
George W. Bush Presidential Library. 

Collection: Executive Clerk, Office of the 

Series: Saunders, G. Timothy (Tim) - Bill Files 

Folder Title: 11/02/2002 [H.R. 5596] [771577] 



. . . . . 

E'C)P RMS - Barcode Scannihg Sheet · Page 1 of l 

LAW M.· .. · 
. --

.', .. :-:·: ... : .... -

· .. \·, ··,,. ·· . 

. ·.· . 
:·· 

., ~· ' 

· ·. Batcode Scatjnh1g Sheet 

.1'. ·.• r· 

Collection Code: . · SE CLOG . ·" 
~, ' .. 

. Staff N~me: · ·. 

. . . 

bocu·ment Date: 
. . 

Correspond~nt · TIM SAUNDERS. · ; · 
. ·. . ·. . . . 

SubjecUDescription: OVERSIZE ATTACHMENT.# 9469 NARA# 9360 BOX ·5 . · \ ·· 
··FOLDER 48 BILL FILE REC'E:IVED FROM THE OFFICE OF . .. 

!~g~~~Eg~~:~~ B~~~~~~~~c:;EcgU7~:~~~i~~g~L H-~· 
. . . . . . . . . . - . . . . 

POLITICAL ORGANIZATIONS 

. •"\• 

... ·, ... 

· .... ·, ., .. · 

·.. ,, 

··.·,. ... 
. ... ,: ~ .. 

'" :", 

.· ,,··. ·, 

:;..-
... ~. 

/ 

·. http:// saeop82/RMS/custqm/jsp/ caseerttcy IJ3atcodeScanni~gSheetj sp ll/18/2!)08 



THE DIRECTOR 

THE PRESIDENT HAS SEEN 
_11~::i...,o~ 

: . . ' 

j . -,· • 

EXECUTIVE OFFICE OF THE PRESIDENT 
. OFFICE OF MANA<SEMENTAND BUDGET 

WASHINGTON, D.C .. 2050_3 

October 29, 2002 

MEMORANl)UMfORTHEPRESIDENT ·. 

. SUBJECT: Enrolled Bill H.R.'5596 - Modified Disclosure Requirements for Political . 
.·Organizations · · · 

Spon;sors - Rep. Brady (R) Texas and :5 cosponsors 

. . 

Last Day for Action 

November4, 2002 - Monday 

Purpose 

. . ' . . . . 

Amends and exempts State ahd local political· organizations from certain Internal 
Revenue Code requirements applicable to political organizations. 

· . _Agency Recommendations 

Office ofManagement ahd Budget 
. . 

Department of the Treasury 
Department of Labor ' - - . 
Departi;nent of the Justice 

. Discussion 

Approval 

Approval 
. No objection (Inforll1ally) . . 

· No comment (Informally) 

... Section 527 of the IntemalR~venue Code proyidesalimitedJax-exempt statusio 
"political organizations;" defi,pedas a party; committe~.' association, fund, or other entity 
orgC:lnized ahd oper~tedprimarilyfor the puq)ose of directly or indirectly accepting contributions 
or making expenditures f?5an"exemptfuhctiqn." Exempt functions include influencing or 
atte1Tlpting to influenc~ tlie selectioQ., nomination, election, orappointment of any individual to 

·any Federal, State, or local public office of political organization office, or the elect.ion of 
.. Pre.sideritiaJ or Vice-Presidential electors. Section527 organizations are generally exempt from 
taxationon.their"exempt function income," i.e.:, contributions'/me1Tibership dues, proceeds from 
. political fundraising, and other income related toJhe exempt functions. 

Major provisions ofthe ehrollecf biUar~ described below. Otherptovisions of the 
ehlolled bill are described ill an Attachment. 



' ' 
c, '•'; _· • • 

Exemptions for State and Local (jrganization~ . - · 

InitialNotice ofStatus Exemptions. Tq betreatecl as a' section 527 organization, an 
organization is required; no later thari.'.+4 hours. after the date on which it is established, to file 
with Treasury, electronic('.lHy and in wl"iting, an initial notice of status stating the purpose of the 

, organization. The enrolled bill would exempt from the notice of status filing requirements any 
political organization that is a political committee of a State or local candidate, or a State or local 
committee of a political party. This. provision would take effect as if it were included in 
P.L. 106-230, enacted on July l, 2000, which established requirements for section 527 
organizations to disclose their political ·activities. The Treasury Department notes that 
P.L. 106-230includes an exemption for certain Federal-level political organizations, and that the 
failure to exempt State and local political organizations "created considerable confusion." 

Disclosure of Expenditures and Contributions. Current law requires political . 
organizations receiving contributions or making expenditures for an exempt function during any · 
calendar year to file with the Secretary certain reports including: ( 1) the amount of each 
expenditure made to a person if the aggregate amount of expenditures to that person during the 
calendar year equals or exceeds $500, and the name and address of the person; and (2) the name 
and address of an contributors who contributed an aggregate amount of $200 or more to the 
organization during the calendar year and the amount of the contributions. 

The enrolled biH would exempt any organization which is a "qualified State or local 
political organization" from the contribution and expenditure reporting requirements. The 
enrolled biH would define the term "qualified State or local political organization" as a political 
.organization: (1) aH of the exempt functions of which are solely for the purposes of influencing 
or attempting to influence the selection, nomination, election, or appointment of individuals to 
State or local public office or office in a State or a local political organization; (2) which is 
subject to State law that requires the organization to file a report that includes information 
regarding each separate expenditure from and contribution to the organization and on the person 
who makes the contribution or receives the expenditure; and (3) with respect to which the reports 
are made public by the State and available for inspection by the organization. 

Under the enrolled bill, an organization would not be considered a qualified State or local 
political organization if a candidate for nomination or election to Federal elective public office or 
an individual who holds such office: (1) controls or materially participates in the direction ofthe 
organization; (2) solicits contributions to the organization; or (3) directs, in whole or in part, 
disbursements by the organization. 

Amendments to Tax Return and Disclosure Requirements 

Income Tax Return Requirements. Current law requires political organizations which 
have: (1) political organization taxable income for a taxable year; or (2) gross receipts of 
$25,000 or more for the taxable year to file an income tax return. The enrolled bill would 
eliminate.the second of these requirements, .It would also eliminate a requirement that the 
Secretary of the Treasury and the political organizations mak~ these income tax returns public. 
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Annual Information Return Requiremel)_ts. Cun:ent law provides that political 
organizations thatarerequiredto file:an ineometaxretum'mustalso file an annual information 
return stating specificallytheitems of gross income, receipts, and disbursements. The enrolled 
bill would require: (1) only political organizations with annual gross receipts of $25,000 or 
more; and (2) qualified State or local politicaForganizations with annual gross receipts of 
$100,000 or more to file an annual informCJ,tion.retµrn. Organizations exempted from this annual 
return filingreqnfrement wou.14include: (1) State a!ld lo~al committees of political parties and 
political committees of State aridJo~alcandidat~s; (2) caucuses andassociations of State or local . 
officials; (3) authorized committees of candidates forFedera1office under the Federal Election 
Campaign Act; (4)U.S. House andU.S/Senatecampa.igncominittees of political party 
committees; and ( 5) certain tax-exemptorganizations, .. Tl}~ enrolled bill would allow Treasury to 
rdieve any organization frmn the annual information return requirements on a determination by 

·Treasury that the filing is unnecessary for the efficient adn{inistration of the tax laws. These 
provisions of the enrolled bill would take effect as if they were included in Public Law 106-230. 

. . . 

Disclosure of Expenditures' and Contributions .. The enrolled bill would require that 
reports on contributions and expenditures include the date and purpose (in addition to the · ·• 
amount) of each expenditure of$500 or more and thedate of each contribution of $200 or more 
during a calendar year. 

Required reports with respect to any calendar year on expenditures and contributions 
would have to be filed electronically by organizations that have, or have reason to expect to have, 
contributions exceeding $50,000 or expenditures exceeding $50,000 in that calendar year. 
Penalties imposed for failure to report would be assessed and collected in the same manner as 
penalties imposed under current law for failure by exemptorganizationsto file certain 
information returns. 

·Database 

The enrolled bill would require Treasury to make electronically filed notices of status and 
reports on expenditures and contributions available to the public on the Internet not later than48 
hours after they have been filed. Treasury would be required to make the entire database of 
notices and reports searchable by: (1) names, States, zip codes, custodians ofrecords, directors, 
and general purposes of the organization; (2) entities related to the organizations; (3) contributors 
to the organizations; ( 4) employers of such organizations; (5) recipients of expenditures of the 
organizations; ( 6) ranges of contributors and expenditures; and (7) time periods of the notices 
and reports. This database would have to be.downloadable .. This provision would apply to 
reports required to be filed on or after June 30, 2003. 
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Conclusion·an.d Recommendations 

In its views letter, Tfeas11ry recommends approval of H.R,: 5596, but notes that "it is 
unclear atthis time whetherthe [IntemaFReveri11eService]willbe able to meet all of the 
mandates imposed by the enrolled bill withirnhe times prescribed. To do so will take a major 
effort, along with aredirectioriofse~rce re~oun;:es." ·· 

-- .·. 

We join.theTreasllfY in recommending; approyalof H.R.5S96, which passed both the 
House· and the Senate py unanhnbusconsent. ·' ·· 

Enclosures 

'}M<i/~.'~ 
Mitchell£. Daniels, Jr. 

·.·Director 
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Other .Provisions otH:R.. 5596. 

. Initial Notice ofStatus. · Curte~t la.W:provfcfos··tha{'if ano~ganizationfails:to meet the 
notice of status filing. requirements, its taxaB1e'iri26riie is computed by taking into account what. 
would otherwise be exempt function income.<The enrolied bill would specify that exempt 
function income does n6t have to be segregated to be~taken into accountJorthis purpose. This . 

. ' provision would apply to failures occurring.on ~rafter th¢'date of enactment of the enrolled bill. 

. Jhe enrolled bill would eliminat¢ the requirement that the notice of statiis be fileCI in . · 
~ting: The requirement forfiling electronicallywould retnaiir in effect. ·· . 

... . . ' '. . . ··. . . . :. '··· ·.· ...... '. ~ •. . 

. Material Changes to InfOrmationinNotice ofStatus. The enrolledbill would require an 

... \> 

organization filing a notice of status to file a new notice whenever there is a material. Ch!illge to .· . 
iriformatfon provided in the. notice .. The new notiee would have to-be filed no later. than 30 days .. 

·. after the material change. An organization failing to file .a new notice would no longer be treated ' ', . ' 
a& a section 527 organizatfon and its exempt functfon income would be taken into accountin · 

.·determining taxable income· from the daie of the materialchange uritiLa new notice is filed. This 
provision would be effective for material changes that occur on. or after the date of enactment of 
the enrolled bill. .However, ifa material change occurs during the 30-dayperiod beginning on 

. the date of enactment, a new notice would noflle required to be filedbefore the later of: 
(1) 30 days after tl,ie date of the material change; or (2) 45 days aftet the date ofenactment 

Notification oflnteractiori.of Reporting Reg~irefuents. The enrolled biil would require 
Treasury,.in consultation withthe Federal Election Commission,to'publicize the effects of the 

.·provisions of the ·enrolled bill and the interactipri of the requirement$ to file a notification or ' 
report under section 527 and reports under the Federal Election qampaign A.ct. 

· .. Application of Fraud Penalty .. The.enrolle.d biil would provide that any entity ~equifed, 
pursuantto ·section 527,. t0. furnish any information to. the. Secret~ (or any other person) who · 

· .· . willfully furnishes information that he or she kiiows to be fraudulent or false as to. any material 
matter would be subject to a fine of.not tnore than $,10,000 (or $50,000 in the case of a 

. . corporation) or imprisonnientof not .more than one year C)r bC?th. 

. . • .. Waiver of Tax and Pe~alties. The enl"olled hill ~ould authorize Treasury to w~ive any 
tax a~sessed after June 30; 2000, on an organization for failuret.o comply with .the notification 

.· ·· requirements ona showing that the failure was due, to ~(reasonable cause and not willful neglect. 
. Also, the enrolled bill Would authorize l;reasur)rto Wai\re anyjJenalties imposed after June 30, · 
2000~ for failure to disclose contribiJtions and exp~n4,i!µres 'on a showing that the faihrre was due . 

.. · . to a reasonable pause and not willfUCneglect. . ·· .: : . . , . ·. . . 
~ :. L. • i :· ~· .. '· ·' .•. 
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. Effect of Amendtnents on ·E~:i:sting Disclosrires. Notices, reports, or returns that were, · 
required to be filed withTreaslirybefor~ the <:late ofehactment bf the enrolled bill and that were 
disclosed by Treasur}' consistent with the.lawin effecn1tthe times of disclosure would remain . 
public, even ifthe retroactive effective d.i;ites of certain parts of the enrolled bill mean that a 
notice or report was not required to 'iia\re been filed. . · 
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·sst RM NO. 521802 

WHITE HOUSE.STAFFING MEMORANDUM 
I 

ACTION I CONCURRENCE I COMMENT DUE BY: 10·30·02, 1 :00 PM Date: 10~29-02, 11 :00 PM 

. ENROLLED BILL H.R. 5596, MODIFIED DISCLOSURE REQUIREMENTS FOR 
Subject: POLITICAL ORGANIZATIONS 

c ACTION ·.FYI ACTION FYI 

VICE PRESIDENT ~ D HUBBARD D D 
, 

Iii(' D D D CARD IRASTORZA 

BARTLETT r D JOHNSON D D 

BLAKEMAN D D LINDSEY rt/ D 

BOLTEN ~ D MARBURGER D D 

BRIDGELAND D D MIERS D D 

CALIO ."' D RICE D D 

CONNAUGHTON D D RIDGE D D 

DANIELS D V' ROVE ~ D 

FLEISCHER D v SPELLINGS CiV' D 

GERSON D I!(" CLERK tr rw1> · 
GONZALES · ri' D .. o· D 

HAGIN D D D D 

HAWKINS ·~ D D D 

REMARKS: 
PLEASE SEND COMMENTS TO JIM JUKES, EXT. 53458, FAX56148, NO LATER THAN 1:00 PM 
WEDNESDAY, 10-30-02, WITHCOPYTO STAFF SECRETARY. THANK YOU. 

RESPONSE: 

Harriet E. Miers 
Assistant to the President 

and Staff Secretary 
Ext. 62702 



EXECUTIVE OFFICE. OF THE PRES.IDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, ·o. C. 20503 

October 29, 2002 
T,HE DIRECTOR 

MEMORANDUM "FOR THE PRESIDENT 

SUBJECT: Enrolled Bill H.R. 5596 - Modified Disclosure Requirements for Political 
Organizations 

Sponsors - Rep. Brady (R) Texas and 5 cosponsors 

Last Day for Actio~ 

November 4; 2002 .:. Monday 

Pumose 

Amends and exempts State and local political organizations from certain Internal 
Revenue Code requirements applicable to political organizations. 

Agency Recoml1lendations 

Office of Management and Budget 

Department of the Treasury 
Department of Labor 
Department of the Justice 

Discussion 

Approval 

Approval 
No objection (Informally) 
No comment (Informally) 

Section 527 of the Internal Revenue Codeprovides a limited tax-exempt status to 
"political organizations," defined as a party, committee, association, fund, or other entity 
organized and operated primarily for the purpose of directly. or indirectly accepting contributions 
or making expenditures for an ''exempt function." Exempt functions include influencing or 
attempting to influence the selection, nomination, election, or appointment of any individual to 
any Federal, State, or local public office or political organization office, or the election of 
Presidential or Vice-Presidential electors. Section 527 organizationsare generally exempt from 
taxation on their "exempt function income,"<i.e., contributions, membership dues, proceeds from 
political fundraising, and other income related to the exempt functions. 

Major provisions of the enrolled bill are described below. Other provisions of the 
enrolled bill are described in an Attachment. . 



. . . . . . . : 

· ·Exemptions for State and Local Organizations 

Initial Notice of StatusqExemptions. To be treated as.~ section 527 organization, an 
orgariiiation is required, no later than 24 hour~ after the date on which it is established, to file · 
with Treasury, electronically and in writing, an initial notice of status stating the purpose of the . 
organization. The enrolled bill would exempt from the n.otice of status filing requirements any 

.. political-organization that is apolitical committee of a State or local candidate, or a State or focal 
committee of a political party. This provision would take effect as If it were included in 
P.L. 106-230, enacted on July 1, 2000~ which established requirements.for section 527 -
organizations to disclose their political activities. The Treasury Department notes that 

• P ,L. l 06-230. includes an exemption for certain Federal-level political .organizations, and that the 
failure to exempt State and local political organizations "created considerable confusion." .. 

. . . . : . . ' . . . ~ . . . : . . 

· Disclosure of Expenditures and Contributions. 'Current law requfres politic~! ·· 
organizations receiving contributions or making expendituresfor an exempt function during any 
calendar year to file with the Secretary certain reports including: ( 1} the amount of each 
expenditure made to a person if the.aggregate.amount of expenditures to that person during the 
9alendar year equals or exceedS, $500, and the name and address ofthe person; and (2) the name· 

. _. ·-and address of all contributors who contributed an aggregate amount of $200 or more to the 
.. · organization during the calendar year a.Ila the amount of the contributions. 

The enrolled bill would exempt any organization which is .~·"qualified State or local . · 
political organization"from the contributiOn and ~xpenditure reporting requirements. The 

· enrolled bill would define the term "qualified, State orlocal political organization" as a political 
organization: 0) all of the exempt functions of which are solely for the purposes of influencing 
or attempting to inf!.uence the selection, nomination, election, or appointment of individuals to 

.·State or local public office or office in a Stateor a local political organization; (2)whichis 
subject to State law .th_at requires the organiz;ation to file a report that includes information 

. regarding each separate expenditure froin and contribution to the organization and on the person 

. who ITlakes the contribution or receives the expenditure; and (3) with respect to which the reports.· 
, are made public by.the State and available for inspection by the org~iiation. -

. .. . 

Under the enrolled bill, an organization would not be considered a qualified State or local . 
·. political organization if a candidate for nomination.c)r election to Federal elective public office or 

an individual who holds such office: (l)controls.or materially participates in the direction of the 
organization; (2) soliCits contributions to the organization; or.(3) directs,i11 whole or in part, 
disbursements by the organization. · · 

\ .. 

Amendments to Tax Return andDisclosure Reguirerrients 

Income.Tax Return Requirements. Current law requires political organizations which 
. have: .(l) political organization. taxable incomeJor a taxable year; or {2) gross receipts of 

$25,000 or_ rhore for the taxable year to file an income tax return. The enrolled bill would 
eliminate the second of these requirements;. It would also eliminate a requirement that the 
Secretary of the Treasury and the political organizations make these income tax returns public. 
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Annual Information Return Requirements. Current law provides that political 
organizations that are required to file an income tax return must also file an annual information 
return stating specifically the items of gross. income, receipts, and disbursements. The enrolled 
bill would require: (1) only political organizations with annual gross receipts of$25,000 or 
more; and (2)qualified State or local political organizations with annual gross receipts of 

· $100,000 or more to file an annual information return. Organizations exempted from this annual 
return filing requirement would· include:. ( 1) State and local committees of political parties and 
political committees of State and local candidates; (2) caucuses and associations of State or local 
officials; (3} authorized committees of candidates forF ederal office under the Federal Election 
Campaign Act; (4) U.S. House and U.S. Senate campaign committees of political party 
committees; and '(5) certain tax-exempt organizations. The enrolled bill would allow Treasury to 
relieve any organizationfrom the annualinformationreturn requirements on a determination by 
Treasury that the filing is unnecessary for the efficient administration of the tax laws. These 
provisions of the enrollec;l bill would take effect as if they were included in Public Law l Ofr-230 .. 

' ' 

Disclosure of Expenditures and Contributions. The enrolled bill would require that 
reports on contributions and expendituresinclude the date and purpose (inaddition to the 
amount} ofeachexpenditure of $500 or more and the date of each contribution of$200 or more 
during a calendar year. 

Required reports with respect to any calendar year on expenditures and contributions 
would have to be filed electronically by organizations that have, or have reason to expect to have, 
contributions exceeding $50,000 or expenditures exceeding $50,000 in that calendar year. 
Penalties imposed for failure to report would be assessed and collected in the same manner as 
penalties imposed under current law for failure by exempt org'.llizations to file certain 
information returns. 

·Database 

The enrolled bill would require Treasury to make electronicallyfiled notices of status and 
reports on expenditures and contributions available to the public on the Internet not later than 48 
hours after they have been filed. Treasury would be required to make the entire database of 

·notices and reports searchable by: (1) names, States, zip codes, custodians of records, directors, 
and general purposes of the organization; c;?)entities related to the organizations; (3) contributors 
to the organizations; ( 4) employers of such organizations; ( 5) recipients of expenditures of the 
organizations; ( 6) ranges of contributors and expenditures; and (7) time periods of the notices 
and reports. This database would have to be downloadable. This provision would apply to 
reports required to be filed on or after June 30, 2003. 
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Conclusion and Recommendations 

In its views letter, Treasury recommends approval of H.R. 5596, but notes that"it is . 
unclear.at this time whether the [Internal Revenue Service].will be able to meet all of the 
mandates imposed by the enrolled bill within the times prescribed. To do so will take a major 
effort, along with a redirection of scarce resources." 

We join the Treasury in recommending approval of H.R. 5596, which passed both the 
House and the Senate by unanimous consent. 

Enclosures 

fvr <CJ -- .-~2.if-
Mitchell E. Daniels, Jr. 
Director 
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Attachment 

Other Provisions of H.R. 5596 

Initial Notice of Status. Current law provides that if an organization fails to meet the 
notice of status filing requirements, its taxable income is computed by taking into account what 
would otherwise be exempt function income. The enrolled bill would specify that exempt 
function income does not have to be segregated to be taken into account for this purpose. This 
provision would apply to failures occurring on or after the date bf enactment of the enrolled bill. 

The enrolled bill would eliminate the requirement that the notice of status be filed in 
writing. The requirement for filing electronically would remain in effect. 

Material Changes to Information in Notice of Status. The enrolled bill would require an 
organization filing a notice of status to file a new notice whenever there is a material change to 
information provided in the notice. The new notice would have to be filed no later than 30 ·days 
after the material change. An organization faill.ng to file a new notice would no longer be treated 
as a section 527 organization and its exempt function income would be taken into account in 
determining taxable income from the date of the material change until a new notice is filed. This 
provision would be effective for material changes that occur on or after the date of enactment of 
the enrolled bill. However, if a material change occurs during the 30-day period beginning on 
the date of enactment, a new notice would not be required to be filed before the later of: 

· (1) 30 days after the date ofthe material change; or (2) 45 days after the date of enactment. 

Notification of Interaction of Reporting Requirements. The enrolled bill would require 
Treasury, in consultation with the Federal Election Commission, to publicize the effects'ofthe 
provisions of the enrolled bill and the interaction of the requirements to file a notification or 
report under section 527 and reports under the Federal Election Campaign Act. 

Application of Fraud Penalty. The enrolled bill would provide that any entity required, 
pursuant to section 527, to furnish any information to the Secretary (or any other person) who 
willfully furnishes· information that he or she knows to be fraudulent or false as to any material 
matter would be subject to a fine of not more than $10,000 (or $50,000 il) the case of a 
corporation).or imprisonment of not more than one year or both: 

Waiver of Tax and Penalties. The enrolled bill would authorize Treasury to waive any 
. tax assessed after June 30, 2000, on an organization for failure to comply with the notification 
requirements on a showing that the failure· was due to a reasonable cause and not willful neglect. 
Also, the enrolled bill would authorize Treasury to waive any penalties imposed after June 30, 
2000, for failure to disclose contributions and expenditures on a showing that the failure was due 
to a reasonable cause and not willful neglect. 



Effect of Amendments on Existing Disclosures. Notices, reports, or returns that were 
required to be filed with Trea.sury before the date of enactment of the enrolled bill and that were 
disclosed by Treasury consistent with the law in effectat the times of disclosure would remain 
public, even if the retroactive effective dates of certain parts of the enrolled bill mean that a 
notice or report was not required to Jhave been filed .. 
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TffEPRESfDENTHAS srnr 
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EXECUTIVE OFFICE OF :THE PRESIDENT . 
pFFICE'. OF MANAGEMENT AND BUDGET 

WASHINGTON, O.C. 20503 

. THE DIRECTOR · 

· MEMORANDUM FOR THE PRESIDENT . 
- . : •" ·-. .·' . . . . -

SUBJECT: Enrolled Bill H.R. 5596 - Modified Disclosure Requirements for Political 
.. Organizations . .. · .. . 
.Sponsors -Rep. Brady{R) Texas and 5cosponsors 

·· · Last Day for Action 

November 4, 2002 - Monday · · 

· Pµmose 

. Amends and exempts State and local political organizations from tertainlntemal 
·Revenue Code requirements applicable .to political organizations. 

Agenc)'Recommendations ·· 

Office. of Management an9 Budget 

Department of the Treasury··· 
Department-of Labor. 
Department of the Justice 

Discussion · 

Approval 

Approval . . . 
N_o objection (Informally) 
No coinm.ent (Informally) 

.. Section 527 of the Internal Rev~nue Code providesa limited tax-exempt status t~ 
. ''political organiZations," defined as a party, committee, association, fund, or other entity··· 
·.organized and operated primarily for the purpose of directly or indirectly accepting contributions 

C>r making expenditlires for an "exempt function." Exempt functions include influencing or 
attempting to influence the selection, nomination;· election, 'or appointment of any individual to 

· any Federal, State, or lqcal pubfa~ office or political organizatio.n office, or the election of 
. Presidentilll or Vice-Presidential electors. Section 527 organizations are generally exempt from 
·. taxat~on on their "exempt function income," i.e., contributions, membership dues, proceeds from 
· political fundraising, and other income related to the exempt functions; 

Major provisions of the enrolled bill are described below. Other provisions ofthe 
: enrolled billare described in an Attachment. 

.,·, "·· 



Exemptions for State and Local Organizations 

Initial Notice of Status Exemptions. To be treated as a section 527 organization, an 
·organization is required, no later than 24 hours after the date on which it is established, to file 
with Treasury, electronically and in writing, an initial notice of status stating the purpose of the 
organization. The enrolled bill would exempt from the notice of status filing requirements any 
political organization that is a political committee of a State or local candidate, or a State or local 
committee of a political party. This provision would take effect as if it were included in 
P.L. 106-230, enacted onJuly 1, 2000, which established requirements for section 527 
organizations to disclose their political activities. The Treasury Department notes that · 
P.L. 106-230 includes an exemption for certain Federal-level political organizations, and that the 
failure to. exempt State andlocalpolitical organizations· "created considerable confusion." 

Disclosure of Expenditures and Contributions. Current law requires political 
organizations receiving contributions or making expenditures for an exempt function during any 
calendar year to file with the Secretary certain reports including: (1) the amount of each 
expenditure made to a person if the aggregate amount of expenditures t() that person during the 
calendar year equals or exceeds $500, and the name andaddress of th~ person; and (2) the name 
and address of all contributors who contributed an aggregate amount of $200 or more to the · 
organization during the calendar year and the amount of the contributions. 

The enrolled bill would exempt any organization which is a "qualified State or local 
political organization" from the contribution and expenditure reporting requirements. The 
enrolled bill would define the term "qualified State or local political organization" as a political 
organization: ( 1) all of the exempt functions of which are solely for the purpo. ses of influencing . . 

or attempting to influence the selection, nomination, election, or appointment of individuals to 
State or local public office or office.in a State or a local political organization; (2) which is 
subject to Statelawthat requires the organization to file a report that includes information 
regarding each separate expenditure from and contribution to the organization and on the person 
who makes the contribution or receives the expenditure; and (3) with respect to which the reports 
are made public by the State and available for inspection by the organization. 

Under the enrolled bill, an organization would not be considered a qualified State or local 
political organization if & candidate for nomination or election to Federal elective public office or 
an individual who holds such office: · (1) controls or materially participates in the direction of the 
organization; (2) solicits contributions to the organization; or {3) directs, in whole or in part, 
disbursements by the organization. 

. . 

Amendments to Tax Return and Disclosure Requirements 

Income Tax Return Requirements. Current lawrequires political organizations which 
have: (1) political organization taxable income for a taxable year; or (2) gross receipts of 
$25,000 or more for the taxable year to file an income tax return. The enrolled bill would 
eliminate the second.of these requirements. It would also·elirninate a requirement that the 
Secretary of the Treasury and the political organizations make these income tax returns public. 

~2-



Annual Information Return Requirements. Current law provides that political 
organizations that are required to file an income tax return must also file an annual information 
return. stating specifically the items of gross income,. receipts, and disbursements. The enrolled 
bill would require: ( 1) only political organizations with annual gross receipts of $25,000 or · 
more; and(2) qualified State or localpolitical organizations with annual gross receipts of 
$100,000 or more to file an annual information return. Organizations exempted from this annual 
return filing requirement would include: {1) State and local committees of political parties and 

. political committees of State and local candidates; (2) caucuses and associations of State orJocal 
officials;· (3) authorized committees of candidates for Federal office under the Federal Election 
Campaign Act; (4) U.S. House and U.S. Senate campaign committees of political party 
committees; and (5) certain tax-exempt organizations. The enrolled bill would allow Treasuryto' 
relieve any organization from the annual information return requirements on a determination by 
Treasury that the.filing is unnecessary for the efficient administration of the tax laws. These 
provisions of the enrolled bill would take effect as if they were included in Public Law 106'-230. 

Disclosure of Expenditures and Contributions. The enrolled bill would require that 
reports on contributions and expenditures include the date and purpose (in addition to the 
amount) ofeach expenditure of $500 or more and the date of each contribution of $200 or more 
during a calendar year. 

Required reports with respect to any calendar year on expenditures and contributions . 
would have to be filed electronically by organizations that have, or have reason to expect to have, 
contributions exceeding $50,000 or expenditures exceeding $50,000 in that calendar year. 
Penalties imposed for failure to report would beassessed and collected in the same manner as 
penalties imposed under current law for failure by exempt organizations to ·file certain 
information returns. 

Database 

The enrolled bill would require Treasury to make electronically filed notices of status and 
reports on expenditures and contributions available to the public on the Internet notlater than 48 
hours after they have been filed. Treasury would be required to make the entire database of 
notices and reports searchable by: (1) names, States, zip codes, custodians ofrecords, directors, 
and general purposes of the organization; (2) entities related to the organizations; (3) contributors 
to the organizations; (4) employers of such orgariizations; (5)recipients of expenditures ofthe 

. organizations; ( 6) ranges of contributors and expenditures; and (7) time periods of the notices 
and reports. This database would have to be downloadable. Thisprovision would apply to 
reports required to be filed on or after June 30, 2003. 

-3-
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· .. - . __ .1;· 

.·• -

.··Conclusion and Recommendations . 
. "~ . . ' . . . ·. . .· . . ' ., 

. In its views letter~ Treasury recommends approval of RR. 5596, but notes that "it is 
unclear at this· time whether the [Internal Revenue Service] win be able to meet all of the 

.· mandates impo~ed by the enrolled bill within the times prescribed~ To do so will take a major 
effort, alQng with a .redirection of scarce resow;ces." 

' ' . . . - . . . . . ' . . . . . 

· We join the Treasury in recommending approval.o[H .. R 5596, which passed both flle . · 
House and the Senate 'by unanimous consent. · ·. . 

Enclosures .. 

'}tA<[),_ ... ~~ 
MitchellE .. ·Daniels, Jr. 
Director•· 

. ·.·.: .. 
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Attachment 

Other Provisions ofH.R. 5596 

Initial Notice of Status. Current law provides that if an organization fails to meet the . 
notice of status filing requirements, its taxable income is computed by taking into account what 
would otherwise be exempt function income. The enrolled bill would specify that exempt 
function income does not have to be segregated to be taken into account for this purpose. This 
provision would apply to failures occurring o_n or after the date o:f enactment of the enrolled bill. 

The enrolled bill would eliminate the requirement that the notice of status be filed in 
writing. The requirement for filing electronically would remain in effect. 

Material Changes to Information in Notice of Status. ·.The enrolled bill would require an 
organization filing a notice of status to file a new notice whenever there is a material change to 
information provided in the notice. The new notice would have to be filed no later than 30 days 
after the material change. An organization failing to file a new notice would no longer be treated 
as a section 527 organization and its exemptfunction income would be taken into account in 
determining taxable income from the date of the material change until a new notice is filed. This 

·provision would be effective for material changes that occur on or after the date of enactment of 
the enrolled bill. However, ifa material change occurs during the 30-day period beginning on 
the date of enactment, a new notice would not be required to be filed before the later of: 
(1) 30 days after the date of the material change;or (2) 45 days after the date of enactment. . · 

Notification of Interaction of Reporting Requirements. The enrolled bill would require 
Treasury, in consultation with the Federal Election Commission, to publicize the effects of the 
provisions of the enrolled bill andthe interaction of the requirements to file a notification or 
report under section 527 and reports under the Federal ElectionC~paignAct. 

Application of Fraud Penalty. The enrolled bill would provide that any entity required, 
pursuant to section 527, to furnish anyinformationto the Secretary.(or any other person) who 
willfully furnishes information that he or she knows to be fraudulent or false as to any material 
matter would be subject to a fine ofnot more than $10,000 (or $50,000 in the case ofa 
corporation) or imprisonment of not more than one year or both. 

Waiver of Tax and Penalties. The enrolled bill would authorize Treasury to waive .any 
tax assessed after June 30, 2000, on an organization forfailure to comply with the notification 
requirements on a showing thatthe failure was due to a reasonable cause and not willful neglect. 
Also, the enrolled bill would authorize Treasury to waive any penalties imposed after June 30, 

. 2000, for failure to disclose contributions and expenditures on. a showing that the failure was due 
to a reasonable cause and not willful neglect. 



Effect of Amendments on Existing Disclosures, Notices, reports< or returns-that were 
required to be filed with Treasury before the date of enactment of the enrolled bill and that were 
disclosed by Treasury consistent with the law in effect at the times of disclosure would remain 
public, even if the retroactive effective dates of certain parts of the enrolled bill mean that a 
notice or report was not required to have been filed. 

-2-
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EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENTAND BUDGET 

WASHINGTON, ·o.c. 20503 

October 29, 2002 
THE DI.RECTOR 

MEMORANDUM FOR THE PRESIDENT 

SUl3JECT: Enrolled Bill H.R. 5596 - Modified Disclosure Requirements for Political 
Organizations 

Sponsors - Rep. Brady (R) Texas and 5 cosponsors 

Last Day for Action 

November4, 2002 - Monday 

Purpose 

Amends and exempts State and local political organizations from certain Internal 
Revenue Cod~ requirements applicable to political organizations. 

Agency Recommendations 

Office of Management and Budget 

Department of the Treasury 
Department of Labor · · ' 
Department of the Justice 

Discussion 

Approval 

Approval 
No objection (Informally) 
No comment (Informally) 

Section 527 of the Internal Revenue Code provides a limited tax-exempt status to 
"political organizations," defined as a party,committee, association, fund, or other entity 
organized and operated primarily for the purpose of directly or indirectly accepting contributions 
or making expenditures for an "exempt function." Exempt functions include influencing or 
attempting to influence the selection, nomination, election, or appointment of any individual to 
any Federal, State, or local public office or political organization office, or the election of 
Presidential or Vice-Presidentialelectors .. Section 527 organizations are generally exempt from 
taxation on their "exempt function income," i.e.,.contributions, membership dues, proceeds from 
political fundraising, and other income related to the exempt functions. 

Major provisions of the enrolled bill are described below. Other provisions of the 
enrolled bill are described in an AttachmenL 



Exemptions for State and Local Organizations 

Initial Notice of Status Exemptions. To be treated as a section 527 organization, an 
organization is required, no later than 24 hours after the date on which it is established, to file 
with Treasury, electronically and in writing, an initial notice of status stating the purpose of the 
organization. The enrolled bill would exempt from the notice of status filing requirements any 
political organization that is a political committee of a State or local candidate, or a State or local 
committee of a political party. This provision would take effect as if it were included in 
P.L. 106-230, enacted on July 1, 2000, which established requirements for section 527 
organizations to disclose their political activities. The Treasury Department notes that 
P.L. 106-230 includes an exemption for certain Federal-level political organizations, and that the 
failure to exempt State and local political organizations "created considerable confusion." 

Disclosure of Expenditures and Contributions. Current law requires political 
organizations receivi,ng contributions or making expenditures for an exempt function during any 
calendar year to file with the Secretary certain reports. including: ( 1) the amount of each 
expenditure made to a person if the aggregate amount of expenditures to that person during the 
calendar year equals or exceeds $500, and the name and address of the person; and (2) the name 
and address of all contributors who contributed an aggregate amount of $200 or more to the 
organization during the calendar year and the amount of the contributions. 

The enrolled bill would exempt any organization which is a "qualified State or local 
political organization" from the contribution and expenditure reporting requirements. The 
enrolled bill would define the term "qualified State or local political organization" as a political 
organization: ( 1) all of the exempt functions of which are solely for the purposes of influencing 
or attempting to influence the selection, nomination, election, or appointment of individuals to 
State or local public office or office in a State or a local political organization; (2)which is. 
subject to State l~w that requires the organization to file areport that includes information 
regarding each separate expenditure from and contribution to the organization and on the person 
who makes the contribution or receives the expenditure; and (3) with respect to which the reports 
are made public by the State and available for inspection by the organization. 

Under the enrolled bill, an organization would.not be considered a qualified State or local 
political organization if a candidate for nomination or election to Federal elective public office or 
an individual who holds such, office: (1) controls or materially participates in the direction of the 
organization; (2) solicits contributions to the organization; or (3) dire~ts, in whole or in part, 
disbursements by the organization. 

Amendments to Tax Return and Disclosure Requirements 

Income Tax Return Requirements. Current law requires political organizations which 
have: (1) political organization taxable income for a taxable year; or (2) gross receipls of 
$25,000 or more for the taxable year to file an income tax return. The enrolled bill would 
eliminate the second of these requirements. It would also eliminate a requirement that the 
Secretary of the Treasury and the political organizations make these income tax returns public. 

-2-



Annual Information Return Requirements. Current law provides that political 
organizations that are required to file an income tax return must also file an annual information 
return stating specifically the items of gross income, receipts; and disbursements. The enrolled 
bill would require: (1) only political organizations with annual gross receipts of $25,000 or 
more; and (2) qualified State or local political organizations with annual gross receipts of 
$100,000 or more to file an annual information return. Organizations exempted from this annual 
return filing requirement would include: (1) State and local committees of political parties and 
political committees of State and local candidates; (2) caucuses and associations of State or local 

. officials; (3) authorized.committees of candidates for Federal office under the·Federal Election 
Campaign Act; (4) U.S. House and U.S. Senate campaign committees of political party 
committees; and (5) certain tax-exempt organizations. The enrolled bill would allow Treasury to 
relieve any organization from the annual information return requirements on a determination by 
Treasury that the filing is unnecessary for the efficient administration of the tax laws. These 
provisions of the enrolled bill would take effect as if they were included in Public Law 106-:230. 

Disclosure of Expenditures and Contributions. The enrolled bill would require that 
reports on contributions and expenditures include the date and purpose (in addition to the 
amount) of each expenditure of $500 or more·andthe date of each contribution of $200 or more 
during a calendar year. 

Required reports with respect to ariy calendar year on expenditures and contributions 
would have to be filed electronically by organizations that have, or have reason to expect to have, 
contributions exceeding $50,000 or expenditures exceeding $50,000 in that calendar year. 
Penalties imposed for failure to report would be assessed and collected in the same manner as 
penalties imposed under current law for failure by exempt organizations to file certain 
information returns. 

Database 

The enrolled bill would require Treasury to make electronically filed notices. of status and 
reports on expenditures and contributions available to the public on the Internet not later than 48 
hours after they have been filed. Treasury would be required to make the entire 'database of 
notices and reports searchable by: {l) names, States, zip codes, custodians ofrecords, directors, 
and general purposes of the organization; (2) entities related to the organizations; (3) contributors 
to the organizations; ( 4) employers of such organizations; ( 5) recipients of expenditures of the 
organizations; (6) ranges of contributors and expenditures; and ,(7) time periods of the notices 
and reports. This database would have to be downloadable. This provision would apply to 
reports required to be filed on or after June 30, 2003. 
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Conclusion and Recommendations \ 

In its views letter, Treasury recommends approval ofH.R. 5596, but notes that "it is 
unclear at this time whether the [Internal Revenue Service] will be able to meet all of the 
mandates imposed by the enrolled bill within the times prescribed. To do so will take a major 
effort, along with a redirection of scarce resources." . . . 

. . 

We join the Treasury in recommending approval of H.R. 5596, which passed both the 
House and the Senate by unanimous consent.. 

Enclosures 

/M<[) ..... ~ 
Mitchell E .. Daniels, Jr. 
Director 

_4.: 



Attachment 

Other Provisions ofH.R. 5596 

Initial Notice of Status. Current law provides that if an organization fails to meet the 
notice of status filing requirements, its taxable income is computed by taking into account what 
would otherwise be exempt function income. The enrolled bill would specify that exempt 
function income does not have to be segregated to be taken into account for this purpose. This 
provision would apply to failures occurring on or after the date of enactment of the enrolled bill. 

The enrolled billwould eliminate. the requirement that the notice of status be filed in 
· writing. The requirement for filing electronically would Temain in effect. 

Material Changes to Information in Notice of Status. The enrolled bill would require an 
organization filing a notice of status to file a new notice whenever there is a material change to 
information provided in the notice. The new notice would have to be filed no later than 30 days 
after the material change. An organization failing to file a new notice would no longer be treated 
as a section 527 organization and its exempt function income would be taken into account in 
determining taxable income from the date of the material change until a new notice is filed. This 
provision would be effective for material changes that occur on or after the date of enactment of 
the enrolled bill. However, if a material change occurs during the 30-day period beginning on 
the date of enactment, a new notice would not be required to be filed before the later of: 
(1) 30 days after the date of the material change; or (2) 45 days after the date of enactment. 

Notification of Interaction of Reporting Requirements. The enrolled bill would require 
Treasury, in consultation with the Federal Election Commission, to publicize the effects of the 
provisions of the enrolled bill and the interaction of the requirements to file a notification or 
report under section 527 and reports under the Federal Election Campaign Act. 

Application of Fraud Penalty. The enrolled bill.would provide t.hat any entity required, 
pursuant to section 527, to furnish any information to the Secretary (or any other person) who 
willfully furnishes information that he or she knows to be fraudulent or false as to any material 
matter would be subject to a fine of not more than $10,000 (or $50,000 in the case of a 
corporation) or imprisonment of not more than one year or both. 

Waiver of Tax and Penalties. The enrolled bill would authorize Treasury to waive any 
tax assessed after June 30, 2000, on an organization for failure to comply with the notification 

. requirements on a showing that the failure was due to a reasonable cause and not willful neglect. 
Also, the enrolled bill would authorize Treasury to waive any penalties imposed after June 30, 
2000, for failure to disclose contributions and expenditures on a showing that the failure was due 
to a reasonable cause and not willful neglect. 



.. 

Effect of Amendments on Existing Disclosures. Notices, reports, or returns that were 
required to be filed with Treasury before the date of enactment of the enrolled bill and that were 
disclosed by Treasury consistent with the law in effect at the times of disclosure would remain 
public, even· if the retroactive effective dates of certain parts of the enrolled bill mean that a 
notice or report was not required to have been filed. , 
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ENROLLED BILL H.R. 5596, MODIFIED DISCLOSURE REQUIREMENTS FOR 
Subject: POLITICAL ORGANIZATIONS 

ACTION· FYI ACTION FYI 

VICE PRESIDENTt ·>~ D ·HUBBARD D D 
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_, 
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Date: 10-29-02, 11 :00 PM ACTION I CONCURRENCE I COMMENT DUE BY: 10-30-02, 1 :00 PM 

ENROLLED BILL H.R. 5596, MODIFIED DISCLOSURE REQUIREMENTS FOR · 
Subject: POLITICAL ORGANIZATIONS 

ACTION FYI ACTION FYI 
-

VICE PRESIDENT ~· D HUBBARD D D 

CARD ~ D IRASTORZA D D 
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REMARKS: 
PLEASE SEND COMMENTS TO JIM JUKES, EXT; 53458, FAX 56148, NO LATER THAN 1 :00 PM 
WEDNESDAY,t0-30-02, WITH COPY TO STAFF SECRETARY. THANK YOU. 

RESPONSE: 

Harriet E. Miers 
Assistant to the President 

and Staff Secretary 
Ext. 62702 

I 

I 



., 

THE DIRECTOR 

EXECUTIVE OFFICE OFTHE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASH i NGTON; D. C. 20503 

October 29, 2002 

. MEMORANDUM FOR THE PRESIDENT 

SUBJECT: Enrolled BillH.·R. 5596 - Modified Disclosure Requirements for Political 
Organizations . · . ·. · 

•. Sponsors - Rep. Brady (R} Texas and 5 cosponsors 

'[·-· 

Last Day for Action ,, . 
:; 

November 4, 2002 - Monday .. 

Pur.pose 
. .· .· . ' .. , . ·. .· . - :· 

Amends and exempts S~ate and. local political organi~~ti~ns from certain Int~~al 
Revenue Code requirements applicable tQ political organizations. 

Agency Recommendations· 

Office of Management aridBudget . 

· ·. Department of the Treasury. 
Department of Labor ' 

·.·.Department of the Justice 

Discussion 

Approval. 

'Approval . 
No objection (Iriformally) 
No comment (Informally) 

. . . . 

Se~~ion 527 ofthe Internal Revenue Code providesalimited tax.;exempt status to . 
. "political orgaruzations," defined as a p~rty, coIIUI1ittee, association, fund, or other entity 
organized and. op~rated primarily for the puq)ose of directly or indirectly accepting contributions 
onnaking•expenditures for an "exempt function." Exempt functions include influencing or 
attempting to influence the selection, nomination, election, or appointment of any individUal to · 

. ariy Federal; State, or local public office or political organization office, or the election of .. · . 
Presidential or Vice-Presidential·electors. Section 527 organizations.are generally exempt from 

. taxation on their "exempt functionincome," i.e., contributions, membership dues, proceeds from 
· politiCalfundraising, and other income related to the exempt functions .. · 

: Major provisions of the enrolled bill are described below. Other provisions of the 
enrolled bill are described in an Attachffient. · 



.. 

Exemptions for State and Local Organizations 

Initial Notice of Status Exemptions. To be treated as a section 527 organization, an 
organization is required, no later than 24 hours after the date on which it is established, to file 
with Treasury, electronically and in writing, an initial notice of status stating the purpose of the 
organization. The enrolled bill would exempt from the notice of status filing requirements any 
political organization that is a political committee of a State or local candidate, or a State or local 
committee of a political party. This provision would take effect as if it were included in 
P.L. 106-230, enacted on July 1, 2000, which established requirements for section 527 
organizations to disclose their political activities. The Treasury Department notes that 
P.L. 106-230 includes an exemption for certain Federal-level political organizations, and that the 
failure to exempt State and local politicalorganizations "created considerable confusion." . 

Disclosure of Expenditures and Contributions. Current law requires political 
organizations·receiving contributions or making expenditures•for an exempt function during any 
calendar year to file with the Secretary certain reports including: ( 1) the amount of each 
expenditure made to a person if the aggregate amount of expenditures to that person during the 
calendar year equals or exceeds $500, antj. the name and address of the person; and (2) the name 
and address of all contributors who contributed an aggregate amount of $200 or more to the 
organization during the calendar year and the amount of the contributions . 

. The enrolled bill would exempt any organization which is~ "qualified State orlocal 
political organization" from the contribution and expenditure reporting requirements. The 
enrolled bill would define the term "qualified State or loc;;il political organization" as a political 
organization: ( l) all of the exempt functions of which are solely for the purposes of influencing 
or attempting to influence the selection, nomination, election, or appointment of individuals to 
State or local public office or office in a State or a local political organization; (2} which is 
subject to State law that requires the organization to file a report that includes information 
regarding each separate expenditure from and contribution to the organization and on the person 
who makes the contribution or receives the expenditure; and (3) with respect to which the reports 
are made public by the State and available for inspection by the organization. · 

Under the enrolled bill, ah organization would not be considered a qualified State or local 
political organizationif a candidate for nomination or election to Federal elective public office or 
an individual who holds such office: (l') controls or materially participatesin the direction of the 
organization; (2) solicits cOntributions to the organization; or (3) directs, in whole or in part, 
disbursements by the organization. 

. . 

Amendments to Tax Return and Disclosure Requirements 

Income Tax Return Requirements. Current law requires political organizations which 
have: (1} political organization taxable income for a taxable year; or (2) gross receipts of 
$25,000 or more for the taxable year to file an income tax return. The enrolled bill would 

. eliminate the second of these requirements. It would also eliminate a requirement that the 
Secretary of the Treasury and the political organizations make these income tax returns public. 
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· . Annual Information Return Requirements. Current law provides that political . . ·· 
organizations that are required to file an income tax return must also file an annual information' 
retwn stating specifically the items of gross. income, receipts, and disbursements. The enrolled 
bill would require: (1) only political organizations with annual gross receipts of $25,000 or 
more; and(2) qualified State or local political organizations with annual gross receipts·of 

· $100,000 or more to file an annual information return. Organizations exempted from this annual 
return filing requir~ment would include: (l) State and local committees of political pad:ies and 
political committees of State arid local candidates; (2) caucuses and associations of State or local : . 
officials; (3) authorized committees of candidates for Federal office under the Federal Election . 

. Campaign·Act; (4) U.S. House and U.S. Senate campaign committeesofp·olitical party. . 
· committees; and (5) certain tax:".'exempt organizations~ The enrolled bill would allow Treasury to . 
relieve any organization from the annual information return requirements on a determination by 
Treasury that the filing'is unnecessary for the efficient administration of the tax laws. These · 
provisions of the enrolled pl.ll woiild take effect as if they were included in Public Law 106-230. 

Dis~losure of Expenditures and Contributions; The enrolled bill would require that 
' reports on contributions and expenditures include the date and pumose (in addition to the. ·, 

·. · ·amount) of each expenditure· of $500 or more and the date of each contribution of $200 .or more 
during a calendar year .. 

' ' ' 
·. ·. ·' . ' ,··. . 

. ' ' \... ·. .. . . . . . 

Required reports with respect to any calendaiyear on expenditures and contributions 
would have to be filed electronically by organizations that have,' or have reaso~ to expectto have, 
contributions exceeding $50,000 or expenditures exceeding $5,0,000 in; that calendar year. 
Penalties imposed for failure to report would be assessed and .collected in the same manner as 

' penalties imposed under current law for failure by exempt organizat.ions to file certain · 
··information returns. · 

•.· Database · · 

.. The enrolled bill. would require Treasury to make electronically filed notices of status and 
reports on expenditures and contributions available to the public on the Internet not later than 48 
hours after they have been filed.· Treasury woulq be required to make the entire database of 
notices and reports searchable by:· (l)names; States, zip codes, custodians ofrecords, difectors~ · 
and general purposes of the organization; (2) entities related to the organizations; (3) contributors · 

. tothe organizations;(4) employe~s·ofsuchorganizations; (5) recipients of expenditures of the 
. organizations; (6) ranges of contributors and expendittires; and (7) time' periods of the notices 
.. and reports.· This database would have to. be. downloadable. This provisi~n would apply to· 

reports required to be filed on m after June 30, 2003: 

-3:-
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Conclusion and Recommendations · 
·. . .· .· ' . - ' 

In its views letter, Treasury recommends approval of H.R. 5596, but ~otes that "it is 
. unclear at this time Whether the [Internal Revenue Service] will be able to meet all of the _ 
mandates imposed by the enrolled bill within the times prescribed. To de. so will take a major 
effort, along with a ·redirection of scarce resources." · · 

. . 

. · We join the Treasury in recommending approval ofH.R. 5596, which passed b9th the 
House and the Senate by unanimous consent. · · 

· Enclosures. 

. . . 

. f!A<t; ~-~-.D-Y-
Mitchell E. Daniels? Jr. 
Director 
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Attachment 

Other Provisions ofH.R. 5596 

Initial Notice of Status. Current law provides that if an organization fails to meet the 
- notice of status filing requirements, its taxable income is computed by taking into account what 
would otherwise be exempt function income. The enrolled bill would specify that exempt 
function income does not have to be segregated to-be taken ipto account for this purpose. This 
provision would apply to failures occurring on or after the date of enactment of the enrolled bill. 

The enrolled bill would eliminate the requirement that the notice of status be filed in 
writing. The requirement for filing electronically would remain in effect 

Material Changes to Information in Notice of Status. The enrolled bill would require an 
organization filing a notice ofstatus to file-a new notice whenever there is a material change to 
information provided 1n the notice. The new notice would have to be filed no later than 3 0 days 
after the material change. An organization failing to file a new notice would no longer b_e treated 
as a section 527 organization and its exempt function income would betaken into account in 
determining taxable income from the date of the material change until a new notice is filed. This 
_provision would be effective for material changes that occur on or after the date of enactment of 
the enrolled bill. However, if a material .change occurs during the 30"'."day period beginning on 
the date of enactment, a new notice would not be required to be filed before the later of: 
-( l} 30 days after the date of the material change; or (2) 45 days after the date of enactment. 

Notification of Interaction ofReporting Requirements. The enrolled bill would require 
Treasury, in consultation with the Federal Election Commission, to publicize the effects of the 
provisions of the enrolled bill and the interaction of the requirements to file a notification or 

_ report under section 527 and reports under the Federal Election Campaign Act 

Application of Fraud Penalty. The enrolled bill would provide that any entity required, 
pursuant to section 527, to furnish any information to the Secretary (or any other person) who 
willfully furnishes information that he or she knows to be fraudulent or false as to any material 
matter would be subject to a fine of not more than $10,000 (or $50,000 in the case of a 
corporation) or imprisonment of not more than one year or both. 

Waiver of Tax and Penalties. The enrolled bill would authorize Treasury to waive any 
tax assessed after June 30, 2000, on an organization for failure to comply with the notification 
requirements ona showibg that the failure was due to a reasonable cause and not willful neglect. 
Also, the enrolled bill would authorize Treasury to waive any penalties imposed after June 30, 
2000, for failure to disclose contributions and expenditures ona showing that the failure was due 

1 to a reasonable cause andnot willful neglect. - ' 
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. Effect of Amendments on Existing Disclosures .. Notices, reports, or returns that were 
.·required to be filed with Treasury before the date of enactment of the enrolled bill and that were 
disclosed by Treasury consistent with the law hi effect at the times of disclosure would remain . 
public, even if the retroactive effective dates ofcert~in parts of the enrolled bill mean that a 

. notice or report was not required to have been filed. , . 

) 

.:2-



SS/ RM NO. 521802 

WHITE HOUSE·STAFFING MEMORANDUM 

Date: 10-29-02, 11: 00 PM ACTION I CONCURRENCE I COMMENT DUE BY: 10-30-02, 1:00 PM 

ENROLLED BILL H.R 5596, MODIFIED DISCLOSURE REQUIREMENTS FOR 
Subject: POLITICAL ORGANIZATIONS 

ACTION FYI ACTION FYI 

VICE J=>RESIDENT it' D HUBBARD D D 

CARD it' D IRASTORZA D D 

BARTLETT . v- -D JOHNSON D D 

BLAKEMAN D D LINDSEY I/' D 

BOLTEN ~ D MARBURGER D D 

BRIDGELAND D D MIERS D D 

CALIO .'1' D RICE D D 

· CONNAUGHTON D D RIDGE D D 

DANIELS D ~ ROVE ~ D 

FLEISCHER D ~ SPELLINGS w7 D 

GERSON D (!(' CLERK D 

GONZALES lY' D D D 

HAGIN D D D D 

HAWKINS ~ D D D 

REMARKS: 
PLEASE SEND COMMENTS TO JIM JUKES, EXT. 53458, FAX 56148, NO LATER THAN 1 :00 PM 
WEDNESDAY, 10-30-02, WITH COPY TO STAFF SECRETARY. THANK YOU. 

RESPONSE: 

Harriet E. Miers 
Assistant to the President 

and Staff Secretary 
Ext. 62702 



THE DIRECTOR 

EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, ·o. C. 20503 

October 29, 20.02 

MEMORANDUM FOR THE PRESIDENT 

SUBJECT: ·. Enrolled Bill H.R. 5596 - Modified Disclosure Requirements for Political 
Organizations . 

Sponsors - Rep. Brady (R) Texas and5cosponsors 

Last Day for Action 
' ·~- ' 

November 4, 2002 - Monday 

Purpose 

Amends and e'?(empts State and local political organizations from certain Internal 
Revenue Code requirements applicable to political organizations . 

. Agency Recommendations 

Office of Management and Bud~et 

Department of the Treasury 
Department of Labor 
Department ofthe Justice 

DiscussiOn 

. Approval 

Approval 
No objection (Informally) 
No comment (Informally) 

Section 527 of the Internal Revenue Code provides a limited tax-exempt status to 
"political organizations," defined as a party, committee, association, fund, or other entity 
organized and operated primarily for the purpose of directly or indirectly accepting contributions 
or making expenditures for an "exempt function." Exernpt functions include influencing or 
attempting to influence the selection, nomination, election, or appointment of any individual to 
any Federal, State, or local public office or political organization office, or the election of 

. Presidential or Vice-Presidential electors. Section 527 organizations are generally exempt from 
taxation on their"exempt function income," i.e., contributions, membership dues, proceeds from 
political fundraising, and other income related to the exempt functions. 

Major provisions of the enrolled bill ate described below. Other provisions of the 
enrolled bill are described in an Attachment. 



r------ --------------

Exemptions for State and Local Organizations 

Initial Notice of Status Exemptions. To be treated as a section 527 organization, an 
organization is required, no later than 24 hours after the date on which it is established, to file 
with Treasury, electronically and in writing, an initial notice of status stating the purpose of the 
organization. The enrolled bill would exempt from the notice of status filing requirements any 
political organization that is a political committee of a State or local candidate, or a State or local 
_committee of a political party. This provision would take effect as if it were included in 
P.L.106-230, enacted on July J, 2000, which established requirements for section 527 
organizations to disclose their political activities. The Treasury-Department notes that , 
P .L. 106-230 includes an exemption for certain Federal-level political organizations, and that the_ 
failure to-exempt State and local political organizations "created considerable confusion." 

Disclosure of Expenditures and Contributions. Current law requires political _ 
organizations receiving contributions or making expenditures for an exempt function during any 
calendar year to file with the Secretary certain reports including: ( 1) the amount of each 
expenditure made to a person if the aggregate amount of expenditures to that person during the -
calendar year equals or exceeds $500, and the name and address of the person; and (2) the name 
and address of all contributors who contributed an aggregate amount of $200 or more to the 
organization during the calendar year and the amount of the contributions. 

The enrolled bill would exempt any organization which is a "qualified State or local 
political organization" from the contribution and expenditure reporting requirements. The 
enrolled bill would define the term "qualified State or local political organization" as a political 
organization: (1) all of the exempt functions of which are solely for the purposes of influencing 
or attempting to influence the selection, nomination, election, or appointment of individuals to 
State or local public office or office in a State or a local political organization; (2) which is 
subject to State law that requires the organization to file a report that includes information 
regarding each separate expenditure from and contribution to the ,organization and on the person 
who makes the contribution or receives the expenditure; and (3) withrespect to which the reports 
are made public by the State and available for inspection by the organization. 

Under the enrolled bill, an organization would not be considered a qualified State or local 
political organization if a candidate for nomination or election to Federal elective public office or 
an individual who holds such office: (1) controls or materially participates in the direction of the 
organization; (2) solicits contributions to the organization; or (3) directs, in whole or in part, 
disbursements by the organization. 

Amendments to Tax Return and Disclosure Requirements 

J 
Income Tax Return Requirements. Currentlawrequires political organizations which 

have: (I) political organization taxable income fora taxable year; or (2) gross receipts of 
$25,000or more for the taxable year to file an income tax return. The enrolled bill would 
elimina~e the second of these requirements. It would also eliminate a requirement that the 
Secretary of the Treasury and the political organizations make these income tax returns public. 
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Annual Information Return Requirements. Current law provides that political 
organizations that are required to file an income tax return must also file an annual information 
return stating specifically the items of gross income, receipts, and disbursements. The enrolled 
bill would require: ( 1) only political organizations with annual gross receipts of $25,000 or 
more; and (2) qualified State or local political organizations with annual gross receipts of ~ 

· $100,000 or more to file an annual information return. Organizations exempted from this annual 
return filingrequitement would include: (I) State and local committees of political parties and 
political committees of State and local candidates; (2) caucuses and associations of State or local 
officials; (3) authorized committees of candidates for Federal office under the Federal Election · 
Campaign Act; (4) U.S:House and U.S. Senate campaign committees of political party 
committees; and (5) certain tax-exempt organizations. The enrolled bill would allow Treasury to 
relieve any organization from the annual information return requirements on a determination by 
Treasury that the filing is unnecessary for the efficient administration of the tax laws. These 
provisions of the enrolled bill would take effect as if they were included in Public Law 106-230. 

Disclosure of Expenditures and Contributions. The enrolled bill would require that 
reports on contributions and expenditures include the date and purpose (in addition to the 
amount) of each expenditure of $500 or more and the date of each contribution of $200 0r more 
during a calendar year. 

Required reports with respect to any calendar year on expenditures and contributions 
would have to be filed electronically by organizations that have, or have reason to expect to have, . 
contributions exceeding $50,000 or expenditures exceeding $50,000 in that calendar year. 
Penalties imposed for failure to report would be assessed and collected in the. same manner as 
penalties imposed under current law for failure by exempt organizations to file certain 
information returns. 

Database 

The enrolled bill would require Treasury to make electronically filed notices of status and 
reports on expenditures and contributions available to the public on the Internet not.later than 48 
hours after they have been filed. Treasury would be required to make the entire database of 
notices and reports searchable by: ( 1) names, States, zip codes, custodians of records, directors, 
and general purposes of the organization; (2) entities related to the organizations; (3) contributors 
to the organizations; (4) employers of such organizations; ( 5) recipients of expenditures of the 
organizations; ( 6) ranges of contributors and expenditures; and (7) time periods of the notiqes 
and reports. This database would have to be downloadable. This provision would apply to 
reports required to be filed on or afterJuneJO, 2003. 
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Conclusion and Recommendations 

In its views letter, Treasury recommends approval of H.R. 5596, butnotes that "it is 
unclear at this time whether the [Internal Revenue Service] will be able to meet all of the 
mandates imposed by the enrolled bill within the times prescribed. To do so will take a major 
effort,.along with a redirection of scarce resources." _ 

We join the Treasury in recommending approval of RR. 5596, which passed both the 
House and the Senate by unanimous consent. 

Enclosures 

}M<F:J~·-~ 
Mitchell E. Daniels, Jr. 
Director 
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Effect of Amendments on Existing Disclosures. Notices, reports, or returns that were 
required to be filed with Treasury before the date of enactment of the enrolled bill and that were 
disclosed by Treasury consistent with the law in effect at the times of disclosure would remain 
public, even if the retroactive effective dates of certain parts of the enrolled bill mean that a 
notice or report was not required to have been filed .. ·. 
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GENERAL COUNSEL 

DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. 

October 29, 1002 

The Honorable Mitchell E. Daniels, k 
Director, Office of Management and Budget 

·Executive Office of the President 
Washington, D.C. 20503 

Attention: Assistant Director for Legislative Reference 

Dear Mr. Daniels: 

This responds to your request for the views of this Department on enrolled bill H.R. 5596. The 
enrolled bill would amend the Internal Revenue Code to modify the reporting requirements for 
section 527 political organizations. Among other modifications, the enrolled bill would 
eliminate notification and return requirements for State and local party committees and State and 

. local candidate committees, and eliminate return requirements for certain State and local political 
committees that report similar information under State law. 

The enrolled bill is intended to reduce the scope of reporting requirements enacted on July 1, 
2000 (Pub. L. l 06-230). The 2000 fow impo:'!cd new reporting and di:mlosurc requirements on 
section 527 political organizations. Although the 2000 law exempted political organizations that 
are required to report under the Federal Election Campaign Act, itdid not contain a similar 
exception for political organizations that are required to report at the State level. The 2000 law 
created considerable confusion among political organizations that attempt to influence elections 
only at the State or local level. 

In addition to exempting certain political organizations from the filing requirements under the 
2000 law, the enrolled bill makes a number of other changes to the information reporting 
requirements. For example, the enrolled bill directs the Internal Revenue Service (IRS) to 
implement an electronic filing system and develop a searchable database of reports filed by 
ser.tion "i?7 org;inizations. It is unclear at this time whether the IRS will be able to meet all of the 
mandates imposed by the enrolled bill within the times prescribed. To do so will take a major 
effort, along with a redirection of scarce resources. The enrolled bill does not provide additional 
funding to the IRS; therefore, implementation will require that the IRS divert resources from 
other essential programs. 

NutwiLhstamling our concerns about administrability, the Department of the Treasury does not 
object to the enrolled bill. Therefore, the Department recommends that the President sign 
enrolled bill H.R. 5596 into law. 

'\Since~el:', k--/, 
\ \ I - -' \ \ 

David D. Aufhauser 

\ 



H.R.5596 

<Bnr iRundrrd ~rornth Q:ongrrss 
of thr 

<ltlnitrd ~tatrs. of amrrica 
AT THE SECOND SESSION 

Begun and held at the City of Washington on Wednesday, 
the twenty-third day of January, two thousand and two 

To amend section 527 of the Internal Reven~e Code of1986 to eliminate notification 
and return requirements for State and local party committees and candidate 
committees and avoid duplicate reporting by certain State and local political 
committees of information required to be reported and made publicly available 
under State law, and for other purposes. 

Be it enacted by the Senate and House of Representatives of · 
the United States of America in Congress assembled, 

SECTION I. EXEMPTION FOR CERTAIN STATE AND LOCAL POLITICAL 
COMMITTEES FROM NOTIFICATION REQUIREMENTS. 

(a) EXEMPTION FROM NOTIFICATION REQUIREMENTS.~Para­
graph (5) of section 527(i) of the Internal Revenue Code of 1986 
(relating to organizations must notify Secretary that they are sec­
tion 527 organizations) is amended by striking "or" at the end 
of subparagraph (A), by striking the period at the end of subpara­
graph (B) and inserting ", or", and by adding at the. end the 
following: · · · · · 

"(C} which is a political committee of a State or local 
candidate or which is a State or local committee of a 
political p~rty.". .. ·. .· . 

(b) EFFECTIVE DATE._;_The amendments made by subsection 
. (a) shall take effect as if included in the amendments made by 
Public Law 106-230. 

SEC. 2 .. EXEMPTION FOR CERTAIN STATE AND LOCAL POLITICAL 
COMMITTEES FROM REPORTING REQUIREMENTS. 

(a) IN GENERAL.-Section 527(j)(5) of the Internal Revenue 
· Code of 1986 (relating to coordination with other requirements) 

is amended by redesignating subparagraphs (C), (D), and (E) as . 
subparagraphs CD); (E), and (F), respectively, and by inserting after 
subparagraph (B) the following new subparagraph: 

"(C) to any organization ~hich is a qualified State 
or local political organization,"." 

(b) QUALIFIED STATE OR LOCAL POLITICAL 0RGANIZATION.­
Stibsection (e) of section 527 of the Internal Revenue Code of 1986 
(relating to other definitions) is amended by adding at the end 
the following new paragraph: · · 

"(5) QUALIFIED STATE OR LOCAL POLITICAL ORGANIZATION.­
"(A) IN GENERAL.-The term 'qualified State or local 

political organization' means a political organization-
"(i) ·all .the exempt. functions of which are solely 

for the purposes of influencing or attempting to influ­
ence the sele~tion, nomination, election, or appointment 
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of any _individual .to. any State or local public office . 
or office in a State or local political organization, 

"(ii) which is subject to State law. that requires 
the organization to report (and it so reports)-

"(!) information. · regarding each separate 
expenditure from and contribution to such 
organization, and 

"(II) information regarding the person· who 
makes such contribution or receives such expendi- · 
ture, 

which would otherwise be required to be reported 
underthis section, and . 

"(iii) with . respect to which the ·reports referred 
to in clause (ii) are (I) made public by the agency 
with which such reports are filed, and (II) made pub­
licly available for inspection by the organization in 
the manner described in section .6104(d). 
"(B) CERTAIN STATE LAW DIFFERENCES DISREGARDED.­

An organization shall not be treated as failing to meet 
the requirements of subparagraph (A)(ii) solely by reason 
of 1 or more of the following: 

"(i) The minimum amount of any expenditure or 
contribution required to be reported under State law 
is not more than $300 greater than the minimum 
amount required to be reported under subsection (j). 

"(ii) The State law does not require the organiza-
tion to identify 1 or more of the following: . . 

· "(I) The employer of any person who makes 
contributions to the organization. 

"(II) The occupation of any person who makes 
contributions to the organization. .. . 

"(III) The employer of any person who receives 
expenditures from the organization. 

"(IV) The occupation of any person . who 
receives expenditures from the organization. 

"(V) The purpose of any expenditure of the 
organization. 

"(VI) The date any contribution was made to 
the organization. 

"(VII) . The date of any expenditure of the 
organization. 

"(C) DE MINIMIS ERRORS.-An organization shall not 
fail to be treated as a qualified State. or local political 
organization solely because such organization makes de 
minhnis errors in complying with the State reporting 

· requirements and . the public inspection requirements 
described in subparagraph (A) as long as the organization 
corrects such errors within ~ reasonable period after the 
organization becomes aware of such errors. 

"(D) PARTICIPATION OF. FEDERAL CANDIDATE OR OFFICE 
HOLDER.-,-The term 'qualified State or local political 
organization' shall not. include any organization otherwise 
described in subparagraph (A) ifa candidate for nomination 
or election to Federal elective public office or an individual 
who holds such office- · · · 

"(i) controls. or materially participates in the direc­
tion of the organization, 
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"(B) whieh is a caucus· or association· of State or local 
c:>fficials, · · · · · · . 
· "(C) which is an authorized committee (as defined in 
section 301(6) of the' Fed~ral Election Campaign Act of 
1971) of a candid11te for Fedenll office, . . . . . . . 

· "(D) which is a national committee .(as defined in sec~ 
tion 301(14) of the Federal Election Campaign Act of 1971) 
of a political party, · . ..... .·· .··· . . ... , . ·. 

. "(E}whichis a United States Hoµse of Representatives·. 
or United States Senate c11mpaign committee of a political 
party committee, · .. ··. ··· ·. . . ·· ... . . · . 

~'(F) which is required ·to ·report under the Federal 
· Election Campaign Act of 1971 as a. political comnijttee 

(as defined in section 301(4) of such Act), or 
· . - '"(G) to which section 527 applies for the taxable year 

· solely by reascm ofsl,lbsection (f){l) of sµch section. . · 
' ' "(4) DISQRETIONMY EXCEPTION."."""""TheSecretary may relieve 
any organizatfon required · under paragraph . (2) .· to file an 
informatibn return from filing such a return if the Secretary · 
determines that 'such filing is not necessary to the efficient 

. administration of.the internalrevenu.e laws.": . ,' . '' •' . ' 
.·· (d) EFFECTIVE DATE.--,The 11mendments made by this section 

shall take effect as if includeci in the amendments made by Public 
Law 106~230. · · 
SEC. 4. NOTIFICATION OF INTERACTION OF' REPORTING REQUIRE-

MENTS. 

. (a) IN GENERAL . .;.;_ The Secretary of the Treasury, in consultation .. 
with the Federal Election Commission; shall publicize~ . . . .. ·· 

(1) the effect of the amendments made by this Act; and 
.. (2) the interaction of requirements to file a µotification 

or report und~r sectiOn 527 of the Internal Revenue Code 
of 1986 and :reports under the Federal Election Campaign Act 
ofl971. · .·· .. .·· . . · · . . · 

·. . (b) INFORMATION.~lnformation provided under subsectfon (a) 
· .. s}iall be included in any appropriate forin, instruction, notice, or 

·. othergtiidance issued to the public bythe Secretary· of the Treasury 
··. or the Federal Election Commission regarding reporting. require~ 

ments of politicalorganizations (as defined in section 527 of the, 
Internal Revenue Code of 1986) or reporting requirements under . 

· · the Federal Election Campaign Act of 1971. · 
'SEC; 5. WAIVER OF FILING AMOUNTS. '. 

(a). WA1VEROF. FILING AMouN'Ts.~S~'ctfon 527 of tlle ·Internal 
· Revenue .Code of 19~.6 is amen.:ded by adding at the end, the fol-

lowi~&) AUTHOR~TY To w AiyE.-;he Secretary . may waive •,all, or 
any portion of the-:- . . . . · . .. · . : 

· "(1) t;;ix assessed on an organization by reason ofthe failure 
of the organization to comply with the requirements of sub-
section (i), or · · · . · . 

· "(2) amount imposed under subsection (j) for a failure to 
comply with the requirements thereof, . · · · ·· · . 

. on a showing that such failure was due to reasonable cause and . 
not due to willfol neglect.". · .. ··. · ··• · · . . · · .· 

(b) EF!"ECTiYE. DATE.-Tlie. amendment made by subsection (a) 
. shall apply to any .tEµC assessed or amount imposed after June 
. 30, 2000._ ' ' 
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SEC. 6. MODIFICATIONS TO SECTION 527 ORGANIZATION DISCLOSURE 
PROVISIONS. 

. . . {a) UNSEGREGATED FUNDS NOT To AVOID TAX . .,-'-Paragraph (4) 
of section 527(i) of the Internal Revenue Code of 1986 (relating 
to failure to notify) is amended by adding at the end the following 
new sentence: "For purposes ·of the preceding sentence, the term 
'exempt function income' means any amount.described in a subpara­
graph of subsection (c)(3), whethel'.. or not segregated for use for 
an exempt function.". 

(b) PROCEDURES FOR ASSESSMENT· AND COLLECTION OF 
AMOUNTS.-Paragraph (1) of section 527(j) of the Internal Revenue 
Code of 1986 (relating to required disclosure of expenditures and 
contributions) is amended by adding at the end the following new 
sentence: "For purposes of subtitle F, the amcmnt imposed by this 
paragraph shall. be assessed and collected in the same manner 
as penalties imposed by section 6652(c).". 

(c) .DUPLICATE WRITTEN FILINGS NOT REQUIRED.-Subpara­
graph (A) of section ·. 527(i)(l) of· the Internal Revepue Code of 
1986 is amended by striking ", electronically and in writing," and 
inserting "electronically". · . · · · . . . 

(d) APPLICATION OF FRAUD PENALTY.--,-Section 7207 of the. 
Internal Revenue . Code of 1986 (relating to fraudulent returns, 
statements, and other documents) is amended by striking "pursuant 
to subsection (b) of section 6047 or pursuant to subsection (d) 
of.section 6104" and inserting "pursuant to section 6047(b), section. 
6104(d), or subsection (i) or (j) of section 527". 

(e) CONTENTS AND FILING OF REPORT.-
(1) CONTENTS.-Section 527(j)(3) of the Internal Revenue 

Code of 1986 (relating to contents of report) is amended­
(A) by inserting ."' date, and purpose" after "The 

amount" in subparagraph (A), and 
(B) by inserting. "and date" after "the amount" in 

subparagraph (B). 
(2) ELECTRONIC FILING.-Section 527(j) of such Code is 

amended by adding at the end the following new paragraph: 
"(7) ELECTRONIC FILING.-Any report required under para-· 

. graph . (2} with respect to any calendar year shall be filed 
in electronic form if the organization has, or has reason to 
expect to have, contributions exceeding $50,000 or expenditures 
exceeding $50,000 in such calendar year.", 

(3) ELECTRONIC FILING AND ACCESS OF REQUIRED DISCLO­
SURES.-Section 527 of such Code, as amended by section 5(a), 
is amended by redesignating subsection (k) as subsection (1) 
and by inserting after subsection (j) the following new sub­
section: 
"(k) PUBLIC AVAILABILITY OF NOTICES AND REPORTS.-

"(l) IN GENERAL.-The Secretary shall make any notice 
described in subsection (i)(l) or report described in subsection 
(j)(7) available for public inspection on the Internet not later 
than 48 hours after such notice or report has been filed (in 
addition to such public availability as may be made under 
section 6104(d)(7)); . 

"(2)ACCESS.-TheSecretary shall make the entire database 
of notices an.d reports which are made available to the public 
under paragraph (1) searchable by the following items (to the 
t;ixtent the items are required to be included in the notices 
and reports):· · · 
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"(A) Names, States, zip codes, custodians of records, 
directors, and general purposes ()f the organizations. 

"(B) Entities related to the organizations. 
"(C) Contributors to the organizations. 
"(D) Employers of such contributors. 
"{E) Recipients of expenditures by the organizations. 
"(F) Ranges of contributions and expenditures. 
''(G) Time periods of the notices and reports. 

Suchdatabase shall be downloadable.". 
(f} CONTENTS OF NOTicE.-$ection 527(i)(3) of the Internal Rev­

em.ie Code of 1986 (relating to contents of ·notice) is amended 
by striking "and" at the end of subparagraph (D), by redesignating 
subparagraph (E) as subparagraph (F), and by inserting after 
subparagraph (D) the following new subparagraph: 

"(E) whether the organization intends to claim an 
exemption from the requirements of subsection G) or section 
6033, and". · 

(g) TIMING OF NOTICE IN CASE OF MATERIAL CHANGE.-
(1) IN GENERAL.-Subparagraph (B) of section 527(i)(l) of 

the Internal Revenue Code of 1986 (relating to general notifica­
tion requirement) is amended by inserting "or, in the case 
of any material change in the information required under para­
graph (3), for the period beginning on the date on which the 
material change occurs and ending on the date on which such 
notice is given" after "given". . . · . 

(2) TIME TO GIVE NOTICE.-Section 527(i)(2) ofthe Internal 
Revenue Code of 1986 (relating to time to give notice) is · 
amended by inserting "or, in the case of any material change 
in the information required unqer paragraph (3), not later 
than 30 days after sµch material change" after "established". 

(3) EFFECT OF FAILURE.,:-,-Paragraph (4) of section 527(i) 
of the Internal Revenue Code . of 1986 . (relating to effect of 
failure) is amended by inserting before the period at the end 
the following: "or, in the case of a failure relating to a material 
change, by taking into account such income and deductions 
only during the period beginning on the date on which the 
material change occurs and ending on the date on which notice 
is given under this subsection", 

. (h) EFFECTIVE DATES.- . 
(1) SUBSECTIONS (a) AND (b).-The amendments made by 

subsections (a) and . (b) shall apply to failures occurring on 
or after the date of the enactment of this Act. · 

(2) SUBSECTION (c).-The amendments made by subsection 
(c) shall take effect as if included in the amendments made 
by Public Law 106-230. 

(3) SUBSECTION (d).-The amendment made by subsection 
(d) shall apply to reports and notices required to be filed on 
or after the date of the enactment of this Act. 

(4) SUBSECTIONS (e)(l). AND (f),~The amendments made 
by subsections (e)(l) and (f) shall apply to reports and notices 
required to be filed more than 30 days after the date of the 
enactment of this Act. 

(5) SUBSECTIONS (e)(2) AND (e)(a).-The amendments made 
by subsections (e)(2) and (e}(3) shall apply to reports required 
to be filed on or after June 30, 2003 .. 

(6) SUBSECTION {g).-
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(A) IN GENERAL.-The amendments made by subsection 
(g) shall apply to material changes on or after the date 
of the enactment of this Act 

(B) TRANSITIONRULE.--';'-ln the case of a material change 
occurring during the 30-day period beginning on the date 
of the enactment of this Act, a notice under section 527(i) 
of the Internal Revenue Code of . 1986 . (as amended by 
this Act) shall not .be required to be filed under such 
section before. the later of- · 

(i) 30 days after the d_ate of such material change, 
or 

(ii) 45 days after the date of the enactment of 
this Act. 

SEC. 7. EFFECT OF AMENDMENTS ON EXISTING DISCLOSURES. 

Notices, reports, or returns that were required to be filed with 
the Secretary of the Treasury before the date of the enactment 
of the amendments . made by this Act ·and that were disclosed 
by the Secretary of the Treasury consistent with the law in effect 
at the time of disclosure shall remain subject on and after such 
date to the disclosure provisions of section 6104 of the Internal 
Revenue Code of 1986. 

Speaker of the House of Representatives. 

Vice President ofthe United States and 
President of the Senate. 



EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON; D.C. 20503 

October 29, 2002 
THE DIRECTOR 

MEMORANDUM FOR TI-IE PRESIDENT 

SUBJECT: Enrolled Bill R.R. 5596 - Modified Disclosure Requirements for Political . 
Organizations . . . 

Sponsors~ Rep. Brady(R)Texasancl 5 cosponsors 

Last Day for Action .· 

November '4, 2002 - Mpnday 

Purpose 

Amends and exempts State and local political organizations from certain Internal .. · 
Revenue Code requirements applicable to political organizations: 

Agency Recommendations 

Office of Management and Budget · 

.·.·Department of the Treasury·. 
Department of Labor 
Department of the Justice ·· 

Discussion ·· 

Approval 

Approval 
No objection (Informally} 
No comment (Informally) 

~, ~1 ••. 

.· Section 527 of the Internal Revenue Code provide~ a limited tax-exempt status to 
"political' organizations,'' defined as a party, committee, association, fund, or other entity 
organized and operated primarily for the purpose of directly or indirectly accepting contributions .· 
or making expenditures for an "exempt function." Exempt functions include influencing or 

·. attempting to influence the selection, nomination, election, or appointment of i;my individual to 
·any Federal, State, or local public office or political organization office, or the election of· · 
Presidential or Vice-Presidential electors; Section 527 organizations are generally exempt from 
taxation on their "exempt function income," i.e.; contributions, membership dues, proceeds from 

. political fundraising, and.other income related to the exempt functions . 
. , . . .· ;. ·:. .. •'. 

Majorprovisioris of the enrolled bill are described below. Other provisions of the 
. enrolled bill are described in an Attachment. · 

. .. · ·_; .. 



.. 

. Exemptions for State and Local Organizations . 

Initial Notice of Status Exemptions. ·To be treated as a section 527 organization, an 
organization is required, no later than 24 hours after the date on which it is. established, to file 
with Treasury, electronically and in writing, an initial notice of status stating the purpose of the 
organization. The enrolled bill would· exempt from the notice of status filing requirements any · 
political or~anization that is a political committee of a State or local candidate, or a State or local 

··.•·committee of a political party. This provision would take effect as if it were included in 
P.L.106-230, enacted oh July 1, 2000, which established requirements for section 527 
organizations to disclose their political activiti~s. The Treasury Department notes that 
P.L. 106-230 includes an exemption for certain Federal-level political organizations, and that the . 
failure to exempt State and local political organizations "created considerable confusion." . 

. . . . 

Disclosure of Expenditures and Contributions. Current law requires political 
organization~ receiving contributions.or making expenditures for art exempt function during any. 
calendar year to· file with the Secretary certain reports including: ( 1) the amount of each 

·. expenditure made to a person if the aggregate amount of expenditures to that person during the ·. 
calendar year equals or exceeds $500, and the name and address of the person; and (2) the name. 
and address of all contributors who contributed an aggregate amount of $200 or more to the 
organization during the calendar year and the amount of the contributions. · 

The enrolled bill would exempfany organization which is a "qualified State or local 
political organization" from the contribution and expenditure reporting requirements. The 
enrolled bill would define the term "qualified State or local political organization" as a politfoal 

· organization: (1) all of the exempt functions of which are solely for the purposes of influencing 
or attempting to influence the selection, nomination, election, or appointment of individuals to 
State or local public office or office in a State or a local political organization; (2) which is 
·subject to State law that requires the organization to file a report that includes information . 
regarding each separate expenditure from and contribution to the organization and on the person 
who makes the contribution or receives.the expenditure; and(3) with respect to which the reports 
are made public by the State and available for inspection by the organization. · 

· ·Under the enrolled bill, an organization would not be considered a qualified State or local 
.. political organization if a candidate for nomination or election to Federal elective public office or 
· an individual who holds such office: (1) controls or materially participates in the direction of the 

organization; (2) solicits contributions to the organization; or (3) directs, in whole or in part, 
disbursements by the organization. ·· · 

. Amendments to Tax Return andDisclos~e Requirements 

Income Tax Return Requirements. .Current law requires political organizations which 
. have: (l) political organization taxable income for a taxable year; or (2) gross receipts of 

$25,000 or m:ore for the taxable year to file an income tax return. The erirolled bill would 
.·· eliminatethe second of these requirements. It would also eliminate a requirement thatthe 

Secretary of the Treasury and the political organiz~tions make thes~ income tax returns public. 
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Annual Information Return Requirements. Current law provides thatpolitical 
organizations that are required to file an income tax return must also file an annual information 
return stating specifically the items of gross income, receipts, and disbursements. The enrolled 
bill would require: (1) only political organizations with annual gross receipts of$25,000 or 
more; and (2) qualified State or local political organizations with annual gross receipts of 
$100,000 or more to file an annual information return. Organizations exempted from this annual 
return filing requirement would include: ( 1) State and local committees of political parties and 
political committees of State and local candidates; (2) caucuses and associations of State or local 
officials; (3) authorized committees of candidates for Federal office under the Federal Election 
Campaign Act; (4) U.S. House and U.S. Senate campaign committees of political party 
committees;and(5) certain tax-exempt organizations. The enrolled bill would allow Treasury to 

·relieve any organization from the annual information return requirements on a determination by 
Treasury that the filing is unnecessary for the efficient administration of the tax laws. These 
provisions of the enrolled bill would take effect as if they were included in Public Law 106-230. 

Disclosure of Expenditures and Contributions. The enrolled bill would require that 
reports on contributions and expenditures include the date and purpose (in addition to the 
amount) of each expenditure of $500 or more al1d the date of each contribution of $200 or more 
during a calendar year. 

Required reports with respect to any calendar year on expenditures and co~tributions 
would have to be filed electronically by orgapizations that have, or have reason to expect to have, 
contributions exceeding $50,000 or expenditures exceeding $50,000 in that calendar year. 
Penalties imposed for failure to report would be assessed and collected in the same manner as 
penalties imposed under current law for failure by exempt organizations to file certain 
information returns. 

·Database 

The enrolled bill would require Treasury to make electronically filed notices of status and 
reports on expenditures and contributions available to the public on the Internet not later than 48 
hours after they have been filed. ·Treasury would be required to make the entire database of 
notices and reports searchable by: (1) names, States, zip codes, custodians ofrecords, directors, 
and general purposes of the organization; (2) entities related to the organizations; (3) contributors 
to the organizations; ( 4) employers of such organizations; (5) recipients of expenditures of the 
organizations; ( 6) ranges of contributors and expenditures; and (7) time periods of the notices 
and reports .. This database would have to be downloadable. This provision would apply to 
reports required to be filed on or after June 30, 2003. 
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Conclusion and Recommendations 

In its views letter, Treasury recommends approval of H.R, 5596, but notes that "it is 
unclear at this time whether the [Internal Revenue Service l will be able to meet all of the 
mandates imposed by the enrolled bill withinthe times prescribed, To do so will take a major 
effort, along with a redirection of scarce resources." 

We join the Treasury in recommending approval ofH.R. 5596, which passed both the 
House and the Senate by unanimous consent. 

Enclosures 

Mitchell E. Daniels, Jr. 
Director 
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. Attachment 

Other Provisions ofH.R. 5596 

Initial Notice of Status. Current law provides that if an organization fails to meet the .. 
notice of status filing requirements, its taxable income is computed by taking into. account what 

· would otherwise be exempt functio~'income. The enrolled bill·would specify that exempt· 
function income does not have to be segregated to be taken into account for this purpose. This . 
provision would apply to failures occurring on or after the date of enactment of the enrolled bill. 

.· . . . '. . 

The enrolled bill ~ould eliminate the requirement thatthe notice of status be. filed i~ 
writing. The requirement for filing electronically would remain in effect. 

· ·· Material Changes to Information in Notice of Status. The enrolled bill would require an 
·organization filing a notice of status to file a new notice whenever there i's ainaterial change to 
information provided in the notice. The new notice would have to be filed no later than 30 days 

· :after the material change. An organization failing to file a new notice would no longer be treated. 
asa section 527 organization and its exempt function income would be taken into accoU11t in 
determining taxable income from the date of the material change until a new notice is filed. This . . 
provision would be effective. for material changes that occur on or after the date of enactment of 

. the enrolled bill. However, if a material ~hange occurs during the 30-day period beginning on 
the date of enactment, a new notice would not be requfred to be filed before the later of: 
(l) 30 days after the date of the inater.ial change; or'(2) 45 days after the date of enactment. . 

. Notification of Interaction of Reporting Reguiremerits; The enrolled bill 'would require ·. 
Treasury, in consultation with. the Federal Election Commission, to publicize the. effects of the 

·. provisions of the enrolled bill and the interaction of the requirements to file a notification or 
report under section 527 and reports under the Federal Eleetion Campaign Act. · .. 

. . 

. .• . . ApplicatioriofFraudPenalty~·The enrolled bill would provide that any entity required,·· 
. pursuantto section 527, to furnish any inforin~tion.to theSecretary (or any other person) ·who 

willfully furnishes information that he or she knows to be fraudulent or false as to any material 
.• matter would be subject to·a fine of not more than $10,000 (or $50,000 in the case of a · 
. corporation} or imprisonment of not more than one year or both. 

Waiver of Tax and Penalties; Ih.e enrolled bill would authorize Treasury to waive any 
tax assessed after June 30, 2000, on lill organization for failure to comply with the notification 
requirements on a showing that the failure was due to a reasonable cause and not willful neglect. 
Also, the enrolled bill would al!thorize Treasury to waive any penalties imposed after June 30, 
2000, for failure to disclose contributions and expenditures on a showing that the failure was due · 
to areasonable cause and not willfol neglect. · · 



Effect of Amendments on Existing Disclosures. Notices, reports, or returns that were 
required to be filed with Treasury before the date of enactment ofthe enrolled bill and that were 
disclosed by Treasury consistent with the law in effect at the times of disclosure would remain 
public, even if the retroactive effective dates of certain parts of the enrolled bill mean that a 
notice or report was not required to have been filed. 
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EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D.C. 20503 

October 29, 2002 
THE DIRECTOR 

MEMORANDUM FOR THE PRESIDENT 

SUBJECT: Enrolled Bill H.R. 5596 ~ Modified Disclosure Requirements for Political 
Organizations 

Sponsors - Rep. Brady (R) Texas and 5 cosponsors 

Last Day for Action 

November 4, 2002 - Monday 

Purpose 

Amends and exempts State and local political organizations from certain Internal 
Revenue Code requirements applicable to political organizations. 

Agency Recommendations 

Office 0f Management and Budget 

Department of the Treasury 
Department of Labor 
Department of the Justice 

Discussion 

Approval 

·Approval 
No objection (Informally) 
No comment (Informally) 

Section 527 of the Internal Revenue Code provides a limited tax-exempt status to 
"political organizations," defined as a party, committee, association, fund, or other entity 
organized and operated primarily for the purpose of directly or indirectly accepting contributions 
or making expenditures for an "exempt function." Exempt functions include influencing or 
attempting to influence the selection, nomination, election, or appointment of any individual to 
any Federal, State, or local public office or political organization office, or the election of 
Presidential or Vice~Presidential electors. Section 527 organizations are generally exempt from 
taxation on their "exempt function income," i.e., contributions, membership dues, proceeds from 
political fundraising, and other income related to the exempt functions. 

Major provisions of the enrolled bill are described below. Other provisions of the 
enrolled bill are described in an Attachment. 



Exemptions for State and Local Organizations 

Initial Notice of Status Exemptions. To be treated as a section 527 organization, an 
organization is required, no later than 24 hours after the date on which it is established, to file 
with Treasury, electronically and in writing, an initial notice of status stating the purpose of the 
organization. The enrolled bill would exempt from the notice of status filing requirements any 
political· organization that is a political committee of a State or .local candidate, or a State or local 
committee of a political party. This provision would take effect as if it were included in 
P.L.106-230, enacted on July 1, 2000, which established requirements for section 527 
organizations to disclose their political activities. The Treasury Department notes that 
P .L. 106-230 includes an exemption for certain Federal-level political organizations, and that the 
failure to exempt State and local political organizations "created considerable confusion." 

Disclosure of Expenditures and Contributions. Current law requires political 
organizations receiving contributions or making expenditures for an exempt function during any 
calendar year to file with the Secretary certain reports including: ( 1) the amount of each 
expenditure made to a person if the aggregate amount of expenditures to that person during the 
calendar year equals or exceeds $500, and the name and address of the person; and (2) the name 
and address of all contributors who contributed an aggregate amount of $200 or more to the 
organization during the calendar year and the amount of the contributions. 

The enrolled bill would exempt any brganizatioh which is a "qualified State or local 
political· organization" from the contribution and expenditure reporting requirements. The 
enrolled bill would define the term "qualified State or local political organization" as a political 
organization: (1) all of the exempt functions of which are solely for the purposes of influencing 
or attempting to influence the selection, nomination, election, or appointment of individuals to 
State or local public office or office in a State or a local political organization; (2) which is 
subject to State law that requires the organization to file a report that includes information 
regarding each separate expenditure from and contribution to the organization and on the person 
who makes the contribution or receives the expenditure; and (3) with respect to which the reports 
are made public by the State and available for inspection by the organization. 

Under the enrolled bill, an organization would not be considered a qualified State or local 
political organization if a candidate for nomination or election to Federal elective public office or 
an individual who holds such office: (1) controls or materially participates in the direction of the 
organization; (2) solicits contributions to the organization; or (3) directs, in whole or in part, 
disbursements by the organization. 

Amendments to Tax Return and Disclosure Requirements 

Income Tax Return Requirements. Current law requires political organizations which 
have: (1) political organization taxable income for a taxable year; or (2) gross receipts of 
$25,000 or more for the taxable year to file an income tax return. The enrolled bill would 
eliminate the second of these requirements. It would also eliminate a requirement that the 
Secretary of the Treasury and the political organizations make these income tax returns public. 
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Annual Infomiation Return Requirements. Current law provides that political 
organizations that are required to file an income tax return must also file an annual information 
return stating specifically the items of gross income, receipts, and disbursements. The enrolled 
bill would require: ( 1) only political organizations, with annual gross receipts of $25 ,000 or 
more; and (2) qualified State or local political organizations with annual gross receipts of 

· $100,000 or more to file.an annual information return. Organizations exempted fromthis annual 
return filing requirement would include: { 1) State and local committees· of political parties and 
political committees of State and local candidates; (2) caucuses and associations of State or local 
officials; (3) authorized committees of candidates for Federal office under the Federal Election 
Campaign Act; (4) U.S. House and U.S. Senate campaign committees of political party 
committees; and (5) certain tax-exempt organizations. The enrolled bill would allow Treasury to 

·relieve any organization from the annual information return requirements on a determination-by 
Treasury that the filing is unnecessary for the efficient administration of the tax laws. These 
provisions of the enrolled bill would take effect as if they were included in Public Law 106-230. 

Disclosure of Expenditures and Contributions. The enrolled bill would require that 
reports on contributions and expenditures include the date and purpose (in addition to the 
amount) of each expenditure of $500 or more and the date of each contribution of $200 or more 
during a calendar year. 

Required reports with respect to any calendar year on expenditures and contributions 
would have to be filed electronically by organizations that have, or have reason to expect to have, 
contributions exceeding $50,000 or expenditures exceeding $50,000 in that calendar year. 
Penalties- imposed for failure to report would be assessed and collected in the same manner as 
penalties imposed under current law for failure by exempt organizations to file certain 
information returns. 

·Database 

The enrolled bill would require Treasury to make electronically filed notices of status and 
reports on expenditures and contributions available to. the public on the Internet not later than 48 
hours after they have been filed .. Treasury would be required to make the entire database of 
notices and reports searchable by: (1) names, States, zip codes, custodians ofrecords, directors, 
and general purposes of the organization; (2) entities related to the organizations; (3) contributors 
to the organizations; (4) employers of such organizations; {5) recipients of expenditures of the 

· organizations; ( 6) ranges of contributors and expenditures; and (7) time periods of the notices 
and reports. This database would have to be downloadable. This provision would apply to 
reports required to be filed on or after June 30, 2003. 
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Conclusion and Recommendations 

In its views letter, Treasury recommends approval of H.R. 5596, but notes that "it is 
unclear at this time whether the [Internal Revenue Service] will be able to meet all of the 
mandates imposed by the enrolled bill within the times prescribed. To do so will take a major 
effort, along with a redirection of scarce resources." 

We join the Treasury in recommending approval of H.R. 5596, which passed both the 
House and the Senate byunanimous consent. 

Enclosures 

ftA<E;;~-~ 
Mitchell E. Daniels, Jr. 
Director 
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Attachment 

Other Provisions of H.R. 5596 

Initial Notice of Status. Current lawprovidesthat if an organization fails to meet the 
notice of status filing requirements, its taxable income is computed by taking into account what 
would otherwise be exempt function income. The enrolled bill would specify that exempt 

. function income does not have to be segregated to be taken into account for this purpose. This 
·provision would apply to failures occurring on or after the date of enactment of the enrolled bill. 

The enrolled bill would eliminate the requirement that the notice of status be filed in 
writing. The requirement for filing electronically would remain in effect. 

Material Changes to Information in Notice of Status. The enrolled bill would require an 
organization filing a notice of status to file a new notice whenever there. is a material change to 
information provided in the notice. -The new notice would have to be filed no later than 30 days 
after the material change. An organization failing to file a new notice would no longer be treated 
as a section 527 organization and its exempt function income would be taken into account in 
determining taxable income from the date of the material change until a new notice is filed. This 
provision would be effective for material changes that occur on or after the date of enactment of 
the enrolled bill. However, if a material change occurs during the 30-day period beginning on 
the date of enaCtment, a new notice would not be required to be filed before the later of: 
(1)30 days after the date of the material change; or (2) 45 days afterthe date of enactment. 

Notification of Interaction of Reporting Requirements. The enrolled bill would require 
Trea~ury, in consultation with the Federal Election Commission, to publicize the effects of the 
provisions of the enrolled bill and the interaction of the requirements to file a notification or 
report under section 527 and reports under the Federal Election Campaign Act. 

Application of Fraud Penalty. The enrolled bill would provide that any entity required, 
pursuant to section 527, to furnish any information to the Secretary (or any other person) who 
willfully furnishes information that he or she knows to be fraudulent or false as to any material 
matter would be subject to a fine of not more than $10,000 (or $50,000 in the case of a 
corporation) or imprisonment of not more than one year or both. 

Waiver of Tax and Penalties. The enrolled bill would authorize Treasury to waive any 
tax assessed after June 30, 2000, on an organization for failure to comply with the notification 
requirements on a showing that the failure was due to a reasonable cause and not willful neglect. 
Also, the enrolled bill would authorize Treasury to waive any penalties imposed after June JO, 
2000, for failure to disclose contributions and expenditures on a showing that the failure was due 
to a reasonable cause and not willful neglect. 



----------

Effect of Amendments on Existing Disclosures. Notices, reports, or returns that were 
required to be filed with Treasury before the date of enactment of the enrolled bill and that were 
disclosed by Treasury consistent with the law in effect at the times of disclosure would remain 
public, even if the retroactive effective dates of certain parts of the enrolled bill mean that a 
notice or report was not required to have been filed. 

( 
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WASHINGTON; D.C. 20503 

October 29, 2002 
THE DIRECTOR 

MEMORANDUM FOR THE PRESIDENT 

SUBJECT: Enrolled Bill H.R. 5596 - Modified Disclosure Requirements for Political 
· Organizations · "" 

Sponsors - Rep. Brady (R)Texas and 5 cosponsors 

Last Day for Action 

November 4, 2002 - Monday 

Purpose 

Amends and exempts State and local political organizations from certain Internal 
. Revenue Code requirements applicable to political organizations. 

·Agency Recommendations 

Office of Management and Budget 

Department of the Treasury 
Department of Labor 
Department of the Justice 

Discussion 

Approval 

Approval 
.No·objection.(Informally) 
No comment (Informally) 

Section 527 of the Internal Revenue Code provides a limited tax-exempt status to 
"political organizations," defined as a party, committee, association, fund, or other entity 
organized and operated primarily for the purpose of directly or indirectly accepting contributions 
or making expenditures for an "exempt function." ·Exempt functions include influencing or 
attempting to influence the selection, nomination, election, or appointment of any individual to 
any Federal, State, or local public office or political organization office, or the election of 
Presidential or Vice-Presidential electors. Section 527 organizations are generally·exempt from 
taxation on their "exempt function income," i.e., contributions, membership dues, proceeds from 
political fundraising, and other income related to the exempt functions. 

Major provisions of the enrolled bill are described below. Other provisions of the 
enrolled bill are described in an Attachment. · 



Exemptions for State and Local Organizations 

Initial Notice of Status Exemptions. To be treated as a section 527 organization, an 
organization is required, no later.than 24 hours after the date on which it is established, to file 
with Treasury, electronically and in writing, an initial notice of status stating the purpose of the 
organization. The enrolled bill would exempt from the notice of status filing requirements any 
political organization that is a political committee of a State or local candidate, or a State or local 
committee of a political party. This provision would take effect as if it were included in 
P.L. 106-230, enacted on July 1, 2000, which established requirements for section 527 
organizations to disclose their political activities. The Treasury Department notes that 
P.L. 106-230 includes an exemption for certain Federal-level political organizations, and that the 
failure to exempt State and local political organizations "created considerable confusion." 

Disclosure of Expenditures and Contributions. Current law requires political. 
organizations receiving contributions or making expenditures for an exempt function during any 

·· calendar year to file with the, Secretary certain reports including:. ( l) the amount of each . 
expenditure made to a person if the aggregate amount of expenditures to that person during the 
calendar year equals or exceeds $500, and the name and address of the person; and (2) the name 
and address .of all contributors who contributed an aggregate amount of $200 or more to the 
organization during the calendar year and the. amount of the contributions. 

The enrolled bill would exempt any organization which is a "qualified State or local 
political organization" from the contribution and expenditure reporting requirements. The 
enrolled bill would define the term "qualified State or local political organization" as a political 
organization: (1) all of the exempt functions of which are solely for the purposes of influencing 
or attempting to influence the selection, nomination, election, or appointment of individuals to 
State or local public office or office in a State or a local political organization; (2) which is 
subject to State law that requires the organization to file a report that includes information 
regarding each separate expenditure from and contribution to the organization and on the person 
who makes the contribution or' receives the expenditure; and (3) with respect to which the reports 
are made public by the State and available for inspection by the organization. 

Under the enrolled bill, an organization would not be considered a qualified State or local 
political organization if a candidate for nomination or election to Federal elective public office or 
an individual who holds such office: (1) controls or materially participates in the direction of the 
organization; (2) solicits contributions to the organization; or (3) directs, in whole or in part, 
disbursements by the organization. 

Amendments to Tax Return and Disclosure Requirements 

Income Tax Return Requirements. ·Current law requires political organizations which 
, have: (1) political organization taxable income for a taxable year; or (2) gross receipts of 

$25,000 or more for the taxable year to file an income tax return. The enrolled bill would 
eliminate the second of these requiremertts .. It would also eliminate a requirement that the 
Secretary of the Treas~ry and the political organizations make these income tax returns public. 

-2-



Annual Information Return Requirements. Current law provides that political 
organizations that are required to file an income tax return must also file an annual information 
return stating specifically the items of gross income, receipts, and disbursements. The enrolled. 
bill would require: (1) only political organizations with annual gross receipts of $25,000 or 
more; and (2) qualified State or local political organizations with annual gross receipts of 
$100,000 or more to file an annual information return. Organizations exempted from this annual 
return filing requirement would include: (1) State and local committees of political parties and 
political committees of State and local candidates; {2) caucuses andassociations of State or local 

· officials; (3) authorized committees of candidates for Federal office under the Federal Election 
Campaign Act; (4)U.S. House and U.S. Senate campaign committees of political party 
committees; and (5) certain tax-exempt organizations. The enrolled bill would allow Treasury to 
relieve any organization from the annual information return requirements on a determination by 
Treasury that the filing is unnecessary for the efficient administration of the tax laws. These 

· provisions of the enrolled bill would take effect as if they were included in Public Law 106-230. 

Disclosure of Expenditures and Contributions. The enrolled bill would require that 
reports on contributions and expenditures include the date and purpose (in addition to the · 
amount) of each expenditure of $500 or more and the date of each contribution of $200 or more 
during a calendar year. 

Required reports with respect to any calendar year on expenditures and contributions 
would have to be filed electronically by organizations that have, or have reason to expect to have, . ' 
contributions exceeding $50,000 or expenditures exceeding $50,000 in that calendar year. 
Penalties imposed for failure to report would be assessed and collected in the same manner as 
penalties imposed under current law for failure by exempt organizations to file certain 
information returns. 

·Database 

The enrolled bill would require Treasury to make electronically filed notices. of status and 
reports on expenditures and contributions available to the public on the Internet not later than 48 
hours after they have been filed. Treasury would berequired to make the entire database of 
notices and reports searchable by: (1) names, States, zip codes, custodians ofrecords, directors, 
and general purposes ofthe organization; (2) entities related to the organizations; (3) contributors 
to the organizations; (4) employers of such organizations;{5) recipients of expenditures of the ( 
organizations; (6) ranges of contributors and,expenditures; and (7) time periods of the notices 
and reports. This database would have to be downloadable. This provision would apply to 
reports required to be filed on or after June 30, 2003. 
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Conclusion and Recommendations 

In its views letter, Treasury recommends approval of H.R. 5596, but notes that "it is 
' . ' 

unclear at this time whether the [Internal Revenue Service] will be able to meet all of the 
mandates imposed by the enrolled bill within the times prescribed. To do so will take a major 
effort, along with a redirection of scarce resources." 

We join the Treasury in recommending approval of H.R: 5596, which passed both the 
House and the Senate by unanimous consent. , 

Enclosures 

ft.A</;) .,.., -~ 
Mitchell E. Daniels, Jr. 
Director 
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Attachment 

. ·. . 

Other Provisions ofH.R. 5596. 

Initial Notice ofStatus. CurrentJaw provides thatif an organization fails to,meet the 
notice of status filing requirements, its taxable income is computed by taking into account what 
would otherwise be exempt function Income. The enrolled bill would specify that exempt · 

• function income does not have to be segregated to be taken irito ac.count for this purpose. This · . 
· provision would apply to failures occurring on or after the date of enactment of the enrolled bill. 

' . . .. . . . - .. • .; .. -· :· 

. . . The enrolled bill would eliminate the requirement that the notice of statusb~ filed in 
\Vfiting. The requirement for filing electronically would remain in effect. . · 

' .. ·: . . . ·. . - ': - . 

Material Changes to Information in Notice ·of Status. The enrolled bill would req~ire an 
organization filing.anotice of status to file a new notice whenever there is a material change to 
information provided in the notice .. The new notice would have to. be filed no later than 3 0 days 

·· . after the material· change.·.· An organization failing to file a new notice would rio longer be treated 
as a section 527 organization and its exempt function income woUld be taken into account in . 
determining taxable income from tlie date of the material change un~il a new .notice is filed. This 
provision would be effective for material changes that occur on or after the date of enactment of 
the enrolled bill. However, if a material change occurs diiI"ing the 30-day peri_od begi:rlning on 
the date of enactment, a new notice would not be required to be filed before the later of: · 
(1)30 days after the date of the material change; or (2) 45 days after the date of enactment. 

- : . - ·.· ·. . 

Notification of Interaction o.f Rep~rt1ng Req~irements. The erirolled bill would require 
·. Treasury, in consultation with the Federal Election Commission, to publicize the effects of the 
. provisions of the enrolled bill and the interaction of the requirements to.file a notification or· 
report under seCtion 527 and repmts iinder the Fe~eralElection Campaign Act. 

. ApplicationofFraucFPenalzy .. · Thb enrolled bill would provide that any entity'.requireq, 
pursuant to section 527, to furnish any information to the Secretary (or any other person) who 

.· ·. willfully furnishes information that he or she knqws to be fraudulent or false as to any material 
matter would be subject to a fine of not more than $10,000 (or $50,000 in the case of a· . 

. corporation) or imprisonment of not more 'than one year or both . 
. - . - -. ' - · .. : ......... : : ·. ' - . . .· . - ·--._ · .. 

Waiver of Tax and Penalties. The enrolled bill would authorize Treasury to waive _any 
tax.assessed after June 30, 2000, on an organization for failure to comply with the notification 
requirements on a shoWing that the failure was due to a reasonable cause and not Willful neglect. 

· · ·· Also, the e·nrolled bill would authorize Treasury to waive any penalties imposed after June 30, 
· ·. 2000, for faililre to disclose contributions artd expenditures on a showing that the failure. was due 

to a reasonable cause and hot willful neglect. 

\. 



.. 

/ 

. . . .. . . . . .· .. ·.· .·· . < .. ... . . . . . . 

. Effect of Amendments on ExistingDisclosures. Notices, reports, or returns that were 
·required to be filed with Treasury before th~date of enactment of the enrolled bill and:that were 
disclosed by Treasury consistent with the law in effect at the times· of disclosure would remain · 
public, even if the retroactive effectjve dates of certain parts of the enrolled bill mean that a 
notice or report was not required to have been filed~ 

;. j 
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SS/ RM NO. 521802 -------

WHITE HOUSE STAFFING MEMORANDUM 

Date: - 10-29-02, 11 :00 PM ACTION I CONCURRENCE I COMMENT DUI: BY: 10-30-02, 1 :00 PM 

ENROLLED BILL H.R. 5596, MODIFIED DISCLOSURE REQUIREMENTS FOR 
Subject: POLITICAL ORGANIZATIONS ~ 

ACTION FYI ACTION FYI 

VICE PRESIDENT ~ D HUBBARD D D 

CARD • i(' D - IRASTORZA D D 

BARTLETT ~ D JOHNSON D D 

BLAKEMAN D, D LINDSEY ~ D 

BOLTEN ~- D MARBURGER, D _D 

BRIDGELAND D D MIERS D D 

CALIO ~ D RICE D D 

CONNAUGHTON- D D RIDGE D D 

D ~ 
r 

Iii" D DANIELS ROVE 

FLEISCHER D 17 SPELLINGS ~ D 

GERSON D ~ CLERK D 

GONZALES_ lY' D D D 

HAGIN D D D D 

HAWKINS --~ D D D 

REMARKS: 
PLEASE SEND COMMENTS TO JIM JUKES, EXT. 53458, FAX 56148, NO LATER THAN 1 :00 PM 
WEDNESDAY, 10-30-02, WITH COPY TO STAFF SECRETARY. THANK YOU. 

RESPONSE: 

Harriet E. Miers 
Assistant to the President 

and Staff Secretary 
Ext. 62702 



EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND, BUDGET 

WASHINGTON, -0,C, 20503. 

October 29, 2002 
THE DIRECTOR 

MEMORANDUM FOR THE PRESIDENT 

SUBJECT: Enrolled Bill H.R. 5596 - Modified Disclosure Requirements for Political 
Organizations 1 

Sponsors - Rep. Brady (R) Texas and 5 cosponsors 

Last Day for Action 

November 4, 2002 - Monday 

Purpose 

Amends and exempts State and local political organizations from certain Internal 
Revenue Code requirements applicable to political organizations. 

Agency Recommendations 

Office·ofManagement and Budget 

Department of the Treasury 
Department of Labor 
Department of the Justice 

Discussion 

Approval 

Approval 
No objection (Informally) 
No comment (Informally0 

Section 527 of the Internal Revenue Code provides a limited tax-exempt status to 
"political organizations," defined as a party, committee, association, fund, or other entity 
organized and operated primarily for the purpose of directly pr indirectly accepting contributions 
or making expenditures for an "exempt function." Exempt functions include influencing or 
attempting to influence the selection, nomination, election, or appointment of any individual to 
any Federal, State, or local public office or political organization office, or the election of 
Presidential or Vice-Presidential electors. Section 527 organizations are generally exempt from 
taxation on their "exempt function income," i.e., contributions, membership dues, proceeds from 
political fundraising, and other income related to the exempt functions. 

Major provisions of the enrolled bill are described below. Other provisions of the 
enrolled bill are described in an Attachment. 



Exemptions for State and Local Organizations 

Initial Notice of Status Exemptions. To be treated as a section 527 organization, an 
organization is required, no later than 24 hours after the date on which it is established, to file 
:with Treasury, electronically and in writing, an initial notice of status stating the purpose of the 
organization. The enrolled bill would exempt from the notice of status filing requirements any 
political organization that is a political committee of a State or local candidate, or a State or local . . ~ ' . ' 

committee of a political party. This provision would take effect as if it were included in ·· ·· 
P.L. 106-230, enacted on July 1, 2000, which established requirements for section 527 
organizations to disclose their political activities. The Treasilry Department notes that 
P.L. 106-230 includes an exemption for certain Federal-level political organizations, and that the 
failure to exempt State and local political organizations "created eonsiderable confusion." 

Disclosure of Expenditures and Contributions. Current law requires political 
organizations receiving contributions or making expenditures for an exempt function during any 
calendar year to file with the Secretary certain reports including: (1) the amount of each 
expenditure made to a person if the aggregate amount of expenditures to that person during the 
calendar year equals or exceeds $500, and the name and address of the person; and (2) the name 
and address of all contributors who. contributed an aggregate amount of $200 or more to the 
organization during the calendar year and the amount of the contributions. 

The enrolled bill would exempt any organization which is a "qualified State or local 
political organization" from the contribution and expenditure reporting requirements. The 
enrolled bill would define the term "qualified State or local political organization" as a political 
organization: (1) all of the exempt functions of which are solely for the purposes of influencing 
or attempting to influence the selection, nomination, election, or appointment of individuals. to 
State or local public office or office in a State or a local political organization; (2) which is 
subject to State law that requires the organization to file a report that includes information 
regarding each separate expenditure from and contributio.n to the organization and on the person 
who makes the contribution or receives the expenditure; and (3) with respect to which the reports 
are made public by the State and available for inspection by the organization. 

Under the enrolled bill, an organization would not be considered a qualified State or local 
political organization if a candidate for nomination or election to Federal elective public office or 
an individual who holds such office: (1) controls or materially participates in the direction of the 
organization; (2) solicits contributions to the organization; or (3) directs, in whole or in part, 
disbursements by the organization. 

Amendments to Tax Return and Disclosure Requirements 

Income Tax Return Requirements. Current law requires political organizations which 
have: (1) political organization taxable income for a taxable year; or (2) gross receipts of . 
$25,000 or more for the taxable year to file an income tax return. The enrolled bill would 
eliminate the second of these requirements. It would also eliminate a requirement that the 
Secretary of the Treasury and the political organizations make these income tax returns public. 
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Annual Information Return Requirements. Current law provides that political 
organizations that are required to file an income tax return must also file an annual information 
return stating specificaUy the !terns of gross income, receipts, and disbursements. The enrolled 
bill would require: (1) only political organizations with annual gross receipts of $25,000 or 
more; and (2) qualified State or local political organizations with annual gross receipts of 
$100,000 or more to file an annual information return. Organizations exempted from this annual 
return filing requirement would include: ( 1) State and local committees of political parties and 
political committees of State and local candidates; (2) caucuses and associations of State or local · 
officials; (3) authorized committees of candidates for Federal office under the Federal Election 
Campaign Act; (4) U.S. House and U.S. Senate campaign committees of political party 
committees; and (5} certain tax-e:xempt organizations. The enrolled bill would allow Treasury to 
relieve any organization from the annual information return requirements on a determination by 
Treasury that the filing is unnecessary for the efficient administration of the tax laws. These 
provisions of the enrolled bill would take effect as if they were included in Public Law 106-230. 

Disclosure of Expenditures and Contributions .. The enrolled bill would require that 
reports on contributions and expenditures include the date and pumose (in addition to the 
amount) of each expenditure of $500 or more· and the date. of each contribution of $200 or more 
during a calendar year. 

' Required reports with respect to any calendar year on expenditures and contributions 
would have to be filed electronically by organizations that have, or have reason to expect to have, 
contributions exceeding $50,000 or expenditures exceeding $50,000 in that calendar year. 
Penalties imposed for failure to report would be assessed and collected in the same manner as 
penalties imposed under current law fo~ failure by exempt organizations to file certain 
information returns. 

Database 

The enrolled bill would require Treasury to make electronically filed notices of status and 
reports on expenditures and contributions available to the public on the Internet not laterthan 48 
hours after they have been filed. Treasury would be required to make the entire database of 
notices and reports searchable by: (1) names, States, zip codes, custodians ofrecords, directors, 
and general purposes of the organization; (2) entities related to the organizations; (3Jcontributors 
to the organizations; (4) employers of such organizations; (5)recipients of expenditures of the 
organizations; ( 6) ranges of contributors and expenditures; and (7) time periods of the notices 
and reports. This database would have to be downloadable. This provision would apply to 
reports required to be filed on or after June 30, 2003. · 

-3-



·. J 

. ·. . . 

Conclusion and Recommendations 

In its views letter, Treasury recommei:ids approval ofRR. 5596, but notes that"it is 
.. unclear at this time whether the [Internal Revenue Service] will be able to meet all of the 

mandates imposed by the enrolled bill within the times prescribed. To do so will take a major 
effort, along with a redirection of scarce resources.".·.·. · 

We join the Treasury in recommending approval of H.R. 5596, which passed both the 
House and the Senate by unaniIJ1ous consent. · 

.... )AA< (;) .r,, ·"% 
Mitchell E. Daniels, Jr: 
Director 

Enclosutes . · · · 
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Attachment 

Other Provisions of H.R. 5596 

Initial Notice of Status. Current law provides that if an organization fails to meet the 
notice of status filing requirements, its taxable income is computed by taking into account what 
would otherwise be exempt function income. The enrolled bill would specify that exempt 
function income does not have to be segregated to be taken into account for this purpose. This 
provision would apply to failures occurring on or after the date of enactment of the enrolled bill. 

The enrolled bill would eliminate the requirement that the notice of status be filed in 
writing. The requirement for filing electronically would -remain in effect. 

Material Changes to Information in Notice of Status. The enrolled bill would require an 
organization filing a notice of status to file a new notice whenever there is a material change to 
information provided in the notice. The new notice would have to be filed no later than 30 days 
after the material change. An organization failing to file a new notice would no longer be treated 
as a section '327 organization and its exempt function income would be taken into account in 
determining taxable income from the date of the material change.until a new notice is filed. This 
provision would be effective for material changes that occur on or after the date of enactment of . . 

the enrolled bill. However, if a material change occurs during the 30-day period beginning on 
the date of enactment, a new notice would not be required to be filed before the later of: 
(1) 30 days after the date of the material change; or (2) 45 days after the date of enactment. 

Notification of Interaction of Reporting Requirements. The enrolled bill would require 
Treasury, in consultation with the Federal Election Commission, to publicize the effects of the 
provisions of the enrolled bill and the interaction of the requirements to file a notification or 
report under section 527 and reports under the Federal Election Campaigri Act. 

Application of Fraud Penalty. The enrolled bill would provide that any entity required, 
pursuant to section 527, t0 furnish any information to the Secretary (or any other person) who 
willfully furnishes information that he or she knows to be fraudulent or false as to any material 

· matter would be subject to a fine of not more than $10,000 (or $50,000 in the case of a 
corporation) or imprisonment of not more than one year or both. 

Waiver of Tax and Penalties. The enrolled bill would authorize Treasury to waive any 
tax assessed after June 30, 2000, on an organization for failure to comply with the notification 
requirements on a showing that the failure was due to a reasonable cause and not willful neglect. 
Also, the enrolled bill would authorize Treasury to waive any penalties imposed after June 30, 

. 2000, for failure to disclose contributions and expenditures on a showing that the failure was due 
to a reasonable cause and not willful neglect. 



Effect of Amendments on Existing Disclosures. Notices, reports, or returns.that were 
required to be filed with Treasury before the date of enactment of the enrolled bill and that were 
disclosed by Treasury consistent with the law in effect at the times' of disclosure would remain 
public, even .if the retroactive effective dates of certain parts of the enrolled bill mean that a 
notice or report was not required to_ have been filed .. 
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10/30/02 WED 08:11 FAX 

SS/ RM NO. 521802 

WIDTE :EJOUSE STAFFING MEMORANDUM 

Date: 10·29·02, 11 :00 PM ACTION I CONCURRENCE I COMMENT DUE BY: 10-30·02, 1 :00 PM 

ENROLLED BILL H.R. 5596, MODIFIED D.ISCLOSURE REQUIREMENTS FOR 
Subject: POLITICAL ORGANIZATION$ 

ACTION FYI ACT I, ON FYI 

VICE PRESIDENT ~ D ·HUBBARD D D 

CARD Iii(" D IRASTORZA D D 

BARTLETT Ill' 0, JOHNSON D D 

BLAKEMAN D D LINDSEY ~ D 

BOLTEN ~ D MARBURGER D D 

BRIDGELAND D D MIERS D D 

CALIO lt" ·o RICE D D 

CONNAUGHTON- D D RIDGE D D 

DANIELS D ~ ROVE "d!IF¥M%MIMi...-. i;;Y o· 
FLEISCHER D v SPELL.ING$ ~ D 

·GERSON ;D (!(" ·CLERK.· 0 

GONZALES ~ D D D 
HAGIN D D D D 

HAWKINS ~ D D D 

REMARKS: . . . . . 
PLEASE SEND COMMENTS TO JIM JUKES, EXT. 53458, FAX 56148, NO LATER THAN 1:00 PM 
WEDNESDAY, 10-30-02., WITH COPY TO STAFF SECRETARY. THANK YOU. 

RE:SPONSE: 

Harriet E. Miers. 
AssistanUo the President 

and Staff Secret::iry 
Ext. 62702 
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SS/ RM NO. 521802 

"'HITE HOUSE STAFFING MEMORANDUM 

Date: 10-29-02, 11 :00 PM ACTION I CONCURRENCE I COMMENT DUE BY: 10-30-02,J ;OO:PM "''''~-'";'.~\:; 

ENROLLED BILL H.R. 5596, MODIFIED DISCLOSURE REQUIREMENTS FOR 
Subject: POLITICAL ORGANIZATIONS 

VICE PRESIDENT 

CARD 

BARTLETT 

BLAKEMAN 

BOLTEN 

BRIDGE LAND 

CALIO 

CONNAUGHTON 

DANIELS 

FLEISCHER 

GERSON 

GONZALES 

HAGIN 

HAWKINS 

REMARKS: 

ACTION FYI 

D 
~--· 

D 

D 

D 

D 

~ 

D 

~ 

D 

D 

D 

D 

0 

HUBBARD 

IRASTORZA 

JOHNSON 

LINDSEY 

MARBURGER 

0 MIERS 

0 --- RICE - - -·- -

0 RIDGE 

iR" ROVE 

"" SPELLING9u& 

(!(""' CLERK 

0 

D 

0 

ACTION FYI 

D 

D 

D 

r/ 
D 

D 

D 

D 

~ 
W' 
D 

D 

D 

D 

0 

0 

0 

0 

0 

0 

0 

D 

0 

0 

0 

0 

D 

PLEASE SEND COMMENTS TO JIM JUKES, EXT. 53458, FAX 56148, NO LATER THAN 1:00 PM 
WEDNESDAY, 10-30-02, WITH COPY TO STAFF SECRETARY. THANK YOU. 

RESPONSE: 

Harriet E. Miers 
Assistant to the President 

and Staff Secretary 
Ext. 62702 



EXECUTIVE ,OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D. C. 20503 

October 2.9~ 2002 
THE DIRECTOR 

MEMORANDUM FOR THE PRESIDENT . ' . 
. . 

SUBJECT: Enrolled Bill H.R. 5596 -Modifi~d Disclosure Requirements for Political 
Organizations 

Sponsors - Rep. Brady (R) Texas and 5 cosponsors 

Last Dav for Action 

November 4, 2002 - Monday 

Purpose 

Amends and exempts State and local political organizations from certain Internal 
Revenue Code requirements applicable to political organizations. 

A2encv Recommendations 

Office of Management and Budget 

Department of the Treasury 
Department of Labor 
Department of the Justice 

Discussion· 

Approval 

Approval 
No objection (Informally) 
No comment (Informally) 

Section 527 of the Internal Revenue Code provides a limited tax-exempt status to 
"political organizations,".defined as a party, comminee, assoCiation, fund, or other entity 
organized and operated primarily for the purpose of directly or indirectly accepting contributions 
or making expenditures for an "exempt function." Exempt functions include influencing or · 
attempting to influence the selection, nomination, election, or appointment of any individual to 
any Federal, State, or local public office or political organization office, or the election of 

. Presidential or Vic.e-Presidential electors. Section 527 organizations are generally exempt from 
taxation oi:1their "exempt function income," i.e., contributions, membership dues, proceeds from 
political fundraising, and other income, related to the exempt functions. 

Major provisions of the enrolled bill are described below. Other provisions of the. 
enrolled bill are described in an Attachmerit. 



Exemptions for State and Local Ornanizations 

Initial Notice of Status Exemptions. To be treated as a section 527 organization, an 
organization is required, no later than 24 hours afrer the date on which it is established, to file 
with Treasury, electronically and in ·writing, an initial notice of status stating the purpose of the 
organization. The enrolled bill would exempt from the notice of status filing requirements any 
political organization that is a political comminee of a State or local candidate, or a State or local 
.co111minee of a political party. This provision would take effect as if it were included in 
p .L. 106-230, enacted on July"( 2000, which established requirements for section 52 7 
organizations to disclose their political activities. The Treasury Depanment notes that 
P.L. 106-230 includes an exemption for certain Federal-level political organizations, and that the 
failure to exempt State and local political organizations "created considerable confusion." 

Disclosure of Expenditures and Contributions. Current law requires political 
organizations receiving contributions or making expenditures for an exempt function during any 
calendar year to file with the Secretary certain reports including: (1) the amount of each 
expenditure made to a person if the aggregate amount of expenditures to that person during the 
calendar year equals or exceeds $500, and the name and address of the person; and (2) the name 
and address of all contributors who contributed an aggregate amount of $200 or more to the 
organization during the calendar year and the amount of the contributions. 

The enrolled bill \;vould exempt any organization which is a "qualified State or local 
political organization" from the contribution and expenditure reporting requirements. The 
enrolled bill would define the term "qualified State or local political organization" as a political 
organization: (l) all of the exempt functions of which are solely for the purposes of influencing 
or attempting to influence the selection, nomination, election, or appointment of individuals to 
State or local public office or office in a State or a local political organization; (2) which is 
subject to State law that requires the organization to file a report that includes information 
regarding each separate expenditure from and contribution to the organization and on the person 
who makes the contribution or receives the expenditure: and (3) with respe.ct to which the reports 
are made public by the State and available for inspection by the organization. 

Under the enrolled bilL an organization would not be considered a qualified State or local 
political organization if a candidate for nomination or election to Federal elective public office or 
an individual who holds such office: (1) controls or materially participates in the direction of the 
organization; (2) solicits contributions to the organization; or (3) directs, in whole or in part, 
disbursements by the organization. 

Amendments to Tax Return and Disclosure Requirements . 

Income Tax Return Requirements. Current Jaw requires political organizations which 
have: (1) political organization taxable income for a taxable year; or (2) gross receipts of 
$25.000 or more for the taxable year to file an income tax return. The enrolled bill would 
eliminate the second of these requirements. 11 would also eliminate a requirement that the 
Secretary of the Treasury and the political organizations make these income tax returns public. 



Annual lnfonnation Return Requirements. Current law provides that political 
organizations that are required tofile an income tax return must also file an annual infonnation 
return stating specifically the items of gross income, receipts, and disbursements. The enrolled 
bill would require: (1) only political organizations with annual gross receipts of $25,000 or 
more; and (2) qualified State or local political organizations with annual gross receipts of 
$100,000 or more to file an annual infonnation return. Organizations exempted from this annual 
return filing requirement would include: ( 1) State and local comminees of political parties and 
political committees of State and local candidates; (2) caucuses and associations of State or local 
officials; (3) authorized conimittees of candidates for Federal office under the Federal Election 
Campaign Act; (4) U.S. House and U.S. Senate campaign committees of political party 
committees: and (5) certain tax-exempt organizations. The enrolled bill would allow Treasury to 
relieve any organization from the arurnal inforn1ation return requirements on a determination by 
Treasury that the filing is unnecessary for the efficient administration of the tax laws. These 
provisions of the enrolled bill would take effect as if they were included in Public Law 106-230. 

Disclosure of Expenditures and Contributions. The enrolled bill would require that 
reports on contributions and expenditures include the date and purpose (in addition to the 
amount) of each expenditure of $500 or more and the date of each contribution of $200 or more 
during a calendar year. 

Required reports with respect to any calendar year on expenditures and contributions 
would have to be filed electronically by organizations that have, or have reason to expect to have, 
contributions exceeding $50,000 or expenditures exceeding $50,000 in that calendar year. 
Penalties imposed for failure to report would be assessed and colle'cted in the same manner as 
penalties imposed under current law for failure by exempt organizations to file certain 
infonnation returns. 

Database 

The enrolled bill would require Treasury to make electronically filed notices of status and 
reports on expenditures and c~ntributions available. to the public on the lntern~t not later than 48 
hours after they have been filed. Treasury would be required to make the entire database of 
notices and reports searchable by: (1) names, States, zip codes, custodians of records, directors, 
and general purposes of the organization; (2) entities related to the organizations; (3) contributors 
to the organizations; (4) employers of such organizations; (5) recipients of expenditures of the 
organizations; (6) ranges of contributors and expenditures: and (7) time periods of the notices 
and reports. This database would have to be downloadable. This provision would apply to 
reports required to be filed on or after June 30, 2003. 



Conclusion and Recommendations 

ln its views lener, Treasury recommends approval of H.R. 5596, but notes that "it is 
unclear at this time whether the [Internal Revenue Service] will be able to meet all of the 
mandates imposed by the enrolled bill within the times prescribed. To do so will take a major 
effort, along with a redirection of scarce resources." 

We join the Treasury in recommending approval of H.R. 5596, which passed both the 
House and the Senate by unanimous consent. 

Enclosures 

Mitchell E. Daniels, Jr. 
Director 
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Anachment 

·. Other Provisions of H.R. 5596 

Initial Notice of Status. Current law provides that if an organization fails to meet the 
notice of status filing requirements, its taxable income is computed by taking into account what 
would otherwise be exempt function income. T.he enrolled bill would specify that exempt 
function income does not have to be segregated to be taken into account for this purpose. This 
provision would apply to failures occurring on or after the date of enactment of the enrolled bill. 

The enrolled bill would eliminate the requirement that the notice of status be filed in 
writing. The requirement for filing electronically would remain in effect. 

Material Cham1es to Information in Notice of Status. The enrolled bill would require an 
organization filing a notice of status to file a riew notice whenever there is a material change to 
information provided in the notice. The new notice would have to be filed no later than 30 days 
after the material change. An organization failing to file a new notice would no longer be treated 
as a section 527 organization and its exempt function income would be taken into account in 
determining taxable income from the date of the material change until a new notice is filed. This 
provision would be effective for material changes that occur on or after the date of enactment of 
the enrolled bill. However, if a material change occurs during the 30-day period beginning on 
the date of enactment. a new notice would not be required to be filed before the later of: 
(1) 30 days after the date of the material change: or (2) 45 days after the date of enactment. 

Notification oflnteraction of Reponin2 Requirements. The enrolled bill would require 
Treasury, in consultation with the Federal Election Commission, to publicize the effects of the 
provisions of the enrolled bill and the interaction of the requirements to file a notification or 
repon under section 527 and repons under the Federal Election Campaign Act. 

Application of Fraud Penaltv. The enrolled bill would provide that any entity required, 
pursuant to section 527, to furnish anyinformation to the Secretary (or any other person) who 
willfully furnishes information that he or she knows to be fraudulent or false as to any material 
matter would be subject to a fine of not more than $10,000 (or $50,000 in the case of a 
corporation) or imprisonment of not more than one year or both. 

Waiver of Tax and Penalties. The enrolled bill would authorize Treasury to waive any 
tax assessed after June 30, 2000, on an organization for failure to comply with the notification 
requirements on a shmving that the failure was due to a reasonable cause and not willful neglect. 
Also, the enrolled bill would authorize Treasury to waive any penalties imposed after June 30, 
2000, for failure to disclose contributions and expenditures on a showing that the failure was due 
to a reasonable cause and not willful neglect. 



r=:--.-. -

.. 

Effect of Amendments on ExistinQ Disclosures. Notices, reports, or returns that were 
required to be filed with :rreasury before the date ofenactment of the enrolled bill and that were 
disclosed by Treasury consistent with the Jaw in effect afthe times of disclosure would remain 
public, even if the retroactive effective dates of certain pans of the enrolled bill mean that a 
notice or report was not required to have been filed. 
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ACTION I CO.NCURRENCE I COMMENT DUE BY: 10-30-02, 1 :00'PM . 

ENROLLED BILL H.R. 5596, MODIFIED DISCLOSURE REQUIREMENTS FOR 
Subject: POLITICAL ORGANIZATIONS 

ACTION FYI ACTION, FYI 

VICE PRESID.ENT ~ D HUBBARD D D 

CARD . 11". D IRASTORZA D D 
BARTLETT .v-- D JOHNSON D D 

BLAKEMAN D D LINDSEY a "' D 

BOLTEN ~· D MARBURGER D D 
BRIDGE LAND D D MIERS D D 

CALIO G( D RICE D D 

CONNAUGHTON D D . RIDGE D D 

DANIELS D v ROVE· ~ D 

FLEISCHER D ll" SPELLINGS CiY' 0 
GERSON· D ~· CLERK. 0 
GONZALES ~ D D D 
HAGIN D D D 0 
HAWKINS ~ D D D 

REMARKS: 
.PLEASE SEND COMMENTS TO JIM JUKES, EXT. 53458, FAX ?6148, NO LATER THAN 1:00 PM 
WEDNESDAY, 10-30-02, WITH COPY TO STAFF SECRETARY.· THANK YOU. 

RESPONSE: 

,, 

Harriet E. Miers 
Assistant to the President 

and Staff Secretary 
Ext. 62702 
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DANIELS· D ~ .. · ROVE gt· D 

FLEISCHER D- v· SPELLINGS .~·· D 

GERSON. D ' ·.CLERK D 

.GONZALES r D D D 
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Harriet E. Miers 
Assistant to the President · 
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EXECUTIVE OFFICE OFTHE PRESIDENT 

OFFICE OF MANAGEMENT AND BUDGET 
L • • 

WASHINGTON, ·o .. c. 205Q3. 

THE DIRECTOR 

MEMORANDUM FORTHE PRESIDENT . . 

SUBJECT: Enrolled Bill H.R. 5596 ~·Modified Disclosur~ Requirement~ for Political 
Organizations · . . . . · . · . . · . . 

Sponsors - Rep. Brady (R) Te~as and 5 cosponsors 

.-< 
Last Day for Action 

November 4, 2002 - Monday· 

Purpose.· 

Amends and exempts. State atid iocal political ~rganizations from certain Internal. 
Revenue Code requirements applicable to political organitations. 

. . . . 

. Agency Recominendations 

Office of Management and Budget 
. . ,· ·. .: 

Department of the Treasury· 
Department of Labor 
Department of the Justice 

Discussion 

·Approval 

Approval· 
No objection (Informally) 
No comment (Informally) 

Section 5 2 7 of the Internal Revenue·. C~de provides a limited tax .,exernpt status io 
''political organizations," defined as a party, committee, association, fund, or other entity 
organized and operated primarily for the purpose of directly or indirectly accepting contributions 
or making expenditures for an "exempt function." Exempt functions include influencing or 
attempting to influence the sele"ction, nomination, election, or appointment of any individual to . 
any Federal, State, or local public office or political organization office, or the election of 
Presidential or Vice-Presidential electors. Section 527 organizations are generally exempt from 

. taxation on their "exempt function income," i.e., contributions, membership dues, proceeds from 
politicalfundraising, and other income related to the exempt functions. 

Major provisio~s of the enrolled bill ate described below. Other provisions of the 
enrolled bill are described in an Attachment 



Exemptions for State and Local Organizations 

Initial Notice of Status Exemptions. To be treated as a section 527 organization, an 
organization is required, no later than 24 hours after the date on which it is established, to file 
with Treasury, electronically and in writing, an initial notice of status stating the purpose of the 
org. anization. The enrolled bill would exempt from the notice of status filing requirements any 

' ' 

. political organization that is a political committee of a State or local candidate, or a State or local 
committee of a political party. This provision would take effect as if it were included in 
P.L. 106-230, enacted on July 1, 2000, which established requirements for section527 
organizations to disclose their political activities. The Treasury Department notes that 
P:L. 106-230 includes an exemption for certain Federal-level political organizations, and that the 
failure to exempt State and local political organizations "created considerable confusion." 

Disclosure of Expenditures and Contributions. Current law requires political 
organizations receiving contributions or making expenditures for an exempt function during any 
calendar year to file with the Secretary certain reports including: (1) the amount of each 
expenditure made to a person ifthe aggregate amount ofexpenditures to .that person during the 
calendar year equals or exceeds $500, and the name and address of the person; and (2} the name 
and address of all contributors who contributed an aggregate·amount of $200 or more to the 
organization during the calendar year and the amount of .the contributions. 

The enrolled bill would exempt any organization which is a "qualified State or local 
political organization" from the contribution and expenditure reporting requirements. The 
enrolled bill would define the term "qualified State or local political organizatiOn;' as a political 
organization: ( 1) all of the exempt functions of which are solely for the purppses of influencing 
or attempting to influence the selection, nomination, election, or appointment of individuals to 
State or local public office or office in a State or a local political organization; (2) which is 

· subject to State law that requires the organization to file a report that includes information 
·regarding each separate expenditure from and contributiontoJhe organization and on the person 
who makes the contribution orreceives the expenditure; and (3) with respectto which the reports 
are made public by the State and available for inspection by the organization. 

Under the enrolled bill, an organization would not be considered a qualified State or local 
political organization if a candidate for nomination or election to Federal elective public office or 
an individual who holds such office: (1) controls or materially participates in the direction ofthe 
"organization.; (2) solicits contribution~ to the organization; or (3) directs, in whole or in p,art, 
disbursements by the organization. 

Amendments to Tax Return and Disclosure Requirements 

Income Tax Return Requirements. Current law requires political organizations which 
have: (1) political organization taxable income for ataxable year; or (2) gross receipts of 
$25,000 or more for the taxable year to file an income tax return. The enrolled bill would 
eliminate the second of these requirements. It would also eliminate a requ\rement that the 
Secretary of the Treasury and the political organizations make these income tax returns public. 
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Annual Information Return Requirements. Current law provides that political· 
organizations that are required to file an income tax return must also file an annual information 
return stating specificallytheitems of gross income, receipts, and disbursements. The enrolled 
bill would require: ( 1) only political organizations with annual gross receipts of $25,000 or 
more; and (2) qualified State or local political organizations with annual gross receipts of 

· $100,000 or more to file an annual information return. Organizations exempted from this annual 
return filing requirement would include: (1) State and local committees of political parties and 
political committees of State and local candidates; (2) caucuses and associations of State or local 
officials; (3) authorized committees of candidates for Federal office under the Federal Election 
Campaign Act; (4) l{.S. House and U.S. Senate campaign committees ofpoliticalparty 
commit:t,ees; and (5) certain tax-exempt organiZations. The enrolled bill wouldallow Treasury to 
relieve·any organization from the annual information return requirements on a.determination by 
Treasury that the filing is unnecessary for the efficient administration of the tax laws. These 
provisions of the enrolled bill would take effect as if they were included in Public Law 106-230. 

. Disclosure of Expenditures and Contributions. The enrolled bill would require that 
reports on contributions and expenditures include the date and purpose (in addition to the 
amount) of each expenditure of $500 or more and the date of each contribution of $200 or more 
during a calendar year. 

Required reports with respect to any calendar year on expenditures and contributions 
.would have to be filed electronically by organizations that have, or have reason to expect to have, 
contributions exceeding $50,000 or expenditures exceeding $50,000 in that calendar year. 
Penalties imposed for failure to report would be assessed and collected in the· same manner as 
penalties imposed under current law for failure by exempt organizations to file certain 
information returns. · · 

Database 

The enrolled bill would require Treasury fo make electronically filed notices. of status and 
reports on expenditures and contributions available to the .public on the Internet not later than 48 

. hours after they have been filed. Treasury would be required to make the entire database of 
notices and reports searchable by: .(1) names, States, zip codes, custodians ofrecords, directors, 
and general purposes of the organization; (2) entities related to the organizations; (3) contributors 
to the organizations; (4) employers of such organizations; (5)recipients of expenditures of the 
organizations; ( 6) ranges of contributors· and expenditures; and (7) time periods of the notices 
and reports. · This database would have to be downloadable. This provision would apply to 
reports required to be filed on or after June 30, 2003. · 



Conclusion and Recommendations 

In its views letter, Treasury recommends approval of H.R. 5596, but notes that "it is· 
. unclear at this time whether the [Internal Revenue Service] will be able to meet all·of the 
mandates imposed by the enrolled bill within the times prescribed. To do so will take a major 
effort, al~ng with a redirection of scarce resources.". 

We join the Treasury in recommending approval of H.R. 5596, which passed both the 
House and the Senate by unanimous·consent. 

Enclosures 

Mitchell E. Daniels, Jr. 
Director 
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Attachment 

Other Provisions of RR. 5596 

· Initial Notice of Status. Current law provides that if an organization fails to meetthe 
notice of status filing requirements, its taxable in.come .is computed by taking into account what 
would otherwise be exempt function income .. The enrolled bill would specifythat exempt 
function income does not have to be segregated fo be taken into account for this purpose. This 

. provision would apply to failures occurring onor after the date of enactment of the enrolled bill. 

The enrolled bill would eliminate the requirement that the notice of status be filed in 
writing. The requirement for filingelectronically would rem':lin in effect. 

Material Changes to Infol'mationin Notice of Status; The enrolled bill would require an 
organization filing a notice of status to file a new notice whenever there is a material change to 
information provided in the notice. The new noticewould have to be filed no later than 30 days · 

, after the material change. An organization failing to file anew notice would no longer be treated 
· as a 1section 527 organization and its exempt function income would be taken into account in · 

determining taxable income from the date of the material change until a new notice is.filed. This 
_provision would be effective for material changes that occur on or after the date of enactment of 
the enrolled bill. However; if a material change occurs during the 3 0-day period beginning on 
the date of enactment, a new notice would not be required to be filed before the later of: 
(1) 30 days after the date of the material chan~e; or (2) 45 days afterthe date of enactment. 

Notification of Interaction of Reporting Requirements. The enrolled bill would require 
Treasury, in ccmsultationwiththe Federal Election Commission, to publicize the effects of the 
provisions of the enrolled bill and the interaction of the requirements to file a notification or 
report under section527 and reports under the Federal Election Campaign Act. 

Application of Fraud Penalty. The enrolledbill would provide that any entity required, 
pursuantto section 527,to furnish any information to the Secretary (or any other person) who 
willfully furnishes information that he or she knows to be fraudulent or false as toany material 
matter would be subject to a fine of not more than $10,000 (or $50,000 in the case of a 
corporation) or imprisonment of not more than one year or both .. 

Waiver of Tax and Penalties. The enrolled bill would authorize Treasury to waive any 
tax assessed after June 30, 2000, on an·organization for failure to comply with the notification 
requirements on a showing that the failure was due to a reasonable cause and not willful neglect. 
Also, the enrolled bill would authorize Treasury to waive any penalties imposed after June 30, 
2000, for failure to disclose contributions and expenditures ori a showing thatthe failure was du~ 
to a reasonable cause and not willful neglect. 



i 

·Effect of Amendments on Existing Disclosures. Notices, reports, or returns that were 
required to be.filed with Treasury before the date of enactment of the enrolled bill and that were 
disclosed by Treasury consistent with the law in effect at the times of disclosure would remain· 
public, even if the retroactive effective dates of certain parts of the enrolled bill mean that a 
notice or report was not required to have been filed. 
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WHITE HOUSE STAFFING MEMORANDUM 

Date: 10-29-02, 11 :00 ·PM ACTION I CONCURRENCE I COMMENT DUE BY: 10-30-02, t:OO PM ··" . 

ENROLLED BILL H.R. 5596, MODIFIED DISCLOSURE REQUIREMENTS FOR 
Subject: POLITICAL ORGANIZATIONS 

ACTION FYI ACTION FYI 

VICE PRESIDENT .It' D HUBBARD D D 

CARD i(' D IRASTORZA D D 

BARTLETT Ill' D JOHNSON D D 

BLAKEMAN D D LINDSEY 
i/. 

D 

BOLTEN 
,,., ~ D MARBURGER D D 

BRIDGE LAND D D MIERS D D 
~ 

CALIO 
..,,, 

D RICE D D 

CONNAUGHTON D D RIDGE D D 

DANIELS D ~ ROVE "'/ D 

FLEISCHER D v SPELLINGS ~ D 

GERSON D (!(' .. CLERK D 

GONZALES IV' D D D 

HAGIN D D D D 

HAWKINS ~ D D D 

REMARKS: 
PLEASE SEND COMMENTS TO JIM JUKES, EXT. 53458, FAX 56148, NO LATER THAN 1:00 PM 
WEDNESDAY, 10-30-02, WITH COPY TOSTAFF SECRETARY. THANK YOU . 

RESPONSE: 

. . · k 
r---l? [.?? r--

Harriet E. Miers 
Assistant to the President 

and Staff Secretary 
Ext. 62702 



EXECUTIVE OFFICE OF THE PRESIDENT 
OFFiCE OF MANAGEMENT AND BUDGET 

WASHINGTON, D. C. 20503 

October 29, 2002 
THE DIRECTOR 

MEMORANDUM FOR THE PRESIDENT 

SUBJECT: Enrolled Bill H.R. 5596 - Modified Disclosure Requirements for Political 
Organizations 

Sponsors - Rep. Brady (R) Texas and 5 cosponsors 

Last Day for Action 

November 4, 2002 - Monday 

Purpose 

Amends and exempts State and local political organizations from certain Internal 
Revenue Code requirements applicable to political organization~. 

Agency Recommendations 

Office of Management and Budget 

Department of the Treasury 
Department of Labor 
Department of the Justice 

Discussion 

Approval 

Approval 
No objection (Informally) 
No comment (Informally) 

Section 527 of the Internal Revenue Code provides a limited tax-exempt status to 
"political organizations,"·defined as a party, committee, association, fund, or other entity 
organized and operated primarily for the purpose of directly or indirectly accepting contributions 
or making expenditures for an "exempt function." Exempt functions include influencing or 
attempting to influence the selection, nomination, election, or appointment of any individual to 
any Federal, State, or local public office or political organization office, or the election of 
Presidential or Vice-Presidential electors. Section 527 organizations are generally exempt from 
taxation on their "exempt function income," i.e., contributions, membership dues, proceeds from 
political fundraising, and other income related to the exempt functions. 

Major provisions of the enrolled bill are described below. Other provisions of the 
enrolled bill are described in an Attachment. 



Exemptions for State and Local Organizations 

Initial Notice of Status Exemptions. To be treated as a section 527 organization, an 
organization is required, no later than 24 hours after the. date on which it is established, to file · 
with Treasi.iry, electronically and in writing, an initial notice of status stating the purpose of the 
organization. The enrolled bill would exempt from the notice of status filing requirements any 
political organization that is a political committee of a State or local candidate, or a State or local 
committee of a political party. This provision would take effect as if it were included in 
P .L. 106-230, enacted on July 1, 2000, which established requirements for section 527 
organizations to disclose their political activities. The Treasury Department notes that 
P.L 106-230 includes an exemption for certain Federal-level political organizations, and that the 
failure to exempt State'and local political organizations "created considerable confusion." 

Disclosure of Expenditures and Contributions. Currentlaw requires political 
organizations receiving contributions or making expenditures for an exempt function during any 
calendar year to file with the Secretary certain reports including: ( 1) the amount of each 
expenditure made to a person if the aggregate amount of expenditures to that person during the· 
calendar year equals or exceeds $500, and the name and address ofthe person; and (2) the name 
and address of all contributors who contributed an aggregate amount of $200 or more to the 
organization during the calendar year and the amount of the contributions. 

The enrolled bill would exempt any organization which is a "qualified State orlocal 
political organization" from the contribution and expenditure reporting requirements. The 
enrolled bill would define the term "qualified .State or local political organization" as a political 
organization: ( 1) all of the exempt funCtions of which are solely for the purposes of influencing 
or attempting to influence the selection, nomination, election, or appointment of individuals to 
State or local public office or office in a State or a local political organization; (2) which is 
subject to State law that requires the organization to file a report that includes infonnation 
regarding each separate expenditure from and contribution to the organization and on the person 
who makes the contribution brreceives the expenditure; and (3) with respect to which the reports 
are made public by the State and available for inspection by the organization. 

Under the enrolled bill, an organization would not be considered a qualified State or local 
· political organization if a candidate for nomination or election to Federal elective public office or 

an individual who holds such office: (1) epntrols or materially participates in the direction of the 
organization; (2) solicits contributions to the organization; or (3) directs, in whole or in part, 
disbursements by 'the organization. 

Amendments to Tax Return and Disclosure Requirements 

Income Tax Return Requirements. Current law requires political organizations which 
have: ( 1) political organization taxable income for a taxable year;· or (2) gross receipts of 
$25,000 or more for the taxable year to file an income tax return. The enrolled bill would 
eliminate the second of these requirements. It would als9 eliminate a requirement that the 
Secretary oftheTreasury and the political organizations make these income tax returns public. r 
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Annual Information Return Requirements. Current law provides that political 
organizations that are required to file an income tax return must also file an annual information 
return stating specifically the items of gross. income, receipts, and disbursements. The enrolled 
bill would require: (l}only political organizations with annual gross receipts of $25,000 or 
more; and (2) qualified State or local political organizations with annual gross receipts of 

· $100,000 or more to file an annual information return. Organizations exempted from this annual 
return filing requirement would include: (l) State and local committees of political parties and 
political committees of State and local candidates; (2} caucuses and associations of State or local 
officials; (3) authorized committees of candidates for Federal office under the Federal Election 
Campaign Act; (4) U.S. House and U.S. Senate campaign committees of political party 
committees; and (5) certain tax-exemptorganizations. The enrolled bill would allow Treasury to 
relieve any organization from the annual information return requirements on a determination by 
Treasury that the filing is unnecessary for the efficient administration of the tax laws. These 
provisions of the enrolled bill would take effect as if they were included in Public Law 106-230. 

Disclosure of Expenditures and Contributions. The enrolled bill would require that 
reports on contributions and expenditures include the date and purpose (in addition to the 
amount) of each expenditure of $500 or more and the date of each contribution of $200 or more 
during a calendar year. 

Required reports withrespectto any 9alendar year on expenditures and contributions 
would have to be filed electronically by organizations that have, or have reason to expect to have, 
contributions exceeding $50,000 or expenditures exceeding $50,000 in that calendar year. 
Penalties imposed for failure to report would be assessed and collected in the same manner as 
penalties imposed under current law for failure by exempt organizations to file certain 
information returns. 

Database 

The enrolled bill would require Treasury to make electronically filed notices of status and 
reports on expenditures and contributions available to the public on the Internet not later than 48 
hours after they have been filed. Treasury would be required to make the entire database of 
notices and reports searchable by: (1) names, States, zip codes, custodians ofrecords, directors, 
and general purposes of the organization; (2) entities related to the organizations; (3) contributors 
to the organizations; ( 4) employers of such organizations; ( 5) recipients of expenditures of the 
organizations; (6) ranges of contributors and expenditures; and (7) time periods of the notices 
and reports. This database would have to be.downloadable. This provision would apply to 
reports required to be filed on or after June 30, 2003. 
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·. >i 

Conclusion and Recommendations · 

In its views letter, Treasury recoi:nmends approval of H.R. 5596, but notes that "it is 
unclear at this time whether the [Internal Revenue Service].will be able to meet all of the 

· mandates imposed by the enrolled bill within the times prescribed. To do so will take a major 
effort, along with a redirection of scarce resources."· 

. We join the Treasury in recommending approvaLofH.R. 5596, which passed both the 
House and the Senate by unanimous consent. .· 

Enclcisutes. 

·. , .· . 

'jt.A<EJ--~ 
Mitchell E. Daniels, Jr. 

··Director 
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Attachment 

Other Provisions of H.R. 5596 

Initial Notice of Status. Current law provides that if an organization fails to meet the 
notice of status filing requirements, its taxable income is computed by taking into account what 
would otherwise be exempt function income. The enrolled bill w0tild specify that exempt 
function income does not have to be segregated to be taken into account for this purpose. This 
provision would apply to failures occurring on or after the date of enactment of the enrolled bill. · 

The enrolled bill would eliminate the requirement that the notice of status be filed in 
writing. The requirement for filing electronically would remain in effect. 

Material Changes to Information in Notice ofStatus. The enrolled bill would require an 
organization filing a notice of status to file a new notice whenever there is a material change to 
information provided in the notice. The new notice would have to be filed no later than 30 days 
after the material change. An organization failing to file a new notice would no longer be treated 
as a section 527 organization and its exempt function income would be taken into account in 
determining taxable income from the date of the material change until a new notice is filed. This 
provision would be effective for material changes that occur on or after the date of enactment of 
the enrolled bill. However, if a material change occurs during the 30-day period beginning on 
the date of enactment, a new notice would not be required to be filed before the later of: 
(1) 30 days after the date of the material change; or (2) 45 days after the date of enactment. 

Notification oflnteraction of Reporting Requirements. The enrolled bill would require 
Treasury, in consultation with the Federal Election Commission, to publicize the effects of the 

· provisions of the enrolled bill and the interaction of the requirements to file a notification or 
report under section 527 and reports under the Federal Election Campaign Act. 

Application of Fraud Penalty. The enrolled bill would provide that any entity required, 
pursuant to section 527, to furnish any information to the Secretary (or any other person) who 
willfully furnishes information that he or she knows. to be fraudulent or false as to any material 
matter would be subject to a fine of not more than $10,000 (or $50,000 in the case of a 
corporation) or imprisonment of not more than one year or both. 

Waiver of Tax and Penalties. The enrolled bill would authorize Treasury to waive any 
tax assessed after June 30, 2000, on an organization for failure to comply with the notification 
requirements on a showing that the failure was due to a reasonable cause and not willful neglect. 
Also, the enrolled bill would authorize Treasury to waive any penalties imposed after June 30, 
2000, for failure to disclose contributions and expenditures on a showing that the failure was due 
to a reasonable cause and not willful neglect. 



,---
r 

Effect of Amendments on Existing Disclosures. Notices, reports, or returns that were 
required to be filed with Treasury before the date of enactment of the enrolled bill and that were 
disclosed by Treasury consistent with the law in effect at the times of disclosure would remain 
public, even if the retroactive effective dates of certain parts of the enrolled bill mean that a 
notice or report was not required to have been filed. , . 
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SS/ RM NO. 521802 

WHITE HOUSE STAFFING MEMORANDUM 

Date: 10·29-02, 11 :00 PM ACTION I CONCURRENCE I COMMENT DUE BY: 10-30-02, 1 :00 PM 

ENROLLED BILL H.R. 5596, MODIFIED-Dl~CLOSURE REQUIREMENTS FOR 
Subject: POLITICAL ORGANIZATIONS 

ACTION FYI ACTION FYI 

VICE PRESIDENT it' D HUBBARD D ·d~~ '>),..,;~·--

CARD i(' 0 IRASTORZA D D 

BARTLETT. Ill' D JOHNSON D D 

BLAKEMAN D ' D LINDSEY r/ D 

BOLTEN ~ D MARBURGER D D 

BRIDGELAND D D MIERS D D 

CALIO ~ D RICE · D D 

CONNAUGHTON D D RIDGE D D 

DANIELS D ~ ROVE ~ D 

FLEISCHER D v SPELLINGS« ·w' D 

GERSON D 
~-

CLERK D 

GONZALES ~ D D o· 
HAGIN D D D D 

HAWKINS ~ D D D 

REMARKS: 
PLEASE SEND COMMENTS TO JIM JUKES; EXT. 53458, FAX 56148, NO LATER THAN t:OOPM 
WEDNESDAY, 10-30-02, WITH COPY TO STAFF SECRETARY. THANK YOU. 

RESPONSE: 

Harriet E. Miers 
Assistant to the President 

and Staff Secretary 
Ext. 62702 



EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON; ·o.c. 20503 

October 29, 2002 
THE DIRECTOR 

MEMORANDUM FOR THE PRESIDENT 

SUBJECT: Enrolled Bill H.R. 5596 - Modified Disclosure Requirements for Political 
Organizations 

Sponsors - Rep, Brady (R) Texas and 5 cosponsors 

Last Day for Action 

November 4, 2002 - Monday 

Purpose 

Amends and exempts State and local political organizations from certain Internal 
Revenue Code 1requirements applicable to political organizations. 

Agency Recommendations 

Office of Management and Budget 

Department of the Treasury 
Department of Labor 
Department of the Justice ' 

Discussion 

Approval 

Approval 
No objection (Informally) 
No comment (Informally) 

Section 527 of the Internal Revenue Code provides a limited tax:-exempt status to 
"political organizations," defined as a party, committee, association, fund, or other entity 
organized and operated primarily for the purpose of directly or indirectly accepting contributions 
or making expenditures for an "exempt function." Exempt functions include influencing or 
attempting to influence the selection, nomination, election, or appointment of any individual to 
any Federal, State, or local public office or political organization office, or the election of 
Presidential or Vice-Presidential electors. Section 527 organizations are generally exempt from 
taxation on their "exempt function income," i.e., contributions, membership dues, proceeds from 
political fundraising, and other income related to the exempt functions. 

Major provisions of the enrolled bill are described below. Other provisions of the 
enrolled bill are described in an Attachment. 



Exemptions for State and Local Organizations 

Initial Notice of Status Exemptions. To be treated as a section 527 organization, an 
organization is required, no later than 24 hours after the date on which it is established, to file 

. with Treasury, electronically and in writing,an initial notice of status stating the purpose of the 
organization. The enrolled bill would exempt from the notice of status filing requirements any 
political organization that is a political committee of a State or local candidate, or a State orlocal 
committee of a political party. This provision would take effect as if it were included in 
P.L. 106-230, enacted on July 1, 2000, which established requirements for section 527 
organizations to disclose their political activities. The Treasury Department notes that. 
P .L. 106-230 illcludes an exemption for certain Federal-level political organizations, and that the 
failure to exempt State and local political organizations "created considerable confusion." 

Disclosure of Expenditures and Contributions. Current law requires political 
organizations receiving contributions or making expenditures for an exempt function during any 
calendar year to file with the Secretary certain reports.including: 0) the amount of each 
expenditure made to a person if the aggregate amountofexpenditures to that person during the 
calendar year equals or exceeds $500, and the name and address of the person; and (2) the name 
and address of all contributors who contributed an aggregate amount of $200 or more to the 
organization during the calendar year and the amount of the contributions. 

The enrolled bill would exempt any organization which is a."qualified State or local 
political organization" from the contribution and expenditure reporting requirements. The 
enrolled bill would define the term "qualified State or local political organization" as a political 
organization: (1) all of the exempt functions of which are solely for the purposes of influencing 
or attempting to influence the selection; nomination, election, or appointment of individuals to 
State or local public office or office in a State or a localpolitical organization; (2) which is 
subject to State law that requires the organization fo file a report that includes information 
regarding each separate expenditure from and contribution to the organization and on the person 
who makes the· contribution or receives the expenditure; and (3) with respect to which the reports 
are made public by the State and available for inspection by the organization. 

' . 

Under the enrolled bill, an organization would not beconsidered a qualified State or local 
political organization if a candidate for nomination or election to Federal· elective public office or 
an individual who holds such office: (1) controls or materially participates in the direction of the 
organization; (2) solicits contributions to the organization; or (3) directs, in whole or in part, 
disbursements.by the organization. 

Amendments to Tax Return and Disclosure Requirements 

Income Tax Return Requirements. Current law requires political organizations which 
have: (1 )political organization taxable incomefor a taxable year; or (2)gross receipts of 
$25,000 or more for the taxable year to file an income tax return. The enrolled bill would 
eliminate the second of these requirements. It would also eliminate a requirement that the 
Secretary of the Treasury and the political organizations make these income tax returns public. 
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Animal Information Return Requirements. Current law provides that political 
organizations that are required to file an income tax return must also file an annual information 
return stating specifically the items of gross income, receipts, and disbursements. The enrolled 
bill would require: (1) only political organizations with annual gross receipts of $25,000 or 
more; and (2) qualified State or local political organizations with annual gross receipts of 
$100,000 or more to file an annual information return. Organizations exempted from this annual 
return filing requirement would include: ( 1) State and local committees of political parties and 
political committees of State and local candidates; (2) caucuses and associations of State or local 
officials; (3) authorized cbmmittees of candidates for Federal office under the Federal Election 
Campaign Act; (4) U.S. House and U.S. Senate campaign committees of political party 
committees; and (5) certain tax-exempt organizations. The enrolled bill would allow Treasury to 
relieve any organization from the annual information return requirements on a determination by 
Treasury that the filing is unnecessary for the efficient administration of the tax laws. These 
prov.isions of the enrolled bill would take effect as if they were included in Public Law 106-230. 

Disclosure of Expenditures and Contributions. The enrolled bill would require that 
reports on contributions and expenditures include the date and purpose (in addition to the 
amount) of each expenditure of $500 or more and the date of each contribution of $200 or more 
during a calendar year; 

Required reports with respect to any calendar year on expenditures and contributions 
would have to be filed electronically' by organizations that have, or have reason to expect to have, 
contributions exceeding $50,000 or expenditures exceeding $50,000 in that calendar year. 
Penalties imposed for failure to report would be assessed and collected in the same manner as 
penalties imposed under current law for failure by exempt organizations to file certain 
information returns. 

Database 

The enrolled bill would require Treasury to make ~lectronically filed notices of status and 
reports on expenditures and contributions available to the public on the Internet not later than 48 
hours after they have been filed. Treasury would be required to make the entire database of 
notices and reports searchable by: {1) names, States, zip codes, custodians ofrecords, directors, 
and general purposes of the organization; (2) entities related to the organizations; (3) contributors 
to the organizations; (4) employers of such organizations; (5) recipients of expenditures of the 
organizations; (6) ranges of contributors and expenditures; and (7) time periods of the notices 
and reports. This database would have to be downloadable. This provision would apply to 
reports required to be filed on or after June 30, 2003. 
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.~ Conclusion and Recommendations 
" 
In its views letter, Treasury recommends approval of H.R. 5596, but notes that "it is 

·· unclear at this time whether the· [Internal Revenue Service] will be able to meet all of the . 
mandates imposed by the enrolled bill within the times prescribed~ To do so will take a major 
effort, alongwith a redirection of scarcetesoµrces." 

We join the Treasury in reco~ending approval of H.R. 5596, which passed. both the 
House and the Se.nate by .unanimous consent. . · 

Enclosures 

ftA<f;)~,.~ 
Mitchell E. Daniels, Jr. 
Director 
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Attachment 

·· dther Provisicinsof~.Il.5596 . 
. ·. '· . :·. . .·· . 

. Iriitial Notice of Status. Current law provides that if an organiZcition fails t~ meet the 
·.notice of status filing requirements, itstaxableincome iscomputed bytaking into account wh.at . 
. ·would otherwise be e}):empt function income. The enrolled bill would specify that exempt 
,i function income does not have to be segregated to be taken Into accmm,t for this purpose•. This ' 

prov'ision would apply to faillires occurring 01;1 or:after the date of enactment of the emolled bill. 
. .. . . .· ·. ... , . . . 

The emolled bill would eliminate the requirement that the notice of status be filed in 
writing~ The requiremenffor. filing electroi:iically wouid remain in effect. · 

Material Changes tolnform.~tion inNotice.~(Statlis. The enrolled bill would require ah 

~rganizaticm filing a notice ofstatusJo file a new notice whenever there is a. material change to . 
· inf()rmation provided in the notice. The new notice would have to be filed no later than 30 days 
' after the.material change; Anorgar;.ization' failing to file a new notice would·nO longer be treated 
asaseCtion 527 organi:lation and its exempt function income would betaken.into account 1n .· 
detertniiling taxable income from the date ofthe.materfal change until a riew noticeis filed. This 
provision would be effective for materiaI .changes.thatoccur on or after the date of enactinent of ·· 

. the enrolled bill. However, if a inaterial change occurs during the 30-day period beginning on · 
: 'the date of enactment, a new notice would not be retjuiredto be filed before the later of: · 
· (1) 30 days after the date of the material change; or (2)45days afteLthe date of enactment. 

. . . ' . . .. 

Notificationoflriteraction of'Reporting Requirem6rits;"· the. el1rolled bill w~uld require 
. · Treasilry, in consultation with the Federal Election Commission, to publicize the effects of the 
provisions of the enrolled bill and the interaction pf the requirements to file a notification or 
,report under se~tion527 and reports>l1nder the FederaLEl~cHofrCampaign Act. · 

Application of Fraud Penalty. The enrolled bill Wduld provide that any entity required,' 
· plirsuant to. section 52 7, to furnish any inJorrnatfohto :the Secretary (or any other person) who . 
. '.willfully furnishes inform~tion that he or she knows to be fraudulent or false as to any material .. 

matterwould be subjecho a.fine ofnohnorethari $10,000.(or $50,000in the.case ofa · 
· corporation) or imprisonment of not more than one ye,aror both. · .. " " · 

. ·· ... Waiveroflax and Pen~ties.,The eprolledbiU~oul~. authorize Treasury to waive any · · 
tax assessed afterJune 30, 2000,.on·an organizationJ9rfailure to cqmplywit~ the;notificatiop, . 

. ' requirements on a showing that the failure wa.S due to) reaso11able cause and not willful neglect. 
Also,the enrolled, bill would ~uthonze iteasury to waive anypenalties imposed after Jµne 30, 
2000~ for failure to distlose contributions and expendifures on a showing, thatthe. failure was due 
to a rea.Sonable cal.is~ and not willful neglect. ' .. ·. . . . 

. .. 
: . ., . 

:·: 



Effect of Amendments on Existing Disclosures. Notices, reports, or returns that were 
required to be filed with Treasury before the date of enactment of the enrolled bill and that were 
disclosed by Treasury consistent with the law in effect at the times of disclosure would remain 
public, even if the retroactive effective dates of certain parts of the enrolled bill mean that a 

·notice or report was not required to have been filed .. ·. 
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H.R. 5596 

· <Bnr iltundrrd ~rllrnth [ongrrss 
of thr 

iinitrd iStetrs or 51mrrice 
AT THE· SECOND SESSION 

Begun and held at the City ofWashington on Wednesday, 
the twenty-third day of January, two thousand and two 

To amend section 527 of the Internal Revenue Code of 1986 to eliminate notification 
and return requirements for State and local party committees and .candidate 
committees and avoid duplicate reporting by certain State and local political 
committees of information required to be reported and made publicly available 
under State law, and for other purposes. 

Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, 

SECTION 1. EXEMPTION FOR CERTAIN STATE AND LOCAL POLITICAL 
COMMITTEES FROM NOTIFICATION REQUIREMENTS. 

(a). EXEMPTION FROM NOTIFICATION REQUIREMENTS.-Para-
graph (5) of section 527(i) of the Internal Revenue Code of 1986 ( 
(relating to organizations must notify Secretary that they are sec-
tion 527 organizations) is amended by striking "or" at the end 
of subparagraph (A), by striking the period at the end of subpara­
graph (B) and inserting '', · or", and by adding· at the end the 
following: 

"(C) which is a political committee of a State or local 
candidate or which is a State or local committee of a · 
political party.". 

(b) EFFECTIVE DATE.-The amendments made by subsection 
(a) shall take effect as if included in the amendments made by 
Public Law 106-230. 

SEC. 2. EXEMPTION FOR CERTAIN STATE AND LOCAL POLITICAL 
COMMI'ITEES FROM REPORTING REQUIREMENTS. 

(a) IN GENERAL.-Section. 527(j)(5) of the Internal Revenue 
Code of 1986 (relating to coordination with other requirements) 
is amended by redesignating subparagraphs (C), (D), and (E) as 
subparagraphs (D}, (E), and (F), respectively, and by inserting after 
subparagraph (B) the following new subparagraph: · 

''(C) to any organization which is a qualified State 
or local political organization,". 

(b) QUALIFIED STATE OR LOCAL POLITICAL ORGANIZATION.­
Subsection (e) of section 527 of the Internal Revenue Code of 1986 
(relating to· other definitions) is amended by adding at the end 
the following new paragraph: 

"(5) QUALIFIED STATE OR LOCAL POLITICAL ORGANIZATION.­
"(A) IN GENERAL.-The term 'qualified State or local 

political organ.ization' mea. ns a political organization-
. "(i) all the exempt functions of which are solely 

for the purposes of influencing or attempting to influ­
ence the selection, nomination, election, or appointment 
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(A) IN GENERAL.-The amendments made by subsection 
(g) shall apply to material changes on or after the date 
of the enactment of this Act. 

_ (B) TRANSITION RULE.-,.In the case of a material change 
occurring during the· 30-day period beginning on the date 
of the enactment of this Act, a notice under section 527(i) 
of the Internal Revenue Code of 1986 (as amended by 
this Act) shall not be requ,ired to be filed under such 
section before the later of-

. (i) 30 days after the date of such material change, 
or 

(ii) 45 days after the date of the enactment of 
this Act. 

SEC. 7. EFFECT OF AMENDMENTS ON EXISTING DISCLOSURES. 

Notices, reports, or returns that were required to be filed with 
the Secretary of the Treasury before ·the date of the enactment 
of the amendments made by this Act and that were disclosed 

- by the Secretary of the Treasury consistent with the law in effect 
at the time of disclosure shall remain subject on and after such 
date to the disclosure provisions of section 6104 of the Internal 
Revenue Code of 1986. 

epresentatives . .pto'l:t."fod.., 

APPROVED 
NOV - 2 2002 
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