i{ndicate that whether the
taxpayer consults I.R.8., & tax preparer, C.P.i,, or attorney, fully
two-thirds of the regular 1040 returns filed would -~ if exsmined -«
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be clullcaiid by an I.R.S. auditor and additionsl no'ncys demanded.
Studies indicate snswers and standards vary within I.R.S. itself --

from one office to the next, from one agent to sandther.

To tell taxpayers under thess circumstances that they have little
practical choice but to pay whatever L.R.S. may claim {s owed, is
clearly unjust. Congress should racognize that part of the costs of
creating a complex tax code are the costs of providiag taxpayers an
adequate remedy to ensure that they pay only those moneys they actuslly

MEEILNG THESE NEEDS; 5, 1444
We commend the Chsirman snd other Senators who have joined with him
in introducing this legislation. $. 1444 does offer some needed relief
to taxpsyers. _Bovmr. we believe it does not move far encugh. There
are four aress in particular we ¥ish to comment on: -
(1) the availability of costs as distinguished from attorney fc;o;
(2) the adequacy of $20,000 as the upper limit on avards;
(3) the requirement taxpayers must not merely substantially prevail,
but win on "all, or all but an insignificant portion";
(4) the requirement that I.R.S.'s position be .ho\.m oot simply wrong,
but "unressonable."

{1) Availgbility of Costs. Currently, under 28 U.S.C. 2412 a taxpayer

nead not establish that the government acted unreasonably to obtsin “a -
judgment for costs..in any civil action brought by or sgainst the United
States or any agency or official of the United States acting {n his official
capacity." We are concerned that S. 1444 in smending this provision might
be ¢onstrued as requiring proof of I.R.S. unreasonsbleness before an

avard of costs -~ as distinguished from attorney fees -« could be made.

.
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While undoubtedly this was not the intent of the bill, we suggest that
the matter be clarified by explicitly stating that the act does not
limit relief or remedies presently availasdble.

£2) 320,000 Iimit op Awards. While we have no objection to setting

8 reasonable upper limit on awards, the figure of $20,000 falls short of
the expressed goal: "to provide sufficient relief for tsxpayers in the
ordinary types of civil tax cases" (Cong. Rec., June 27, 1979). Legal
fees, particularly at today's prices, could easily run over $20,000 in
msny ordinary tax cases. We urge consideration of raising this limit.
At sinimum, express recognition of the high cost of litigation should be.
noted, so that the $20,000 figure is not viewed as justifiable only in
cases of adbove average complexity.

£3) PRravailing oo ALl Put an Insiznificant Portion. We again

commend the sponsors of S. 1444 for providing awards for uxpﬁyon who

vin not by & judicial determination, but by heving the government conceds
the issues after litigation has begun. Bowever, S. 1444's langusge adopts
& more stringent test than the usual preveiling standard rule. The require-
ment that taxpayers must not merely substantially prevail, but win on "ali,
or all but sn {nsigaificant portion™ of the money (or where there is no
money at stake, the issues) involved seems unduly restrictive. Surely
taxpayers subject to unreasonable I.R.3. action who substantially prevail
should -not be denied attorney fees simply -bccm;o they did not prove they
owed nothing or mext to nothing. Yet this is bow we fear the "insignificant
portion" language would be construed.

£4) ot Simplv Wropg, Dot Unregsongble. Perhaps the chief area of

concern ve see in 8. 1444 1s (ts nuublancc‘ to some i{nsurance policies

vhich give you everything on the face, and take it all sway in the fine
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print. This is what we are afraid the practical effect of requiring a
showing of I.R.8. unreasonablensss before an award may be given. We
prefer the language in H.R. 3384 introduced May 2, 1979 in the Bouse

- by Representative Mineta, wvho has been joined by 35 cosponsors including
your collesgue from Montana, Repressntative Williams. In that measure
a taxpayer is swarded attorney fees when s/he prevails. S. 1444 could
be strengthened {f at page 3, line 17, "or" was substituted for "and."

If some unreasovableness standard remaios in this bill, we suggest
that at least where a taxpayer has prevailed by proving I.R.S. tax claims
were wrong, the burden should shift to the govermment to show its actions
wvere not unreasonable. Just as the taxpayer has in his or her possession
the facts regarding the tax issues and must bear the burden of proof on
these, {t is the government who has exclusive control of the facts on
the basis for its actions. It should therefore bear the burden of proof

at this juncture in the case.

Further, some guidance should be provided as to unreasonsble standards
-of action. Both the legal position and actions in the case should be
covered under such standaxds. Badges of unreasonableness should fnclude:
(a) strained interpretation -~ sdopting a strained interpretation,
not tuloubl.i flowving from the statute;
(b) inconsistent position -~ taking a posftion inconsistent with
the government's past position without clear evidence that
prior to ssserting these tax claims in the instant case, it
had altered its position and was applyiog this new position
to other taxpayers;
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(c) incousistent spplication -~ applying inconsistent standards
to taxpayers the ststute trests the same}

(4) nuisance claiss -~ rafsing {ssues not becsuse of their
legel merit, but for their nuieance value; (Settlement
for & small percent of the origfiadl tax claim without
8 clear justification for ewitching positions would be
‘an sxemple of bringing nuisance claims.)

(o) Improperly thrut_nu., or making fa_ho statements to
the taxpayer to obtsin or attempt to obtain nnhtr.
advantage;

(f) refusing to provide some sdequate explanation of the
basis of th goverament tex claim, or the type of evidence
the government would require to asccept the taxpayer's

return as filed.

We hope that further considergtion will be given to strengtheaning
8. 1444 in its practical applications, and sppreciate the efforts of
this Subcommittes in this area. nunk you.
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STATEMENT OF EDWIN I. DAVIS

. Mr. Chairman and Members of the Subcommittee, I
- appreciate the opportunity to ptuoxit my views 1/ to this
Subcommittee on S.1444 in particular and the general matter
‘of the recovery by taxpayers of their attorneys' fees if
they prevail in tax litigation. This Subcommittee should be
commended by the taxpaying public for its efforts toward
assuring that our governsent's revenues are raised in a
manner that is not only fair in principle, but is also
actually and demonstrably fair to taxpayers. . N
I am a Cortified Public Accountant and I have
practiced public accounting since 1951, in Houston, Texas.
Before that, from 1949 to 1951, I was employed as an examining
U.S. Internal Revenue Agent. Currently, my office prepares
about 125 tax returns per year and handles about 50 or so
preliminary inquiries and full-scale tax audits by the IRS
per year. "Based on ny ‘31 years of experience within and
without the Intoml Revenue Service, and having studied
8. uu, & hav‘ rdached several conclusions which I would
: uko to relate to you: ' ’
1. As the IRS and Treasury will no doubt tell
you, "tbii:e is np ‘question that most taxpnyon have no

o i/t oxg:ct be co-pmaud for my time by one
- OoF more ot ny clien but the views expressed herein are my
owm.
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significant difficulties with the IRS. However, it is also
trxue that only a very small percentage of individuals'
returns are ever audited.

2. There is no question that some taxpayers do
have significant difficulties with the IRS. These difficul-
ties usually relate to honest differences of opinion, and I
know from tirle-hand cxp;rionce that most IRS agents try »
very hard to be fair to both the taxpayers and the government.
However, taxpayers' dit'ficulun can also result from -tub-
borness, lack of knowledge, lack of effort, and other less
desirable personal cha;uctethtica of the individuals
involved. Further, at times the ax;us“or IRS inquiry may
be outside matters pertinenf to particular tax examinations.
Often there is a lack of appreciation of the difficulty and
expenge that a taxpayer will be forced to incur to respond
to IRS related proceedings.

3. No matter how hard the IRS tries to do 1ts
job well and fairly, it will never be able to assure you or
the taxpaying public that every taxpayer has been treated
reasonably and fairly. Therefore, some independent check
and balance is needed, ahd some method is needed to compen-
sate taxpayers tbr any untair impositions on thcl by their
own government's enploy«' that may occur from time to time.

Hhen you consider the desirability of S.1444, and
any changes to it _g;hpg ray be Q‘pgqntod by thggethca;.ingc or
otherwise, I .hope you wﬁi agree that a chahgo in the lav to
po__nit recovery of attorney's fees should bc designed to
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produce an independent check and balance on the fairness of
IRS practices. Merély because the taxpayer prevails against
the IRS does not mean that the taxpayer's attorney's fees
should be reimbursed. However, if the IRS position was not
justifiable, the taxpayer who was unfairly treated should be
made whole. .

Let me address the specifics of S.1444 as I think
it would work in practice and suggest some ideas about that
for you to consider. '

First, I think the bill overall offers an improve-
ment over current law, and ! support it. That’'is not to say
parts of it could not be improved, in my view.

My first concern about the bill is with the limit

_ of $20,000 for fees and costs (I.R.C. § 7430(b)} 28 U.8.C.

_'§ 2412(b)(2)). Besides the obvicus fact that inflation may

- - make any number 1like thii quickly out-of-date, ‘2/ it does

 not seem tl!.t to {mpose a dollar limit in many'cases. For

© example, if the government and the taxpayer each were to

. cpend_ss_o,ooo preparing and litigating a case that the
government should never have brought, why should the tax«

payer's 830,000 of cost in excess of the artificial $20,000
1imit go unreimbursed? In fact, the unfairness to the
taxpayer in this example is really understated, because gg"z'

A szo,ooo limit enacted five years ago would

" have muﬁ‘a in real texms to less than $13,600 by

, & 820,000 1isit enactéed 10 gem ago would have doc!inod
real terms to 1«. than $10,200 by today, using a CPI

price deflator.
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litigation expenses are subject to recovery under the bill.
Before a tax case gets to the litigation stage, thousands of
dollars in fees and costs may be paid by the taxpayer in
connection wity the IRS audit and administrative appeals.

I1f pre-litigation expenses are not to be covered, perhaps
fairness then requires that there be no dollar limit on the
amount of litigation expenses that can be recovered under
this bill. At a minimum, fairness would seem to require
discretionary recovery up to an amount equal to the costs
incurred by the government in preparing and litigating the
case. This would give the taxpayer an equal break with the
government. Placing the award of fees and costs within the
sound discretion of the courts would not discriminate in
favor of large and expensive tax controversies. Lizqe and
l-alg'taxpayggg alike would have to accept the burden of
paying the litigation expenses in the first instance, subject
to the rigk that they could prevail on the merits of the

. litiqatioh“and then persuade the court to exercise its

dicgretipn in favor of reimbursing all or part of their -
litigation expense.

My second concern is that only lawyers' fees and
liqited types of costs, such as filing fees, are recoverable,
except that a non-lawyer acting as the taxpayer's counsel in
tﬁeArax Court, as permitted by the Court's rules, is also
covered (I.R.C. § 7430(a); 28 U.S.C. § 2312(b)(1)). This
means that the taxpayer's accountant who supervised his
record-keeping, gave him the tax advice, prepared his return,
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‘handled the audit by the IRS and was indispensable to the :
lawyer who tried (and won) the case must be paid solely out
- of the ‘taxpiyer's pocket. It also means that the taxpayer's
appraiser, if there was a valuation question, his engineer,
o if there was a depreciation question, or his economist,
doctor, eté. who testified at the trial must also be paid
solely from tlie taxpayer's pocket. If the government has
its accountants, appraisers, engineers and so forth involved

~ in the casé paid from tax revenues, this seems unfair.
Perhaps all fees and costs incurred by a taxpayer should be
covered by the bill as a matter of fairness. At a minimum,

. permissive récovery for fees-and costs of experts required
. to confront the governhentt!s similar type experts would seem

) roquired to achieve fairness.

) My third concern'is that no recovery is allowed

) unlou the taxpayer recovers all but an insignificant part
of the amount in controversy (I1.R.C. § 7430(c)(2)(A)(i); 28
U.S.C. § (b)(3)(A)(1)). I don't know how much is or isn't
regarded as insignificant, as there is no definition of the
term in the bill. FPurther, the term, “insignificant® is not
a un with a generally accepted meaning in the Internal
Revenue Code. Even if I knew the term's definition, I am
not certain it could be applied sensibly if there were more

than one issue in the case. If, for ‘example, there were two
:Luué in the case, one a 50/50 issue for either side and
the other a 100X issué for the taxpayer, and if the court -
‘5;  were to divide the 50/50 issue egually between the government
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and the taxpayer and decide the 100X issue for the taxpayer,
wouid the test be satisfied or not? I think the taxpayer
should be entitled to his fees and costs attributable to the
100X issue in this case. Perhaps if the bill merely gave a’
federal judge discretion to award fees to the prevailing’
party it would solve the definitional problem and still
protect the government from an unwarranted fee recovery.
Both the taxpayers and the government should be willing to
trust in the integrity of the federal court to exercise this
discretion wisely.

My fourth concern is that the bill's life, from
January 1, 1979, to January 1, 1983 (Secs. 103 and 203 of
the bill), is too short a period to evaluate the bill's
effactiveness. Cases simply take too long to_deveIop in
court to expect any meaningful data for that period to be
available by December 31, 1982, when the bill would expire.
By the time the first cases subject to the bill have been
decided by the appellate courts, the four year term of the
legislation would have.expired. Several more years of
experience with the bill would be required for adequate
evaluation. It seems to me there should be no substantial
concern that the cost of the bill might be too great, or
that courts might be flooded with new litigation. Presum-
ably, the number of cases in which the IRS actions would -
justify a federal court in making a costs award to a taxpayer

would be few, unless the IRS has more problems in this area
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than they have indicated to Congress and the taxpaying
public. Taxpayers would have limited incentive to file more
suites because no new assurance would exist that they would
win a case against the IRS or that a federal court would
award costs., Taxpayers would, however, have assurance that
any litigation would be costly and that they would be out-
of-pocket substantial amounts for the number of years neces-
sary to conclude the litigation even if they might ultimately
prevail. 1In any event, any unexpected docket crowding or
budget problems could be brought to thp Congress' attention
and solved promptly, one way or another. If some finite
evaluation period is needed, it should be substantially
longer than that provided in the bill if any meaningful
review is to occur before the provision expires.

My final concern is that a court would potentially
have to follow a trial on the merits with a trial of the
taxpayer's contention that the Service's position was "un-
reasonable”. I am not sure what is unreasonable in this
context. The small taxpayer who has to engage in expensive
litigation over a sensible but novel question probably
believes the IRS is unreasonable, and Senator Baucus' gtate-
ment introducing S.1444 so suggests. However, “unreasonable"
is defined by Black's Law Dictionary as “irrational; foolish;
unwise; absurd; silly; etc.* 1 doubt the presentation to a
court of a sensible, novel issue is ever unreasonable,
according to the word's dictionary definition. However, I
think that it would strike ordinary people as unfair if the

49-968 0 - 79 — 11
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government chose to try the small taxpayer's novel case
while settling the large taxpayer's novel case. Again,
these definitional difficulties could be avoided by giving
the federal judge hearing the case discretion in the award
of fees. The trial judge could then decide on a case by
case basis what would be necessary to be fair to both the
taxpayer and the government.

In summary, I believe S.1444 represents an im-
portant step toward demonstrating to taxpayers that the
government intends to treat them fairly. I believe this
fundamental fairness is necessary for the integrity and
effective functioning of our self-assessment system. I hope
my concerns expressed to you today will be helpful to you as
you go forward in your markup sessions. '

Thank you Mr. ciairnan and members of this Subcom-
mittees for giving me the opportunity to present my views on

these matters.
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STATEMENT
OF THE
NATIONAL SOCIETY OF PUBLIC ACCOUNTANTS

Mr. Chajirman and Members of the Subcommfittee:

Ky name is John H. Fitch, Jr. ! am Director of Government Affairs
for the National Socfety of Public Accountants. NSPA 1s an individua}
membership professional assocfation made up of 17,000 small, {ndependent
accountants in public practice throughout the natfon. Our members perform
auditing, accounting, tax and management udvisor{ services to 10 mi1lion
tax paying clients ?5 mil1{on of which are small business entities).

NSPA strongly supports the intent and effect of S. 1444. As a Socte
whose membership provides tax advice and consultation to individual as mﬁ

as corporate taxpayers, we are keenly aware of and have experienced the
frustration of one who lacks the financial resources to challenge an arbitrary
and unreasonable position taken by the IRS. The specter of unl?uiud 1egal
and financial resources fs constantly raised and used as a lever by IRS

to force the tndividual or small business tupgcr into a settlement on

;era c:ost favorable to the Government rather than {n the best interest of

us .

NSPA views the intent and philosophy of S. 1444 as being similar to the
intervenor program fnstituted by certain federal regulatory agencies such
as the Federal Trade Commissfon 1n its rulemaking process and proposed and
strongly sugporud in various bills on regulatory reform currently being
considered by both the Senate and the House. The {ntervenor program, a
part of the regulatory process, provides monies and financial support
to individuals and ¢ s who would be affected by a proposed rule or
regulation but are unable to effectively present their views and comments
on 1ts impact on their constituency. S. 1444 acts {n the same manner.
That fs, 1t would assure the plaint{ff (or defendent) in a civil tax case
of financial refmbursement should his position prevail and that of the
Government's 1s found to be unreasonable. Thus, 1t would provide a
mechanism for a taxpayer to show the effect an IRS rule, nguht!on.
{nterpretation or law has on a particular fact situation (similar to
comenting on a proposed rule) and cause the government to take notfce
and seriously avaluate that position.

From a small business standpoint this bill {s even more tmportant.
Federal regulation of the private sector has burdened small business in
particular with paperwork, increasing costs, and general frustration
with seemingly frivolous regulations and guidelines. More {mportantly,
though, the small business community has found 1tself the object of
increasing abuse by regulatory agencies which use their statutor
authority to seek mling:qagﬂnst small firms which, unlike the large
corporations, haven't adequate resources to sustain a protracted legal
battle with the government. This statutory abuse by certain agencies
not only establishes precedents for rulings against larger firms,
but builds the "batting averages" of the agency to Jjustify its very
existence and additional appropriatfons from Congress. Thus, the
agency, its staff, and the regulatory process are further entrenched
in the government.
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A decisfon, right or wrong, by an official of & latory agency
has caused more than Just a few campanfes to go out o;‘g:sinus. And
even If tha ruling has been proven wrong, a bankrupt company has no
recourse of suing the government or r!ghﬂng the case through the
appellate procedures -- 1t simply cannot afford the cost.

While S. 1444 relates specifically to tax cases, the tax laws
serfously {mpact on small business and arbitrary or unreasonable
1ntﬁpbr:::tion. ruling, etc., by IRS can have a disastrous effect on a
sme ness.

Specifically, NSPA supports the "prevailing party" concept of S. 1444,
However, we have some reservations about the burden tRe.“d upon the
prevailing pa to establish that the position of government was
unreasondble, can envision the litigation of a fact situation tuming
on the reasonableness or unreasonableness of a government position rather
than on the merits and facts of the case. NSPA suggests that unreasonableness
be a part of the evidence presented to substantiate the gosition of a
taxpayer or a factual issue, but it should not be controlling {n determining
whether or not costs and attorney's fees are to be awarded. The fact
that the taxpayer prevailed should be sufficient.

NSPA also notes the absence of any reference to expert witness fees
as being a reasonable court cost. In many cases brought before the Tax
Court or in the U.S. District Courts, the attorney for the taxpayer relfes
heavily on the expert testimony of the accountant or tax expert who
advised the taxpayer, prepared his or her return or would serve as one
who interprets a tax ruling, regulation or law reasonably, but not in
the same manner as IRS. These experts are expensive but are a necessary
and tn many cases a crucfal aspect of the taxpayer's case. Therefore,
NSPA recosmends that the bi11 specifically include a proviston relating
to the fees of expart witnesses of this nature.

Since some of our mewbers are authorized to represent taxpayers
before IRS and the Tax Court, we are pleased to see the definition of
attornay's fees includes their services in their capacity as an advocate

for a taxpayer.

NSPA has some: reservation about the increase in the budget of IRS
$f S. 1444 becomes law; however, we believe that the direct benefit to
the taxpayer and small business in the form of reimbursement for their
'mlrtion e ses as well as the fndirect benefit of forcing IRS to
carefully evaluate the merits and reasonableness of their positions on
tax matters far outweigh the costs and will provide a fairer, more
equitadble administration of the tax laws.

In this regard, NSPA would 11ke to point out that while S. 1444
does not pertain to administrative proceedings, those proceedings can be
as costly as court litigation and, the factors in deciding to administratively
2] an IRS decisfon are simflar 1f not identical to those relating to
filing a court action. It is not necessarily our itfon that S. 1
be amended to include administrative proceedings: ver, 1t is our
intentfon to bring out the fact that most cases challenging an IRS position
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on a matter take place at the administrative level and that {s where
IRS exerts ts greatest influence and pressure. While it is hoped that

. S. 1444 if enacted would have some positive effect on the IRS in the
administrative arena, further attentfon similar to S. 1444 should be
focused in that direction. .

Finally, NSPA supports the sunset provision of S. 1444, bowever we
believe the dates suggested by the legislation sre unrealistic. The
budgets for those future fiscal years will have already been determined
when the bi11 s passed and those cases currently in litigatfon should
not necessarily reap a windfall from S. 1444 at the expense of IRS, who
would be unnecessarily penalized because the rules of the game were
changed after 1t began.

In conclusion, the National Socfety of Public Accountants believes
that legislation providing for the payment of attorneys’ fees to individuals
-and small businesses prevailing in civil tax cases agatnst the IRS 1s a
first step toward restraining arbitrary regulatory proceedings. Since
. many cases result from a bureaucratic or administrative denfal of justice
to those unable to afford the extraordinary legal costs involved, legislation
providing for attorney fee reimbursement would restore to those abused
thefr right to seek legal redress for damages done.

Thank you for the opportunity to present our views on this legislation.

Senator Baucus. That concludes the hearing.

Thank you all very much.

The hearing will recess subject to the call of the Chair.

[Whereupon, at 6:05 p.m. the subcommittee recessed, to recon-
vene at the call of the ir.]

[By direction of the chairman the following communications were
made a part of the hearing record:]
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July 17, 1979

Seaator Max Baucus

1107 psos

Washington, D.C. 20510
Dear Senator Baucus:

We were pleased to learn that you have introduced S.1444, the
Taxpayer Protection and Refmbursement Act.

Enclosed {s a statement on the National Taxpayer Union's position
on S.1444. Would you please eater the statement into the officisl
record at the hearings on S$.1444?

We wish you every success with your efforts on S.1444.

Sincerely,

David Keat
Director of Legislative Policy

DK/dn

A NON PARTISAN, NON-PROHT ORGANUZATION DEDICATED 70 THE PUSLIC ITRARSY
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The Taxpayer Protection and Reimbursement Act

The National Taxpayers Union fully supports the objectives of S$.1444,
the Taxpayer Protection and Reimbursement Act. It is an important step
towards reducing the awesome disadvantages the taxpayer now faces in a dispute
with the Internal Revenue Service. OCurrently, it {s well known that the
taxpayer faces extreme disadvantages when a dispute arises with the Internal
Revenue Service. Compared to the individual taxpayer, the IRS has virtually
unlimited resources. If the taxpayer loses the dispute, he loses time, wages,
expenses, and can be assessed penaltfes. If he wins, he gets to keep his
money minus court costs, time, wages and other expenses incurred. These costs
frequently exceed the amount of money the taxpayer is allowed to keep. While
we feel enactment of S.1444 in its present form would reduce the disadvantages
the taxpayer faces in a dispute with the Internal Revenue Service, we recommend
the following changes in S.1444 be considered:

1) The bill gives discretion tq the Courts to reimburse the taxpayer
for reasonable court costs, uc!.ud'mbattomey‘s fees, only when the taxpayer
wins the case in dispute and proves the position of the United States was un-
reasonable. If the taxpayer wins the case we feel he should be reimbursed for
reasonable court costs. If the position of the IRS and the United States is
wrong, the taxpayer should not have to further prove that the position is "un-
reasonable” and then rely on the discretion of the court to reimburse court
costs. "

2) The bill limits reimbursement of court costs to $20,000. The bill
already limits reimbursemeat of court costs to a “reasonable™ amount. If
the costs are reasonable, and over $20,000, there is no fair recason not to
reimburse the taxpayer. This provision guarantees that the IRS regains the
inherent advantages over the taxpayer in a major case.

3) The bill provides that payment for reimbursement of court costs
come from the general funds of the agency which loses the case. This important
provision will help to ensure caution and reason in governmental actions against
taxpayers. If limitations on amounts to be reimbursed are to be included in the
5111, we would recommend limiting the total reimbursement the agency can dis-
pense in any given year, instead of limiting the amount for any one case.
This limit, of course, should not be used by the agency or the court as grounds
to deny reimbursement. This limitation would guarantee that an agency would
not repeatedly pursue frivolous actions.

A NON PARTISAN, NON-PROFIT ORGANIZATION OEDICATED 7O THE PUBUC INTEREST
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HOLMES F. CROUCH
Tax Practitiones
20484 Glea Brae Drive, Sanatogs, California 95070
(408) 867-2628

ENROLLED TO PRACTICE SEFORE THE INTERNAL REVENUE SEAVICE

July 21, 1979
Mr. Michael Stern
Staff Director
Committee on Finance
Room 2227
Dirksen Senate Office Bldg. ‘

Washington, D.C. 20510
e: Hearing on S. lhkh

—

Dear Nr. Stern:

I have received your Press Release fii-bk dated July 12, 19,
I wish t0 submit a vritten statement for the record, pertaining to
S. l4bh: Taxpayer Protection and Reimbursement Act.

As a professional tax preparer, eight years in practice, I have
become increasingly concerned about the hard lined and constrained
adversary position vhich the Internal Revenue Service too often takes
sgainst taxpayers. I have had some experience vhere reasonable and
moderate positions have been taken, but dy and large, unreasonableness
is the rule rather than the exception.

-I have given this matter serious and constructive thought, and 1
keep coming up with the idea of NEGATIVE PENALTIES against the Internal
Revenue Service. In other words, in addition to reimbursement for costs
and fees to a taxpayer, a "Negative Penalty” would be imposed on the IRS
for each act of arbitrary overassessment. The key word here is "arbitrary”
overassessaent as there are erroneous overassessaents vhich, in time,
can be corrected via administrative and Judicial processes.

1 suggest a 50% negative penalty for each arbitrary overassessment.
_Thet is, for each $100 in arbitrary overassessment made initially by the
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IRS, a $50 negative penalty would be imposed. This $50 negative penalty
would go to the taxpayer, tax free. Determination of the negative penalty
would be made by the Senate Finance Subcommittee on Oversight of the
Internal Revenue Service,

To provide a specific current example of vhat I mean, attached
herevwith are copies of a current protest involving my clients, Mr. & Mrs.
Willard D. Whitaker. The tax controversy arises from an arbitrary and
unreasonable overinterpretation or IR Code Sec. 280A. This section pertains
to limitations in dbusiness expenses vhen using an "office-in-home." This
section vas a 1976 enactment.

What the IRS is saying is that, because of Sec. 280A, if a taxpayer
claims $1 ip office-in-home expenses, in a bona fide business endeavor,
he is disalloved all otherwise allovable business expenses, even though
such otbhervise allowable expenses might result in a bona fide business loss
of $100,000. This is truly an arbitrary and far-reaching position. All
business losses of a sole proprietorship are automatically adjusted to
zero, if a taxpayer so much as claims $1 of office-in-home expenses,
Congress surely did not have this in mind vhen it enacted Sect. 280A.

In the Whitaker case attached, the IRS arbitrarily adjusted the
Schedule C business losses for 1976 and 1977 to zero. The additional tax
deriving from this arbitrary adjustment amounts to $515.28 for 1976 and
$384.00 for 1977.

If the Taxpayer Protection and Reimbursement Act vere properly
worded to include 50% KEGATIVE PEMALTIES against the IRS, the Whitakers
would be entitled to reimbursement of $258 for 1976 and $192 for 1977.

In addition, they would also be entitled to reimbursement for the audit
fees and appellate fees vhich they have paid. To d;te, their audit fees
are $75 and their appellate fees are $225.
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I feel strongly that, sooner or later, tb: concept of negative
penalties must be considered bf Congress as & disciplinary tool sgainst
Y
Pt

the IRS. GSooner or later, this must come if wve are ever to restore
confidence of taxpayers in their government. -I believe that the oppore
tunity to introduce this concept exists in 8. luhk,

Respectfully submitted,
L=
77~ § OW
Holmes F. Crouc|
TAX PRACTITIONSR
Courtesy Copy to

Chief, Appellate Branch .
IRS San Francisco
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HOLMES F. CROUCH
Tax Practitioner
20484 Glen Bras Dnive, Saratogs, California 935070
(408) 867-2628

ENROLLED TO PRAACTICE BEFORE THE INTEANAL ASVENUE SERVICE

July 21, 1979

Mr. Audbry Myrick

Chief, Appellate Branch

Internal Revenue Service

2 Eabarcadero Center $800

San francisco, CA 9%111 .

Re: Albert Hill, Conferee

Willard Whitaker, Taxpayer
Interpretation of Sec. 280A

Dear Mr. Myrick:

The official Statement of Principles of the Internal Revenue
Service is, in part --

“+ « «(T)o determine the reasonable meaning of various

Code provisions in the light of the Congressional purpose

in enacting them; and Lo perform this vork in a fair and
impartial manner, with neither a government nor a taxpayer
point of viev., At the heart of sdministration ies interpre-
tation of the Code. It is the rcsponsidility of each person
in the Service, charged with the duty of interpreting the
lav, to try to rind the true meaning of the statutory
provision and not Lo adopt a strained construction. . . ."

On Friday, July 20th, I met vith your Nr. Albert Hill in the
San Jose IRS office. We met for approximately one hour concerning the
1976 and 1977 tax returns of Nr. & Mrs. Willard D. Whitaker (567-40-7685).
The sole and only issue was interpretation of Code Sec. 280A.

It vas very obvicus to me that your Mr. Hill was edopting a
hard-lined and strained construction of Sec. 280A. He even went so0 far
a8 to indicate that his strained interpretation would invalidate
appliceble prior-existing code sections, such as Sections 161 (business
expenses), 163 (interest), 164 {taxes), 167 (depreciation), and 183(d)
(sctivity engagea in for profit). Though he listened courtecusly to my
position on the matter, as expressed in my letter of June 12, 1978 to
Mr. John Stoeckl, Field Auditor, he clearly indicated that he (Hill)vas
g0ing to rubber-stsmp the esuditor's position.

I submit that if your Appellate Branch is going to be nothing
more than a rubber-stamp for the Exsmination (Audit) Branch of the IRS,
then the Appellate Branch should be abolished entirely. In fact, I am
urging that the Appellate Branch be abolished (as & budget-saving matter),
by sending a copy of this letter to the Senate Finance Sub-committee on
Oversight of the Internal Revenue Service.
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Ny professional contention is that the underlying Congressional
fatent of Sec. 260A vas to eliminate potential taxpayer abuses of
converting othervise non-allovable personal expenses into allovadble
businens expenses via use of "office in home." It vas not the purpose
of Bec. 280A to automatically disallov othervise allovable deductions
of 8ections 161, 163, 164, 167, snd 183(d).

What Stoeckl and Hill are saying is that if a taxpayer claims
$1 1o office-in-home expenses, he shall not be allowed any business
losses, even {f his othervise allovable business losses vere $100,000.

I submit that this {s an arbitrary and unduly constrained interpretation
of Sec, 280A. I reject such interpretation as not being in keeping with
tha Statement of Principles of the Service.

In viev of the above, I specifically request that you, Mr. Myrick,
provide me a clear and reasonable interpretation of Sec. 280A as it
spylies Lo taxpayers having a bona fide business, vho, for economy and
profit-making reasons, happen to use an office-in-home,

I explained my position carefully and systematically to your
Mr. Hill. I do not believe he comprehended vhat I was saying. 1f he
did, there would be no increase in Mr. & Mrs. Whitaker's tax for 1976 and
1977. The proposed tax increases derive solely from disalloving the
Schedule C losses, and substituting "zero” for "Net profit or loss" froa
the business.

In other words, vhat Stoeckl and Hill are saying Ils that a sole
proprietorship can never have a net operating loss (NOL) if $1 in office-
in-home eaxg:nuc ies claimed. This is a far-reaching and unintended effect
of Hec, 280A.

. Please do not "play games" with my request for your interpretation
of Sec., 280A. I want a responsible response signed by you, as Chief of

the Appellate Branch. In addition to the Whitakers, I have numerous
other tax clients vhere this issue is vital,

Vc; truly yourp

.
Holmes F. Crouc;
TAX PRACTITIONER

e¢: 1. Senate Finance Subcomaittee
on Oversight of the IRS
2. VWillard D. Whitaker



173

HOLMES F. CROUCH
Tax Practitioner
20434 Glen Brae Drive, Sanatoga, California 95070
(408) 867-2628

ENAOLLED TO PRACTICE SEFORE THE INTERNAL REVENUE SERVICE

June 12, 1978

Mr. John Stoeckl
Field Audit Group FA 145k
Internal Revenue Service
123 East Gish Rosd
8an Jose, CA 95112
Re: Willard D. and Consuelo W. Whitaker
1976 Return 1050
Your Form M5h9

Dear Mr. Stoeckl:

Thank you for ror;m'dina me your proposed audit changes via your
letter dated June 1, 1978.

On behalf of the taxpeyers, I am protesting the proposed audit
changes on the folloving grounds: .

1. Violation of Legislative Intent

House Report No. 94-658 -states very clearly that the overall
objective of the Tax Reform Act of 1976 is

« "to improve substantially the equity of the income tax at

all income levels,
+ to continue for the calendar year 1976 the econcmic sthul\u

provided . . . by the Tax Reduction Act of 1975, . . . ." .

The basic intent of Code Sec. 260A was to improve equity, eliminate

abuses, and etill provide economic stimulus, particularly to minority groups.
The primary target of the office-in-home disallovance vas fully employed
persons, employed persons vith a side business, or employed persons in tvo
or more occupations. The objective was to &£top tax abuses; it vas not to
stop economic incentives.

In the case here, Mrs. Consuelo W. Whitaker had previously left her
prior employment to become self-employed. She engaged in retail sales,
.dnstructional activities, and manufacturing; she acquired inventory and
wapital equipment vhich served no personal-use benefit vhatsoever. BHer
.. -motivation’ for using her home, temporarily, vas for econosic reasons: not
.. for tax reasons., 8bhe sought to become self-employed in a nev business of
ber own.

2. Unauthorized Penslty Against Self-Employed

. Under the provisions of Bchedule C, any bet earnings from self-employment
{1n cxecu of $400) are sudbject to the self-employment tax: Schedule SE.
Mrs., Whitaker vas avare of this, and this indeed vas ber objective. She
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vanted to get a business going in ber owvn right and pay her ovn soctal
security tax.

By your application of Code S8ec, 280A, you have penalized her in
an unsuthorized manner. You have denied her the Code Sec.183(d) presumption
that if she can shov a profit in 2 out of 5 consecutive (full) yesrs, she
is deemed to de self-employed, wvhereupon all expenses are deductible,

Furthermore, I contend that you have misinterpreted See. 280A(b) -
exception for taxes and interest. The Committee Report on P.L. §5-30
specifically states:

"The deductions allovable for interest (Sec. 163), certain
taxes (Sec. 164) and casualty losses (Sec. 165) may stfill
be claimed as deductions vithout regard to their connection
vith the t er's trade or business or income producing
activities.” (Underscoring supplied.)

Although you and I discussed these matters by phone at length, I
could sense that I vas not getting through to you. Nowv it is also obvious
that your supervisor does not comprehend the above.

On bebalf of the taxpayers, I hereb& request that the case be assigned
to a District Conferee, vho has broader discretion in interprctation than
at the audit level.

In summary, the taxpayers protest the entire amount of additional
taxes imposed, namely:

1976 $515.28
1977 $38.00

as being erroneous and in violation of legislative intent,

VYery truly yours,

4

1mes F. Crouch
TAX PRACTITIONER

ce: Nr. & Mrs. Willard Whitaker
- Congressman Don Edvards
1625 The Alameds, Room 709
San Jose, CA 95126
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ey Pome 1 o1 Q cegee
Oepartment ot tha T, < Internat Revenue Serwce/ - Aetwrn Form No. N
lncome Tax Avdit Changes el 1060 -

Nome and Address of Taapayers $S. or £.1. Number ]l-lio'sum
WHITAKER, Willard Do & Consuelo W. 567047885 Joint ;
2289 Pentland Way Person Wik | Nome and Tirla -
San Jose, Cal. 95122 tom Akt | e, W. D. Whitaker, Taxpaye
Wore MNr. H. F. Crouch, Earolled Agont
1. Adiustments 10 income Vear. Yer 7612 Yer. 1112
. Schedule G Loss 31,132.26 | 3 736.59
. Interest: Home Mortgage, Sch. A 3381.00 3371.00_
e. Taxest R.B. Sch. Ae 328 7,00 $197.00
o Tamst S.D.I. (($50.00 ) | (31m.00)
.. -
"
s -
2. Tots! Adjustments 31,610,26 31,1%0.59
iy e ocome Shawn on Retvrn or 322,227,590 _ }28,981.39
4. Corrected Adisted Gross o Tasadie lncome 323,837.76 30,171.98
5. tax $5,608.08  135,472.00
R [ N Ton it L (from Page J
2. Tax Surcharge
8. Corected Yax Lisity ieser of ine § ¢ 8, pivs e 3) $5,608.06 35,L72.00
ES . General Tax Credit 5182.00 -0 -
! G ».
lpecity) -
€.
10. Batonce (line & Jess 20tat 0f Nnes 3 theough Sc) $5,h28.08 $5.472.00
8. Taz trom recomouting prior vear irvestment cred
M. Pust 1y, Seitemployment ax ..
<. -
12, Totat Corrected income Tax Listutivy {}7e 105N rotaf of hnes 35,428.08 $5,472.00 .
12 Total Tax Shown an Sirurn of 1 Prevouy Adwnted Sh,912,t0 35,00b.00
16, Sncrasss of tdecrussel wn Tar (ditherence Betwean knet 12 and 131 $515.28 384,00
15, Pensities
Sher Tnformanion
i Y 7g Otfcay s Sonature Otnet -
YA /4 [ o |3 suay 1070
L " —

Q- 0. 10N

BEST AV AILABLE COPY

Form 4S49-A (Rev, 8-74¢
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romu 86-A- EXPLANATION OF ITENS - gEase
PEBRUMARY 1900 . or ' f‘ R

AT OF TAPATER VORGSO Bots
WHITAKER, ¥illard D. & Consuelo W, 7612, TN2

A idab lenn. . Sahedula. 6.

~fAGT: .-

~X0.2926. Mra.. dodtakar. vaa. tha. aqls. propriator.af. Houss. .08 Aa .  LIANU L8O URIDE. .OF e sovsasescsn
Ceranics and Student Instructions in the manufecturing and decorating of ceramics.

.« -

The operation fs conductad out of the taxpayers residence and began in 197). Cne
~bedroam. is used. exclusixely.for storags_of..painta.and .othec. supplies.and.matarials...... ...
used in the ousiness. The major portion of thes garage is also used for tho businesse
~Rparation, including shalvea, work table and an.even.for.fiz2i09%.....Toa. 1 -
facilitiss, washer and dryer, would cortitute the only personal use of the garage.
-Aw&x&um:.wimumm -eccasionally.used..for.atudant. instructicas..and......
as a work area.

..

Nrs. Whitaker conducts classes on Tussday and Thursday, nornings and onnlms and

~oenasionally..givos.. . day..sondnacs..and. ¥orksnopa..... Jhe. taxpaye £. alsa. cond:
Saturday moraing classes Jduring the summer months.

Mrs. iwhitaker's monthly income sumnary shows receipts in June through July of 1976
QL. NERE5.and. 3920, A0, Aguaks. SARKOMON KA Joxanbax. a0d. Resenbers

«eae Whitakar. deducted. dassaa. of. 81,332.26.40.2926. 204, S736.59..40.1922.....The .cevricsnssrns on v
prorated axpenses deducted on scheduls € and contributing to the loss lnnludnd
..M for..3e3aphoon,. LK. Lar. PAQadBa, . 204 Lo Hater,. Irash.and. Insucanca..and. .2. 204 ..
Cost basis in the residence with a 30 year life depreciated using the straight

. ~Aioe.pathoda -
~2a
<Jotarnal.3ayenua..iode..saction. 2804, .0 ectiva for. taxable. years. beginnlag. AlteF e esems

1975, disallows certain expenses in connection with busimu use of home, lental
ot Yacaris

oa . Homes,..ate.

2.’...0.'.!.'329.1:...‘!!&!. under, y's.!-}sﬁwm amm..s.&m . g Mw.-um.mm WP TY G
the use of ing unit which the taxpayer during

...!h-“x.-..a.rusa.s..mmm)

However, section 2LOA(L) states that the Gmr:sé. !.bzls..tu!ze,w...aoqn.m; P TR T T,
totarest, laxes, casuaity Losses otc. which would be allcwad without rvgard to ita

~Sonpection with the taxpayers trady or bisineas or. Ancena.producing sRAYANYA o s

Desotnert of 00 Tresnsy + g Arvane Bervce FORM B2S-A (200 HPT. SNAPOUTY
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roma 896-A EXPLANATION OF ITEMS Bree
PERRUARY 1900 . o JiL 1y i

Mg OF TRPAVEA YORFINCS Dol
WHITALER, Willard D. & Consuslo W. 1612, M2

...ée:ﬁ.s&%z%%x) L.)...ﬂaa..m.an.mammm.. S 290800). UL 82, DR OXSARK e ..
iten is ocabls to a portion of the dwelling unit which is exclusively used
~20_8. TPEVIAL DA MMMWM R4 CUAT T TP BUT T IRY T
custoners in meeting or dealins with the taxpaysr in the nomal course of hias

—brade. or bualnenns -
..Anmm..mnﬁm.&e 0. genarak. ke, 3. 0ads. wodax, a9s%4on. 2L QA 2(2). 20T & e vecrnerem o
space in the 1ling unit used for storage or inventory held for use in the

mmm.s L Daahnean el ailing. produata. k. ceiall ar. wholasale 1€ .Lba.... ..
dwelling unit is the sole fixed location of such trade or busxneu.

Although the use of a dwlling unit meets ths exceptions v.o the geroral wle.
oL the_dedualions. entinely. eXCRRk. SO LAVRROSNS  hATRS. BLE A4 creresnserese one
the dedustions for other business expefises are linitsd Ly section 2W(e)(5) to
anount. gariyed..Lron. auch. was..aver. tha. daductians . allocahle. ... veene.
“to such use whethsr or Rot such unit vas 80 used,

JAXPAYERS POSTTTION:

~Jha. sepdication. of. Jntarnal. davenna. 2oda. section 2504 4. the. Laxpazer. 8.6 X 0QN00US ..c.ceve..e
and ia violation of legislative intent.

The proposed adjustments are in violation of the overall objectives of the Tax
IO AGY. QL. J226. A% A0nted. AN, Jona0.. JeRory. . 40... 2L =658 saich. amm. " Ta. 1 .
substantially the oquity of the income tax at all income levels, To contin'e

....t.qr...m salandar. xnr..).zlﬁ sha.esenenls atisulng. prorided. RARMAL, LOUS. YRAL. 0K MG e cerecee
'ax Reduction Act of 1975

““fhe objective of section 250A was to stop tax abuses, not to stop scononic incentives, .

“The taxpayers motive for using her homo tenmporarily was rfor econonic reascns, not

tvr.‘.mt IRABONS,. KA. 4o fhicctive. o2, Lotting . A businass. salng..and. . Paying. DAT. .U v s cms
Social Security Tax.

e application of section 200A constitutes an unauthorized penalty by denying the
SAKRArAE. tha. kntamal Jaxmme. kode. avctien. 16 1(d). prosunption. of.-ahodng.a.pratit....oen

in 2 out of 5 consecutive years and thereby deemed to he Self-Employed, and all
~RKRIDARA AT AU KDARA

—wmm‘

wag of. k.. maldenca. mata. tha. exceptions. to. tha.ganeral . rule undar. S804 400 crmenisseme
280A {2) and tharefors a portion or the expenses are deductible,

- rave

However the expenses are subject to soction 2bOA{c)(S) limiting the doductions to
50020083 Lncoma. dorivad. (ron. such. use..avor. .the . deduct L00S. .81 100 ANLE..40 . SUOR « UES «sre coverseren

vhether or not such unit was so used. - .

wuuw.mww PFORM BOS-A 12001 {APT. SRAPOUN
[T S

REST AVAILABLE COPY

49-9680~79 =12 ° . ’
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-
vom 8900, ESaR
 esmisr 1908 A EXPLANRTION OF ITEMS e
T ARG TATATR TAAERIS B
AITALER, Willard Do & Consuelo W, 1612, 172
..-3.‘39...3‘”?‘:..."3&.?!{‘“3 atateg that ths gensral reason for Code Section 2608 was. .. .,
to elind atiocation problen wheh personal 1iving and fanily expenses
.m:&b“h!th.sf’ the heme tand not deductible are converted to ordinary and . ... .cee.. .
pocessary business expsnses even t.aourh the ¢ expenses did not " result in additional

or.insremental ccats incurred As a re_gult of the b.sinuss usa of the honee .

803 o L P 4 sensencseseseness suine

averns codo doas. net. Renadise. Q. omyYens. A, LATRAYRX... -

ving Social Security Tax as a selfsamployed individual.
It doss hovever 1imit the daductable expanses.te.iha.Uresa.lnsece.darivad.Crom.tha...... .
""use of the residence for taat trade Or business roduced hy the deductions: which are
allowed without regary 0. their connecticn with the. taxpams’s.Trade. or. dusiness. ...

+(e.g. internst and texes) a3 stased in the Cormittes :leports on Public Law 95+30.

Section 2t0A{f)(3) states that if no deduction is allowed under section 2°0A(a) for

~Hho_tax year, such year 9“!&1..!’3 taken inte Azcount.in. avplying aabdeation.{d).of. . nm

section 183. The proposed adjustments ware not made under section 163{a) as @n -

~activity not enzaped in for profit nor wexe. they. mide.mwnder.seation. 2604 aubsection.(al.

dlsulwinf' the deductions entirely, tharefore the 183(d) presumption is not

~Applicab L3..G8380 . ...eeeecereeeenagemerasese s sommeraresnanat ses e e s st b e se e basa RS b e e m e e bR SEbReLS. —
]

COML-S p{ [}

...The %m':im conducted. by, Hrw,. itaker, SXon.har. 1esidenaa. #99%a. tha. oxcaption Q... ...
““the genoral rule, however it is subject to the linitations or Section 280A(c)(S). N
..Jhorefone, the -mmaeq cleimad. opn. schadule €. £92. 0926 and. 2972..am. Malted 42 08 e come |,
gross income dorived from the use of the residence reducted by the deductions : <
_~Mhich are. allowed without. recaxd.to. their. aomeation nith. tha. kaxparer!s. Lrads. ar .-~
business (c.g.. interest, taxes).

“fhe ’oéull C losses claimned in 1976 and 1977 have been adjusted as shown below,
el

Oupetnent of 10 Trosnry - onat Aeverne Sonvce . FORM BO8-A (249 (PT. SNAROUT
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e 1900 | EXPLANATION OF ITEus

RNT OF TARPAYER

)
ot 18N}

WAITAXER, Willard D. % Consuslo W,

W12, M2

~Sohadule G, _as adjusted: For tax year ending J) Deo. 1976,

~Sroag Income

243

~Jeap: Allocated Expenses

e JRMOPORE = BB (512207 X o200 . 338140

e

Taxes = B0 ($936.£.0200 ... 328200

Total

R0

$3.870. 70

Lisit on biafoons expenses per Sac. 280a(c)(S)
-Actual businoss expenias Per returni

m..CosY of Uoods So}d 3420590

o TN _QZPONIOA, 1,751,587

Toral 92,950,512

. Linit on exponses. por.Sec...200A{¢)(3)

sak. Profitflona. as.addusted

~

WS R AR 32028 eneeneresesnnseranaere
321226

Takak.addvstoont. for. 1276

& .

Seputed of Pu Sestwry : Siwnd Reverus Servien

FOMM 006 A (246 {4P1. SNAPOUD
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STIHEOULE NO. OA
m . EXPLANATION OF ITEMS '”J;'! KRt
A OF TAXPAYER [FoRmenGD evoe
WHITAKER, Willard D. & Consuelo W. 7612, 1N2 .
Schedule C. as adjusted: For tax year ending 31 Dec. 1977. —
Oroes Incone 32,305.58 -
Lesst Allocated Expenses -
Interest - A.E. ($1,856.72 X .20) $371.00 —
Taxes = R.E, ($962.92 X .20) A97.00 .
Total 568 .00 o
Limit on business expenses per Sec. 280A(c)(S) #1,737.58 "
Actual business expenses per returnt B
Cost of Goods Sold $1,575.92 -
Other expenses 96,75 —
Total 32,522.67
Limit on expenses per Sec. 280A(c)(5) 1,737.58 o
Net, Profit/Loss ay adjusted =0~ i
Amount clained por retum =~ $736.59 . —
Total adjustmont.Cor 1977 $736.59 .. _

PRITIT

" Ousetnent ¢ e Wesary - Shunel Revemas Sance

FONM 338-A {240 (491, SNAROUT

[ SN
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e t—— - &

rome $88-A- EXPLANATION TEMS o on
FERMAUARY 1900 . oF s it ]
TR OF TRPAYER TR Penc0 tvoedD
WHITAXER, Willard D. & Consuelo W. . 7612, N2

1b. Interest, Home Hortgage: Schedule A

le. Taxes, Heal Estate:t Schedule A

FACTS:
- ITTRDTY.

The net losses reported on schedule C for 1976 and 1977 were determined without
TECHRIdATIE & PIFCeHt OT he B XPANSHS Tor T IAtE T ST Aiid B s A116Cab1¢ Ee At H s« T
of the residence.

The total amount of Asal Estate Tms and Home lortgage Interost were deductod on
“#chedule X3 e

LAW e
osLUTPOIS.

Section 280A(c)(S) of ths Intarnal Javenue Code limits t*
“TESTURS UNE 0T A Te R TANCH IS YhE G rusE T oe T g T Ived TE
reduced by the deductions allowable without regard to the use of the residence
o8 Titerest, Vakss)s

xponses attributable

to the use of & residence for trade or business pirposes nay not excsed '.he anount.

“ T the gros 5 1AcHHe A Fived "THOR " tHe "lige 61 "tha re§1dehce Yor that tFade oF busTness ™ .
reduced by the deductions which are allowed without repard to thoir connection with
e TEXPayeRTs TRade o BUsTHoES (e g s T Inte Re st ind axes) vy

~TTEeRa ""'Réii?ii-‘t"m:"?ﬁ?]ﬂ’ """"""" IRy $tates rThe dl16wibls dedue tions attribitabYe "t
ate unattached structure for trade or tus

residnnce or separate unatuchad structuro for that trade or business nduced by .
“Uhe dadUCEL SRS VHICH 518 aXLowed VItHOUE TeFaid te thal s conne cthon with the """ o
texpayer's trade or businsss (e.g., interest and taxes)."

TAXPAYERS POSITION:
e PROETOTORPE T

Internal Pavenue Code Saction 2LOA(b) Exception for Interest, l‘wa, Casualty Losses,
“"Ets."his veen nlslnterpretod.

““THe Coaml ttae Report on P.LUTY5-30 spec LM eaY)y "statos T ™ The "deductiona nllovablo
for interest (Sec. 103), certain taxes (Sec. lok) and casualty Lossea (Sec. 1oS)

“Hay StYIY be olilihed a5 dedictions without regard te "tholt conhection vithi the
uxpmr'c trade or husiness or income producing activities,”

Oupartnst of P asary - Faone Rovens Sonice FORM 3084 (200 [4PT. ARV
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rorm 888-A okl
1000 . EXPLANATION OF ITEMS LLisen
RAVE OF TAPATER i
WHITAKER, Willard D. & Consuelo W, 7612, 12

GOVERNMENTS POSITICN:

.Section 260A(b) of the Internal iavenue Code nahes an exception for interest, taxes, .
casualty losses, etc. when no deduction la allowed under Section SE0A subseceion (ale ~*

The paragraph quoted in the laxpayers Position tfrom the Cormiitee deport on P.L. 98«30

.begins bty statines "The ceneral disallowance provision, however, does not apply with
respect to certain exponses wh are othervise allowable as deductions

~for exarplo, = = = * (continsed as quoted under the Taxpayers Pesition. ) (undaracoring
supplied). N -

The deductions have not been disaliowed under subsection (a) of Section 2804, the
general disallowance provision, - .

..The_geductions for Interest and Taxes applicable to the bnsiness use must be . .. ... .
allocated first in accordance with internal Aevente Code Section 2EOA(c)U5J(B) and
.he Committeo 2eports on P.L. 95-30, House Report tlo. 9L-65t and Senate ieport 9L-218,

to arrive at the limitation on the other business expenses allowable under Section
..280A(c)(S)e

..Tha_Coomittes Aoports on P.L. 95-30 state: “The Act also provides an overall
linitation on the amount of deductions that a taxpayer may take for the business use
The allowable deductions attritutable to the use of a residence for

Ss purposes may not exceed the amount of the gross inccre derived

.businoss (e.g., intarest and taxes)." -

-.Jhe. intamst and. taxes claimn
reduced by Lho business po pu
mitation on t ning business expenses as e
(6315 7

-.ha excena. rens inqome 1
by Intsrnal Hovenus Code Section 2L0A

- 2276 AdJuatments . Gchodvle, A, 20, pereont Allowable.
bus. alloc. on Sche A,
RSO . ) W0 L0 LI 5Lty T SSRRIE ) P/t /281, SURRRIOURROOORE i LT .+ IPUOPROROR 3 173 U 1 ¢ ORI
Taxes. S938400....oeenn SUOL00........eeceeceennn BTH R
w2271 Addvetment.s... Schadule. Ax
Per. Raturni... Intereat 31,656,172 310,00, 31,LBS.72
; :
. Taxsq L9292 $192.00 $785.92
Ouparonerd of e Yeostry + Inenal Reverus Service FORA G08-A 1280 (4PT. SNAPOUT)

[ I S,
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HOLMES F. CROUCH
Tax Practitioner
20484 Glen Brae Drive, Sanatoga, California 95070
(408) 867-2628

ENROLLED TO PRACTICE SEFORE THE INTEANAL REVENUE SERVICE

July 24, 1979
Nr. Michael Stern
Staff Director
Committee on Finance
Room 2227
Dirksen Senate Office Bldg.
Washington, D C. 20510
Re: Hearing on S. 1ukh
Supplemental Statement

Dear Mr. Stern:

I note with dismay that Jerowe Kurtz, Commissioner of Internal
Revenue vas one of the lead-off witnesses giving oral testimony on S.
1uhh, I caution the Finance Subcomittee to weigh Mr. Kurtz's comments
very critically. In the past eight years, he has been the one commissioner
vho has gone out of his way to intensify the unreasonable positions of
the Internal Revenue Service. He is an attorney, and by professional
nature, vievs every taxpayer and every taxpreparer as his adversary.

He asserts an abusive and hardened position behind his shield of bureaucracy.

I am avare that over 120,000 letters have condemned Commissioner
Kurtz for his many interpretation abuses of the IR Code. Furthermore,
Congress itself has specitically prohibited administration of his inter-
pretation of some sections of the Code, He is the principal violater of
the official "Statement of Principles" of the Internal Revenue Service,

One of Commissioner Kurtz's crusades against those who are paying
his salary (inemd.ing his vacation and velfare benefits) is his vendetta
against tax preparers. For same unexplained reason, he has taken f{t upon
himself to make professional tax preparers his vhipping boys. He has

been completely unreasonable with regard to preparer penalties, and has
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wvasted untold amounts of budget money in perpetuating gross errors of
interpretation and gross inefficiencies in his administration.

I will cite a specific example on point, backed up wvith a documentary.
file some 5-1/2 inches thick.

The example here pertains to Kurtz's interpretation of IR Code Sec.
6109(a)(k): Preparer Identifying Number. The section, in part, requires
that a professionally prepared tax return ", . . shall bear such identifying
nunber for securing proper identification of such preparer, his employer,
or both, as may be prescribed.”

Kurtz, himself, has personally dictated through his bureaucracy that
the Set\:‘a 6109(a)(k) term "proper identification” shall be, in the case of
a self-employed preparer, his social security number. No alternative is
tolerated. This, of course, conflicts directly with the Privacy Act of 1974.

In July 1977, I camenced action in the Federal District Court,
Northern California, to obtain a more reasonable interpretation of "proper
identification” than Just a preparer's social security number alone. I
proposed using an alternate identification number, such as an IRS licenee
number or an IRS employer number.

During the past three years of preparing tax returns for others, I
have been harassed, intimidated, threatened vith seizure, and assessed vith
repeated multitudes of $25 penalties, cumulatively totaling nearly $20,000.
To date, after endless edministrative appeals on my part, all of these
preparer penalties have been abated, But I never knovw vhat the next course
of IRS harassment will be.

On June 27, 1979, I sought voluntary dismissal (vithout prejudice)
of my Federal Court action. Kow, the IRS is fighting this dismissal on the
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allegation that one $25 penalty has not been officially abated. I bave
evidence to the contrary, but this will not stop an abusive bureaucracy
if it has one targeted for attack.

The attached papers exemplify vhat a tax preparer has to go through
10 remove a $25 preparer penalty, erroneously assessed by the IRS. The
problem, of course, is megnified vhen the Department of Justice gets in
the act. ’

The example here is Just one of millions that take place throughout
this country in attempting to deal reasonably with the IRS. No wonder there
is such widespread contempt for government. No wonder there is a "Crisis
of Confidence” that is destroying this nation.

In viev of the foregoing, I cannot urge too strongly that a meaningful

“Taxpayer Protection and Reimbursement Act" be enacted.

Regpectfully submitted,
(%7%@9
Holmes F. Crouc

TAX PRACTITIONER
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HOLMZES F. CROUCH
Tax Practitioner
20484 Glen Brae Or.
Saratoga, CA 95070
(h08) 867-2623

In Propria Persons.

IN THE UKITED STATES COURT OF APPEALS
FOR THE NINTH CIRCUIT

HOIMES P. CROUCH

. PlaintiffeAppellant, )
No. «22
vs.
) MOTION FOR YOLUNTARY DISMISSAL
COMMISSIONER OF INTERNAL REVENUE; (WITHOUT PREJUDICE)
Defendant-Appellee. ;
T0 THE COURT ABOVE NAMED: ‘

Pursuant to Rules 27(a) end 42(b), Appellate Procedure, appen;mt
hereby moves the Court for voluntary dismissal of the action herein.

Sald motion is made on the grounds that the tax preparer penalties of
issue are mpoot at this point. The appellce has adminjstratively adbated all
penalties outstanding upon transmittal of record to this Cou'rt. The legal
points raised by this action, however, are still open, but they arc cdeprived
of practical significance™at this time due to recently revised. administrative
appeals procedures. )

Appellant requests the appellee to submit his Bill of Costs, and that
these costs be taxed against the $250 bond previously posted by the appellant.

Appellant further ;equens that the action be dismissed vithout

prejudice, inasmuch as the legal points are still unsettled and may be recised

Beecd]

In Propria Persora
2o ’

again i administrative processes prove fruitless.

Dated: EV\A}”? /ff? (E%

L

-l
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HOLMES F. CROUCH

Tax Practitioner
20484 Glen Brae Drive
Santogg CA 95070
(h08) 867-262

In Propria Persona

IN THE UNITED STATES COURT OF APPEALS
FOR THE NINTH CIRCUIT

HOLMES F. CROUCE g
Plaintiff-Appellant. ) No. 78-22
ve. i APPELLANT'S OPPOSITION 70
1]
COMNISSIONER OF INTERNAL REVENUE) A o johuSS-HOTION

FOR EXTENSION OF TIME -
Defendant-Appellee.

TO THE COURT ABOVE NAMED:
Appellant acknovledges rece'_xpt on July 10, 1979 of appellee's motion for
an extension of time, _Appemne hereby opposes said cross-motion on the grounds
that it does not require 21 days to prepare a one-page Bill of Costs.
Furthermore, appellee has made inaccurate statements in his cross-motion,
appcrently designed to mislead the Court, namely:
{a) Appellee's affidavit, paragraph 3 thereof, refers to alleged penany
taxes.” There never vas, nor is there nov; any 1976 issue herein involv-
ing & "tax" due on appellant's income. A "penalty tax" is & penalty
based upon a specified percentage of a tax on income. In the case herein
the so-called "penalty” is nothing more than an ‘ﬁinlstrative tool ror.
disciplining the appellant for refusing to affix his owva private social
ue.uruy number onto the 300 to 400 tax returns that he prepares for
others. Congress pever intended that any revenmus be produced by this
disciplinary tool, . L.

" (b) Appellee's affidavit, paregraph b theréof refers to appellant's

"surrent tax payment file,” This is inaccurate for reasons in {s) sbove,
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as vell as the fact that the diseiplfmry penalties at issue vere for

tax year 1976 only. These penalties have since been administratively

abated. ’

(c) Appellee’s proposed Order form has slipped in the word "with"

prejudice, vhereas appellant's motion specifically stated "without"

prejudice. Appellee’'s proposed Order form is therefore inaccurate.

Previously, appellant moved the Court to include administrative penalties
for tax year 1977. Appellee opposed that motion, and the Court sustained the
appellee. Therefore, 1977 penalties are not included herein: only the 1976
penalties.

In viev of the above, appellant urges the Court to voluntarily dismiss
the case without prejudice, applying to the 1976 penalties only.

If appellee seexs to include the 1977 penalties, then appellant vith-

draws his motion for voluntary dlsuiual.

ateas w/y 14 1979 (/V;/ 7/ W/

ROLMES F. CROUCH
In Propria Persona

CERTIFICATE OF SERVICE BY MAIL

This is to certify that two coples of the foregoing APPELLANT'S OPPOSITION
TO APPELLEE'S CROSS-MOTION FOR EXTENSION OF TIME wvere this Z / day
of July, 1979, placed in the U. 8. Mail, postage prepaid, and addressed to:
Gilbert E. Andrevs -
Attorney, Tax Division

Department of Justice
Washington, D.C. 2095,

]
Tax Practitioner

49-968 254

2.
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HOLMES F. CROUCH
Tax Practitioner
20484 Olen Brae Drive

Sarat: CA 95070
(408 867-2628
In Propria Persona

"IN THE UNITED STATES COURT OF APPEALS
FOR THE NINTH CIRCUIT

ROLMES F. CROUCH
Plaintiff-Appellant. Ro. 78-22
vs. . APPELLANT'S REPLY T0
APPELLEE'S OPPOSITION
COMMISSIONER OF INTERNAL REVENUE TO APPELLANT'S MOTION FOR
) VOLUNTARY DISMISSAL WITAOUT
Defendant-Appellee. PREJUDICE

TO THE COURT ABOVE NAMED:

Appellant acknovledges receipt on July 18, 1979 of appellee's opposition
to nm;ennnt's motion for voluntary dismissa)l without prejudice. Appellant
hereby replies to said opposition in confornity vith the time provisions of
Rule 27(a), Federal Rules of Appellate Procedure.

Appellant respectfully requests the Court's indulgence in considering
the following points before rendering its decision on the matter herein:

1. Appellant's motion for voluntary dismissal without prejudice’ is
based directly upon the vording in Rule bl(bd), Federal Rules of Appellate
Procedure, to wit --

"An appeal may be dismissed on motion of the appellant upon

such terms as may be agreed upon by the parties or fixed by

the court.” (underscoring supplied)

There is nothing implied or stated in this rule to support the appellee's
contention that the appellant's motion "comes too late.” Indeed, the clear
purpose of such rule is to allow the appellant to clear the court calendar
of matters vhich could -- or:ubould be -- handled administratively.

2. At the time the initial complaint herein vas filed (July 7, 1977),
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there vere no established admuinistrative appesl procedures for relief involvs
statutes 26 USC 6109(a)(4) and 6695(c). Thus, the only available avenue open
then to the plaintiff vas the judicisl process. The then-absence of adaini-
strative appeal procedures vas noted by the lower court and admitted by the
defendant. The defendant gave the lover court assurance that such procedures
would be vorked out in the future. Based on this assurance, the lover court
rendered its decision. Exception to the lower court's decision, and hexe the
basis for appeal herein, pertains to its erroneously classifying an adninfstn-
tive penalty as a "tax" on income for revenue purposes.

3. Commencing on June 1, 1978 and extending through February 26, 1979,
upon plaintiff-appellant's request, defendant-appellee administratively abated
s total of $2,650 in penalties via IRS Fora 1331-B. A total of 25 separate
penalty abatement forms 1331-B vere .inued. These totals exceed those recited
by the appellee. Hence, it is obvious that information on the one $25 penalty
alleged by the appellee to ‘be unabated either wvas lost in the wail, or more
1likely lost in the dbureaucracy of sppellee's owvn files. Appellee, vho has
a long-standing position of "substance over form" is grasping for stravs here.
The penalties at issue in the Record on Appeal are nov truly moot.

h, On June 25, 1979, a defendant-appellee's representative from the
Perialty Adjustaent Branch, Fresno Center, telephoned the appellant vwith noti-
fication that on and after July 1, 1979, entirely nev administrative appeal
procedures would take effect. And that all penalties assessed up to and
through June 30, 1979 would be “automatically adjusted” (sbated). Thereupon,
on June 27, 1979 appellant filed his motion for voluntary dismissal vithout
yre.judfct. The appellant's intention in doing so was to clear up his owvn
files, nov approximately 5-1/2 inches thick, and at the same time clear the
court's calendar of purely q'ﬂ-inhtntlw matters.

5. The appellee raises the oppositional defense that the Treasury
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Departaent would be deprived of benefits of res Judicata and collatersl
estoppel, if the appellant's motion vere granted. This oppositional defense
has no merit berein. Neither res judicata nor collateral estoppel apply
vhere controlling facts are different in different years, even though the
issues and parties may be identical. (Goldstein v. U.5., 227 P. (24) 1;

Bowvard v. U.8., k97 P. (24) 1270; Rose, 55 T.C. 28; Com. v. Sunnen, 333 U.S8.

591). The gist of these citations is that if any of the facts relating to
the issue in the second action are new, or if there has been an intervening
lav change, then collateral estoppel does not apply. With this different-
facts principle in mind, appellant contends that the now availability of
defined administrative appeal procedures, vhereas none existed at the time of
the initial action, constitutes a substantially different set of controlling
fects, to properly bar appellee's reliance on collateral estoppel.

For these reasons, appellant's motion for voluntary dismissal of the
action herein, vithout prejudice, should be granted. A proposed order to
this effect is attached hereto.

Dated

(244]
4

fy 20 1579

In Propria Persona

- CERTIFICATE OF SERVICE BY MAIL

This is to cerg“y that one copy of the foregoing APPELLANT'S REPLY T0O
APPELLEE'S OPPOSITIOn TO APPELLANT'S MOTION FOR VOLUNTARY .DISMISSAL WITBOUT
PREJUDICE was this 5_0 th day of July, 1979, placed in the U. 8. Mail,
postage prepaid, and addressed to:

Gilbert E. Andrevs
Attoroey, Tex Division

Department of Justice
Vashington, D.C. 20530

S F. CROUC!
Tax Practitioner
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A'cm American Institute of Certified Public Acoountants
1820 Eye Sweet. N W, Washington. D.C 20008 {2021 872-8190

Arthvir J. Dinon, Cnairman
Division of Federsl Taxation

July 31, 1979

Senator Max Baucus

Room 5327

Dirksen Senate Office Building
1st Street, N.W.

Washington, D.C. 20510

Dear Senator Baucus:

I am pleased to inform you chat the American Institute of CPAs
supports the enactment of S.1444, "The Taxpayers Protection and
Reimbursement Act.® We believe that it is much fairer to tax-
payers than the tax provision of the Civil Rights Attorneys' Fees
Awards Act, while at the same time providing substantial limita--
tions upon the situations in which court costs can be recovered.

We assume that the fees paid to CPAs for assistance by them to
taxpayers®' attorneys in connection with the civil action or
proceeding described in the bill are encompassed within the
provision for "reasonable court costs", and would not be reim-
bursable solely out of the judgement for attorney's fees. Because
such services by CPAs are very frequently rendered, we recommend
that the proposed amendments to the Internal Revenue Code be
clarified accordingly, or that a committee report so state.

The AICPA welcomes the opportunity to support this legislation.
It will, we firmly believe, contribute to taxpayer confidence
in our self-assessment system, and we commmend you and your
colleagues for sponsoring it.

Sincerely,
géthur Jzézlxon
Chairman

Pederal Tax Division

co:  EBA Neef :
Rusty Guritzv/



