Page 3667

(h) Recovery of damages permitted in certain
cases

(1) In general

Notwithstanding subsection (b), if, in any
action brought under this section, there is a
finding that any officer or employee of the In-
ternal Revenue Service recklessly or inten-
tionally, or by reason of negligence, dis-
regarded any provision of this title the defend-
ant shall be liable to the plaintiff in an
amount equal to the lesser of $1,000,000
($100,000 in the case of negligence) or the sum
of—

(A) actual, direct economic damages sus-
tained by the plaintiff as a proximate result
of the reckless or intentional or negligent
disregard of any provision of this title by the
officer or employee (reduced by any amount
of such damages awarded under subsection
()); and

(B) the costs of the action.

(2) Requirement that administrative remedies
be exhausted; mitigation; period

The rules of section 7433(d) shall apply for
purposes of this subsection.

(3) Payment authority

Claims pursuant to this section shall be pay-
able out of funds appropriated under section
1304 of title 31, United States Code.

(i) Cross reference
For period of limitation, see section 6532(c).

(Added Pub. L. 89-719, title I, §110(a), Nov. 2,
1966, 80 Stat. 1142; amended Pub. L. 93-625,
§7(a)(2)(E), Jan. 3, 1975, 88 Stat. 2115; Pub. L.
94-455, title XIX, §1906(b)(13)(A), Oct. 4, 1976, 90
Stat. 1834; Pub. L. 97-248, title III, §350(a), Sept.
3, 1982, 96 Stat. 639; Pub. L. 99-514, title XV,
§1511(c)(16), Oct. 22, 1986, 100 Stat. 2745; Pub. L.
105-206, title III, §§3102(b), 3106(b)(1), (2), July 22,
1998, 112 Stat. 730, 733.)

AMENDMENTS
1998—Subsec. (a)(4). Pub. L. 105206, §3106(b)(1), added
par. (4).
Subsec. (b)(5). Pub. L. 105-206, §3106(b)(2)(A), added
par. (5).
Subsec. (g)(3). Pub. L. 105-206, §3106(b)(2)(B), added
par. (3).

Subsecs. (h), (i). Pub. L. 105206, §3102(b), added sub-
sec. (h) and redesignated former subsec. (h) as (i).

1986—Subsec. (g). Pub. L. 99-514 substituted ‘‘the
overpayment rate established under section 6621’ for
‘‘an annual rate established under section 6621"".

1982—Subsec. (b)(2)(C). Pub. L. 97-248 inserted ‘‘if such
property was sold,” before ‘‘grant a judgment’” and
‘“‘the greater of—’’ after ‘‘not exceeding’’, redesignated
remaining provisions as cl. (i), and added cl. (ii).

1976—Pub. L. 94-455 struck out ‘‘or his delegate’ after
‘“Secretary’’ wherever appearing.

1975—Subsec. (g). Pub. L. 93-625 substituted ‘‘an an-
nual rate established under section 6621 for ‘‘the rate
of 6 percent per annum”’.

EFFECTIVE DATE OF 1998 AMENDMENT

Pub. L. 105-206, title III, §3102(d), July 22, 1998, 112
Stat. 731, provided that: ‘“The amendments made by
this section [amending this section and section 7433 of
this title] shall apply to actions of officers or employ-
ees of the Internal Revenue Service after the date of
the enactment of this Act [July 22, 1998].”’

Amendment by section 3106(b)(1), (2) of Pub. L. 105-206
effective July 22, 1998, see section 3106(c) of Pub. L.
105-206, set out as a note under section 6325 of this title.
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EFFECTIVE DATE OF 1986 AMENDMENT

Amendment by Pub. L. 99-514 applicable for purposes
of determining interest for periods after Dec. 31, 1986,
see section 1511(d) of Pub. L. 99-514, set out as a note
under section 47 of this title.

EFFECTIVE DATE OF 1982 AMENDMENT

Pub. L. 97-248, title III, §350(b), Sept. 3, 1982, 96 Stat.
639, provided that: ‘“The amendment made by sub-
section (a) [amending this section] shall apply with re-
spect to levies made after December 31, 1982.”

EFFECTIVE DATE OF 1975 AMENDMENT

Amendment by Pub. L. 93-625 effective July 1, 1975,
and applicable to amounts outstanding on such date or
arising thereafter, see section 7(e) of Pub. L. 93-625, set
out as an Effective Date note under section 6621 of this
title.

EFFECTIVE DATE

Section applicable after Nov. 2, 1966, regardless of
when title or lien of United States arose or when lien
or interest of another person was acquired, except in a
case in which a lien or title derived from enforcement
of a lien held by United States has been enforced by a
civil action or suit which has become final by judg-
ment, sale, or agreement before Nov. 2, 1966, or in a
case in which section would impair a priority held by
any person other than United States holding a lien or
interest prior to Nov. 2, 1966, operate to increase liabil-
ity of such person, or shorten time of bringing suit with
respect to transactions occurring before Nov. 2, 1966,
see section 114(a)-(c) of Pub. L. 89-719, set out as Effec-
tive Date of 1966 Amendments note under section 6323
of this title.

§7427. Tax return preparers

In any proceeding involving the issue of
whether or not a tax return preparer has will-
fully attempted in any manner to understate the
liability for tax (within the meaning of section
6694(b)), the burden of proof in respect to such
issue shall be upon the Secretary.

(Added Pub. L. 94-455, title XII, §1203(b)(2)(A),
Oct. 4, 1976, 90 Stat. 1690; amended Pub. L. 110-28,
title VIII, §8246(a)(2)(J)(1), May 25, 2007, 121 Stat.
202.)

PRIOR PROVISIONS

A prior section 7427 was renumbered 7437 of this title.

AMENDMENTS

2007—Pub. L. 110-28 substituted ‘‘Tax return prepar-
ers’” for ‘“Income tax return preparers’” in section
catchline and ‘‘a tax return preparer’ for ‘‘an income
tax return preparer’’ in text.

EFFECTIVE DATE OF 2007 AMENDMENT

Amendment by Pub. L. 110-28 applicable to returns
prepared after May 25, 2007, see section 8246(c) of Pub.
L. 110-28, set out as a note under section 6060 of this
title.

§7428. Declaratory judgments relating to status
and classification of organizations under sec-
tion 501(c)(3), etc.

(a) Creation of remedy

In a case of actual controversy involving—
(1) a determination by the Secretary—

(A) with respect to the initial qualification
or continuing qualification of an organiza-
tion as an organization described in section
501(c)(3) which is exempt from tax under sec-
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