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IRS ANNOUNCES AMNESTY PROGRAM
FOR SECTION 527 ORGANIZATIONS

InJune 2000, President Clinton signed the Section 527
public disclosure law, aimed at requiring political
organizationsto publicly disclose to the IRS their political
activity. Prior to enactment of this law, only political
organizations that were subject to Federal Election
Commissionreportingrules were required to file public
documents atthe federal level.

A“political organization” isdefined to includeaparty,
committee, association, fund, or other organization
(whether or not incorporated) organized and operated
primarily forthe purpose of directly orindirectly accepting
contributions or making expenditures, or both, for an
exempt function, which is defined as influencing or
attemptingto influence the selection, nomination, election
orappointmentofany individual toafederal, state orlocal
public office. These organizationscommonly are referred
toas Section 527 organizations, inreference to the section
of'the Internal Revenue Code that defines them.

The statute added three new reporting requirements
for Section 527 organizations: (1) noticetothe IRS ofthe
organization’s creation; (2) reporting to the IRS of the
organization’s contributions and expenditures; and (3) the
filing of an annual information return. In addition, the
statute expanded the filingrequirements for Form 1120-
POL torequire filingof Form 1120-POL by any Section
527 organization with grossreceipts of $25,000, even ifit
doesnothave any taxable income.

Althoughthe new law took effect July 1,2000, many
political organizations have failed to file the appropriate
forms with the IRS. As a result, the IRS recently
announced an amnesty program for certain of these
Section 527 organizations. Designed to promote maximum
disclosure by 527 organizations, the voluntary compliance
program gives most federal or nonfederal political
organizationsthathave failed to file orhave incompletely
filed forms required by the IRS until July 15, 2002 to
bring their filings into line with statutory requirements.
Failure to meet the filing requirements by July 15,2002
may result in the assessment of taxes, penalties and
interest.

Filing Requirements for Section 527 Organizations
Other than Federal PACs. Section 527 organizations
(other than federal political action committees
(PACs)) with more than $25,000 in gross receipts in a
calendaryear must file four separate forms. First, within
24 hours of establishment, the organization needsto file—
both electronically and in writing—Form 8871 (Political
Organization Notice of 527 Status). Until this form is
filed, the organization’s income (including
contributions) will be subject to taxation. After filing
Form 8871, the Section 527 organizationmust file Form
8872  (Report of Contributions and




Expenditures) periodically, either onamonthly or semi-
annual/quarterly basis with special filing requirements
before elections. Form 8872 discloses information about
persons receiving $500 or more annually from the
organization,as well as persons contributing $200 ormore
annually. A Section 527 organizationthatdoesnotfilea
Form 8872 must pay an amount equal to the highest
corporate tax rate (35%) for every expenditure and
contribution not reported to the IRS. Additionally,
Section 527 organizations also are required to file Form
1120-POL (U.S. Income Tax Return for Certain
Political Organizations) and Form 990 (Return of
Organization Exempt from Income Tax) or 990-EZ
(Short Form Return of Organization Exempt from
Income Tax) annually.

Federal PAC Filing Requirements. Federal PACs are
exempt fromthe filingrequirementsrelatingto Form 8871
and Form 8872. Instead, they need only file Form 1120-
POL and Form 990 or Form 990-EZ, as required by
longstanding Federal Election Commissionrules.

The amnesty program applies to most Section 527
organizations, includingpolitical organizations, PACs,and
federal, state and local candidate committees.

The amnesty program pertains to the following forms
thatare filedonorbeforeJuly 15,2002 (includingapplicable
extensions for Form 1120-POL, Form 990 or Form 990-

EZ):

* Form 8871 - Political Organization Notice of 527
Status,

* Form 8872 - Report of Contributions and
Expenditures,

* Form 1120-POL - U.S. Income Tax Return for
Certain Political Organizations, or

*  Form 990 - Return of Organization Exempt from
Income Tax, or Form 990-EZ - Short Form Return
of Organization Exempt from Income Tax.

The following organizations are notrequired to file
Form 8871 or Form 8872:

» Section 527 organizationsthatalready file regularly
with the Federal Election Commission;

» Section 527 organizations that reasonably expect
theirannual grossreceiptsto be lessthan $25,000 in
each taxable year; and

» Section 501(c) organizations that have political
organizationtaxable income under Section 527(f)(1)
ofthe Code.

Alleligible Section 527 organizationsthatwishtotake
partinthe voluntary compliance program should alertthe
IRSbyincluding“Filed in Accordance with Notice 2002-
34” on any paper forms and correspondence filed in
response to the amnesty program. Electronic formsneed
notincludethis information. Those filinganamended or
corrected form will qualify for the amnesty program,
provided such formsare filed by July 15,2002 and include
all information required by the form rather than only the
new or corrected information. Any Section 527
organization thathas previously paid taxes, penalties or
interest withrespectto a formfiled priorto July 15,2002
may write a letter requesting arefund in accordance with
Notice2002-34.

Copiesofall formsrequiredto be filed by Section 527
organizations can be found on the IRS website at
www.irs.gov. The Form 8871 electronic filing site may be
accessed fromthe IRS website at www.irs.gov/bus_info/
eo/pol-file.html.

Should youhave any questionsregardinghowthe IRS
Amnesty Tax Program may be of particular benefit to
yourorganization, please contact Michael E.Reedat 312/
609-7460 or Kathryn L. Stevens at 312/609-7803.
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e Antitrust matters;

o Taxissues;
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e |Intellectual property protection;

e Meeting and convention concerns;

e Employee benefits matters;

e Personnel considerations; and

e Membership issues.
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