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National Taxpayer Advocate

Dear Prospective Low Income Taxpayer Clinic Grant Applicant:

I am pleased to announce that the 2004 Low Income Taxpayer Clinic (LITC) grant
application process is now open. Responsibility for the LITC Program has moved to the
Office of the National Taxpayer Advocate and | look forward to working with the LITCs to
enhance both the program and the way IRS administers the program.

Several changes are already planned that will improve IRS’s understanding of and
involvement with the technical components of the LITC Program. We also plan to work with
clinics to establish issue committees, develop more comprehensive program standards,
improve communications, and increase the emphasis on the education and outreach
programs to taxpayers for whom English is a second language. | am excited about the
opportunity we have to improve the LITC Program. By working together, we can make the
LITC Program an avenue for more low income taxpayers.

As the enclosed package materials indicate, the IRS may award grants to qualifying
organizations to fund one-year, two-year or three-year project periods. This package
contains the current program guidelines, eligibility information, certification and assurance
documents, and other materials needed to prepare your grant application. Please note that
this year's package provides an explanation of "ancillary" as it relates to ancillary tax return
preparation.

This package includes instructions to transmit your application to our office electronically or
by mail. The costs of preparing and submitting an application are the responsibility of each
applicant. Your application must be received at Internal Revenue Service, Taxpayer
Advocate Service Mail Stop 211-D, LITC Program Office, 401 West Peachtree St. NW,
Atlanta, GA. 30308 no later than 4:00 pm EST on July 1, 2003. Each application will be
given due consideration and the LITC Program Office will mail notification letters to each
applicant.

If you have questions about the LITC Program or grant application process, please contact
the LITC Program Office at 404-338-7185 or by email at LITCProgramOffice@irs.gov.

| appreciate your interest in the LITC Program and look forward to working with the 2004
Low Income Taxpayer Clinics.

Sincerely
Nina E. Olson
National Taxpayer Advocate

The Office of the Taxpayer Advocate operates independently of any other IRS Office
and reports directly to Congress through the National Taxpayer Advocate.
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INTRODUCTION

This publication outlines requirements for the development, expansion or continuation of a qualifying
IRS Low Income Taxpayer Clinic (LITC) program and provides instructions on how to apply for a
grant under this program. Acceptance into the program will be based on the criteria outlined in this
publication. All applications for this grant must be completed thoroughly and accurately. Failure to
do so may result in an application being eliminated from consideration.

This publication and copies of the required forms and certifications should be retained for future
reference. Interim and annual reporting requirements are included in this package and should be
followed when those reports are prepared.

NOTE: There is a new mailing address for the 2004 LITC grant application. (See page 17 of this
package.) Please use the new LITC Program Office address for all correspondence relating to
the LITC Program. When questions arise regarding the program, they can be submitted by
email to the LITC Program Office at: LITCProgramOffice@irs.gov.

LITC PROGRAM OVERVIEW

The LITC Program provides matching grants for qualifying organizations that represent low income
taxpayers involved in controversies with the Internal Revenue Service (IRS) and for organizations that
provide tax education and outreach to taxpayers who speak English as a second language (ESL) or
who have limited English proficiency (“ESL taxpayers”). Qualifying clinics may not charge for their
services or may charge only a nominal fee.

Low income status is determined by guidelines contained in the Federal Poverty Guidelines, which are
updated annually by the Department of Health and Human Services (HHS).

Section 7526 of the Internal Revenue Code (IRC) authorizes the IRS to award organizations matching
grants of up to $100,000 per year. Applications will be accepted for project periods of up to three years
duration. Funding will be provided by budget periods of one year, subject to the availability of annual
appropriated funds. With respect to applications for two-year or three-year project periods, the second
and/or third years will be funded subject to satisfactory performance, compliance with grant terms, and
availability of appropriated funds. All grant funds awarded to an LITC must be used for the LITC project
specifically authorized in the grant.

The LITC Program is administered by the Office of the Taxpayer Advocate. The Director of the
Taxpayer Advocate Service (TAS) LITC Program Office reports directly to the National Taxpayer
Advocate and is responsible for providing oversight, guidance, and assistance to LITC grantees and
prospective applicants.

LITC PROGRAM GRANT REQUIREMENTS
A. ELIGIBILITY
Organizations must meet the following eligibility criteria:

1. The organization must be a qualified clinic that represents and/or refers low income
taxpayers in controversies with the IRS and/or operates programs to inform taxpayers
for whom English is a second language about their tax rights and responsibilities.
Qualified Clinics are those that do not charge more than a nominal fee to either
represent low income taxpayers in controversies with the IRS or provide tax information
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to individuals for whom English is a second language about their rights and
responsibilities.

a. The term “clinic” includes:

i. a clinical program at an accredited law, business, or accounting school in
which students represent low income taxpayers in controversies with the
IRS, and

ii. an organization described in IRC Section 501(c) and exempt from tax
under IRC Section 501(a) that either directly represents taxpayers or
refers taxpayers to qualified representatives.

NOTE: The IRS may require applicants who propose to charge a fee for their
services to demonstrate that the fee is in compliance with the Statutory
requirement that any fee for representing low income taxpayers in controversies
with the IRS or providing information to individuals for whom English is a second
language about their tax rights and responsibilities be nominal.

b. The term "controversies" includes:
i An IRS account, collection, examination, or Appeals matter;

ii. Representation on a federal tax matter in federal courts, including the
United States Tax Court;

iii. Representation or referral of a low income taxpayer involved in a state or
local tax controversy, if the clinic is also representing or referring that
taxpayer in a federal tax controversy;

iv. Representation or referral of a low income taxpayer involving a state or
local tax controversy if the clinic operates a program to inform ESL
taxpayers about their federal rights and responsibilities; and

V. Providing assistance to a non-filer in the preparation of prior year
return(s), or preparing an amended return, if such assistance is required
or necessary to resolve a controversy for which an LITC is representing a
taxpayer.

C. The "referral activity" for which grant funds may be expended is the referral of
low income taxpayers to qualified representatives who provide pro bono
representation or to nonprofit entities or organizations that provide pro bono or
nominal fee representation to low income individuals. Examples of “referral
activity” include:

i. A panel of qualified representatives maintained by the clinic to whom the
clinic refers matters and who agree to provide pro bono (free)
representation to low income taxpayers;

ii. A panel maintained by a state bar association which, for free or for a
nominal fee, makes referrals to qualified representatives who have
agreed to provide pro bono representation in legal matters; and
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iii. A panel maintained by a state or local society of accountants which, for
free or for a nominal fee, makes referrals to qualified representatives who
have agreed to provide pro bono assistance to taxpayers.

d. A “qualified representative” is any individual, whether or not an attorney, who is
authorized to practice before the IRS or applicable court.

e. A “program to inform” is one in which the clinic has direct consultative contact
with ESL taxpayers about their tax rights and responsibilities.

f. Examples of “qualifying ESL activities” are:

i. an educational outreach program about U.S. taxpayer rights and
responsibilities conducted by a clinic and attended by ESL taxpayers.

ii. direct consultation with an ESL taxpayer regarding their tax rights and
responsibilities.

iii. ancillary assistance to ESL taxpayers in the preparation of federal tax
returns or other required tax forms.

° The term “ancillary” means incidental. That is, the LITC’s program
must focus on outreach and education and not tax preparation. If,
for example, an ESL client requests help with a tax return in the
course of an LITC’s conducting of outreach or education, the LITC
may not provide such assistance unless it arises from, and is
demonstrative of, the LITC’s primary activity of outreach and
education.

° If an LITC advertises its services, it has to advertise and promote
itself as providing information and education to help ESL
individuals understand the federal tax system. For example, an
LITC could advertise a community meeting to acquaint ESL
individuals with their rights and responsibilities under the U.S. tax
system. Posters, radio advertisements, or any other media
announcing the meeting must not mention tax return preparation
or refund claim assistance. Nor can any posters at the LITC
advertise return preparation or refund claim assistance.

NOTE: Generally, if ESL taxpayers require tax preparation assistance, they
should be referred to a Volunteer Income Tax Assistance (VITA) program
(including a program co-located and independently funded by the LITC), a Tax
Counseling for the Elderly (TCE) site, or an IRS field assistance center, where
available. Grant funds awarded to an LITC must be used for the LITC project
authorized in the grant agreement and cannot be used to fund VITA and/or TCE
activities.

The organization may be a clinic providing qualifying services that it conducts within a

broader spectrum of activity, i.e., generally, the operation of a "clinic within a clinic" does
not disqualify an applicant from eligibility for an LITC program grant award. A clinic may
provide representation in non-tax matters as well as representation in tax matters. Such
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clinics must reasonably allocate their expenses and matching funds for services shared
with non-qualifying programs or other organizations in determining allowable expenses
for LITC funding and their compliance with the statutory matching funds requirement.

See OMB Circular A-21, "Cost Principles for Educational Institutions" and Circular A-
122, "Cost Principles for Non-Profit Organizations".

The OMB Circulars are available on the following web page:
www.whitehouse.gov/omb/circulars.

Clinic within a clinic. Services provided to taxpayers by a clinic cannot be
separated and operated out of another clinic within that clinic for purposes of
meeting the 90/250 income requirement. (See “Additional Eligibility Criteria
below for a description of the 90/250 income requirement.)

Start-up Expenses. A clinic may be awarded an LITC grant although it
anticipates that it will not begin the actual conduct of qualifying activities until
after the current grant period (i.e., start-up operations qualify for grant funding.)
Such applicants still must satisfy the statutory matching funds requirement during
the year covered by the grant. In addition, LITC grants to such applicants will be
conditioned on the conduct of qualifying activities during the immediate
succeeding grant year.

Nominal Fee. A clinic also must not charge more than a nominal fee for clinic
services (except for reimbursement of actual costs incurred).

NOTE: A clinic may not charge any fee for the ancillary preparation of a tax
return.

B. ADDITIONAL ELIGIBILITY CRITERIA

1. The 90/250 Requirement

If the clinic represents and/or refers low income taxpayers in controversies with the IRS:

a.

at least 90 percent of taxpayers represented and/or referred must have incomes that
do not exceed 250 percent of the poverty guidelines published annually by HHS, and

the amount in controversy for any taxable year generally must not exceed the
amount specified in IRC Section 7463 (currently $50,000).

Income Ceilings

i. Based on the 2003 poverty guidelines published on February 14, 2003,
the income ceilings for low income representation are as follows:

Size of Family Income Ceiling (250% of
Unit Poverty Guidelines)
1 $22,450
2 $30,300
3 $38,150




Size of Family Income Ceiling (250% of
Unit Poverty Guidelines)
4 $46,000
5 $53,850

ii. For family units with more than five members add $7,850 for each
additional member. Applicants may use the 2003 income ceilings for the
population served during the project period prior to the required adoption
of the 2004, 2005 and 2006 ceilings, regardless of the date of client
intake.

iii. For Alaska and Hawaii poverty guidelines, see HHS Guidelines at
http://aspe.hhs.gov.poverty

Applicants must use the 2004, 2005 and 2006 income ceilings as soon as the
official poverty guidelines are published to determine whether a client seeking
representation is a low income client for purposes of LITC Program funding.
Applicants must adopt the 2004, 2005 and 2006 income ceilings within 30 days
from the date of publication of the HHS poverty guidelines.

2. Definition of Income.

a.

“Income” is defined in accordance with the statistical definition used by the U.S.
Bureau of the Census. See Website at:
http://www.census.gov/population/www/cps/cpsdef.html

For purposes of this grant program, income includes total annual cash receipts
before taxes with the exceptions provided in (c) below. Income includes, e.g.
salaries before deductions, net receipts from self-employment (receipts after
deductions for business expenses), alimony, child support, federally funded and
other public assistance, social security, private pensions, university scholarships,
dividends, interest, net gambling winnings, regular insurance or annuity
payments.

Income does not include capital gains, withdrawals from a bank, money received
from the sale of property, a house or a car, tax refunds, gifts, loans, a lump sum
inheritance, one-time insurance payments, compensation for injury or non-cash
benefits (including, as an example, employer paid or union paid portion(s) of
employee fringe benefits).

3. Definition of Family Unit

a.

For purposes of this grant program, a family unit is defined as an unrelated
individual or a family. An unrelated individual is a person 15 years old or over
who is not living with persons related by birth, marriage or adoption. A family is a
group of two or more persons related by birth, marriage, or adoption who live
together. However, if related individuals live together, but the person seeking
assistance from the clinic is financially independent, then that person may be
treated as a family unit. If two unrelated individuals live together, they constitute
two family units.




For purposes of determining the total number of taxpayers represented or
referred in controversies with the IRS, include both those who do and do not
meet the income requirements, and the total number of ESL taxpayers assisted.
Ancillary preparation of a joint return counts as two taxpayers assisted. If only
one spouse on a joint return is represented or referred, the represented spouse
counts as one taxpayer assisted.

Income Ceiling Applications

a.

The income ceilings should be considered at the time of the client’s intake,
whether the organization provides representation in tax controversies or refers
eligible individuals to other organizations or panels for such representation. The
taxpayer’s status as a low income taxpayer for grant program purposes will not
change based on subsequent changes in the taxpayer’s financial condition.

The Internal Revenue Service will apply the 90/250 income requirement by
looking to the population served during the project period specified in the
program application.

Whether the 90/250 income requirement is met is determined based on
taxpayers actually represented. For this purpose, representation occurs when
the arrangement is memorialized through a letter of engagement, a pro bono
representation agreement, or a Form 2848, Power of Attorney.

Satisfaction of the 90/250 income requirement is determined based on the
means testing of family units, not on the average income of the taxpayers
represented or referred. Therefore, a clinic must maintain records for the total
number of taxpayers represented (or referred) in controversies with the IRS and
the number of taxpayers represented (or referred) in controversies with the IRS
who have incomes which do not exceed 250 percent of the poverty level and
whose cases meet the amount in controversy requirement.

A clinic must base its determination of whether a taxpayer satisfies the 90/250
income requirement on current income information provided by the taxpayer to
the clinic on an intake form (or similar form) at the time the taxpayer seeks the
clinic’s assistance. This determination should not be made based on a
taxpayer’s tax return (other than the current year’s return), even if accompanied
by a certification that the taxpayer’s circumstances have not changed since the
return was filed.

If a clinic represents and also refers taxpayers, the 90/250 income requirement is
determined on the basis of aggregate representations and referrals.

Matching Funds

Applicants must provide matching funds on a dollar-for-dollar basis for all LITC Program
grant funds received.

a.

Cash contributions and third party in-kind (i.e., donated property or services)
qualify as matching funds. The salary, including fringe benefits, paid for the
individuals performing services for the clinic may count as matching funds and
the cost of equipment used in the clinic may count as matching funds. The value
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of volunteer services furnished by professional and technical personnel,
consultants and other skilled and unskilled labor may be counted as matching
funds if the service is an integral and necessary part of an approved project or
program. Services provided by students to satisfy an academic requirement, e.g.,
representation of taxpayers by students enrolled in a clinic sponsored by a law or
business school, do not qualify as matching funds.

NOTE: The rates for volunteer services shall be determined consistent with the
principles stated in OMB Circular A-110, "Grants and Agreements with
Institutions of Higher Education, Hospitals and Other Non-Profit Organizations”,
Subpart C, Section .23. The OMB Circulars referenced in this document are
located at the following web address: www.whitehouse.gov/omb/circulars

b. Program income (i.e., the clinic’s receipts from activities that serve grant
purposes) count as matching funds. For example, these types of fees may
count as matching funds: registration fees for training and technical assistance
programs for tax practitioners who serve the low income community, registration
fees for informational programs for taxpayers for whom English is not a primary
language and nominal fees for legal services.

i. Indirect expenses, including general overhead of the institution
sponsoring the clinic, shall not be counted as matching funds, except for
salaries and equipment as indicated above.

ii. OMB guidance restricts percentages of overhead that can be charged.

iii. Grant awards may be made on the basis of good faith estimates of
matching funds, including verifiable pledge commitment(s) or likely
sources of funding.

C. For a clinic to obtain a grant payment in advance of actual disbursement or
receipt of the required non-federal match, the clinic must have firm commitments
for the required matching funds. A firm commitment, at a minimum, consists of a
binding written agreement between the grantee and the source of the matching
funds that is conditioned solely upon the availability of federal assistance (and
such other conditions as approved in advance by the IRS).

NOTE: Funds from other federal grants cannot be counted as matching funds
unless authorized by statute. (See OMB Circular A-110, § 23.) Legal Service
Corporation funds are ineligible.

LITC PROGRAM STANDARDS

Low Income Taxpayer Clinics will be held to certain operating and ethical standards during the
duration of their grant period.

1. Committee Service. Each clinic is required to provide a representative to serve on an
LITC substantive issue committee. These issue committees will focus on substantive,
administrative, and procedural tax issues that impact low income and/or ESL taxpayers.
Examples of committee issues are the Earned Income Tax Credit (EITC), Individual tax
identifying numbers (ITINs), simplification of notices sent to taxpayers, increased use of
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E-File by and the availability of free e-filing for low income taxpayers, multilingual tax
initiatives, and numerous federal tax compliance issues (i.e., Schedule C non-filers, offer
in compromise (OIC), private debt collection, and access to representation.)

Standards for Clinic Operation. The LITC Program Office is developing standards of

operation for LITC grant recipients. Organizations that are awarded a grant will be
provided copies of these standards. The LITC Program Office will consult with LITCs
and others to develop meaningful operating standards. To date, LITC Program
standards include:

a.

Qualified Tax Expert Requirement — Availability of staff member with tax law
expertise.

Qualified Business Administrator — Availability of staff member with business
administration expertise.

Internal Controls — Assurance of compliance, safeguarding of assets, costs
allowable, authorized and allocable.

Publicity/Marketing — Effective publicity/marketing efforts to targeted audience.

Mentoring Programs — Availability of mentoring and other technical assistance for
clinic staff and volunteers.

Networking - development and maintenance of relationships with other
community based organizations.

Tax Library — accessibility to and adequacy of tax library and research
arrangements.

Continuing Professional Education (CPE) — quality of training of the clinic staff,
volunteers and other program participants to increase their knowledge and sKkills
to effectively deliver the services for which the clinic is funded.

Qualified Volunteers — qualifications, training, and background of volunteers used
in the clinics.

IV. LITC PROGRAM ADMINISTRATIVE REQUIREMENTS

A

GRANT AWARD ADMINISTRATIVE REQUIREMENTS

Grant award administrative requirements are set forth in OMB and Treasury Circulars. The
basic administrative requirements applicable to individual Grant Agreements are contained in:

e OMB Circular No. A-110, "Uniform Administrative Requirements for Grants and Agreements
with Institutions of Higher Education, Hospitals and Other Non-profit Organizations", and

e OMB Circular A-133, "Audits of States, Local Governments, and Non-profit Organizations".




All applicable provisions of these circulars as revised, and any existing and further supplements
and revisions are incorporated into these program requirements and into all Grant Agreements
entered into between the IRS and clinics.

The OMB Circulars referenced are available at the following web site:
www.whitehouse/omb/circulars.

1. Programs involving use of federal funds are governed by a wide variety of federal laws,
federal regulations, Executive Orders of the President, circulars and directives from the
Office of Management and Budget (OMB) and other Federal agencies. These include:

a. Certain civil rights laws, including Title VI of the Civil Rights Act of 1964, as
amended by the Civil Rights Restoration Act, Public Law 100-259, 102 Stat. 28,
March 22, 1988; Title | X of the Education Amendments of 1972; as amended;
Section 504 of the Rehabilitation Act of 1973, as amended; and the Age
Discrimination Act of 1975, as amended.

b. Restrictions on political activities at 18 U.S.C. §§ 595, 598, 600-603;

C. The preservation requirements in the National Historic Preservation Act (16
U.S.C. § 470 et seq.) and the Archeological and Historic Preservation Act of 1966
(16 U.S.C. § 469a-1 et seq.);

d. Environmental requirements of the Clean Air Act (42 U.S.C. § 7401 et seq.);

e. The non-pollution requirement of the Federal Water Pollution Control Provisions
(33 U.S.C. § 1251 et seq.); and,

f. Restrictions on lobbying (18 U.S.C. § 1913).

2. Certifications are required for LITC funding, according to the “common rule” on non-
procurement, debarment and suspension adopted by Department of Treasury at 31
CFR, Part 19, Subpart F. This means you must certify that your organization and LITC
Program Director are not presently debarred or suspended from covered transactions by
any Federal agency. In addition, you must certify that within the three-year period before
applying for a grant, your organization and LITC Program Director have not been
convicted of or had a civil judgment rendered against them for fraud, theft or certain
other offenses, and have not had one or more public transactions terminated for cause
or default. You must also certify that your organization and LITC Program Director are
not presently criminally or civilly charged with certain offenses.

3. Additional certifications are required according to the Government-wide requirements for
a drug-free workplace (Pub.L. 100-690, Title V, Subtitle D, 41 U.S.C. §§ 702-707),
adopted by Department of Treasury at 31 CFR, Part 19, Subpart F.

4, Certification forms are included in the forms section of this application package.
B. GRANT AGREEMENT
1. LITC organizations execute Grant Agreements with the IRS in compliance with Public

Law 105-206. The IRS, subject to the availability of appropriated funds, is authorized to
award grants to provide matching funds for the development, expansion, or continuation
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of qualified LITCs. The LITC Grant Agreement includes functions and duties to be
performed by the LITC grantee, cites the geographic area of clinic services, as specified
in proposed program plan, lists the maximum amount of grant award, the type of
services to be performed by clinic, the grant period, and any additional requirements
specified in the application package and other pertinent information.

The LITC Program Grant Agreement may be awarded for up to a three-year
performance period. Periods of performance may be:

a. Single Year Award  January 1, 2004 through December 31, 2004

b. Two Year Award January 1, 2004 through December 31, 2005; or

C. Three Year Award  January 1, 2004 through December 31, 2006

Grant Agreements with an approved program plan of two or three years will be funded
for each subsequent year subject to the availability of annual appropriated funds,
satisfactory performance, and compliance with grant terms. Grant Agreements entered
into prior to Congress passing an appropriations act for the fiscal year that is covered by

the agreement are contingent on availability of funds.

The necessity for re-negotiation, suspensions, or terminations of Grant Agreements will
be determined solely by the IRS and will not be subject to appeal.

This grant agreement shall be terminated and enforced in accordance with OMB Circular
A-110.

C. CIVIL RIGHTS REPORTING REQUIREMENTS

1.

Overview

This information is being collected to enforce Title VI of the Civil Rights Act of 1964, as
amended, which prohibits discrimination on the basis of race, color, or national origin in
any program or activity receiving Federal funds; Title IX of the Education Amendments of
1972, as amended, which prohibits discrimination on the basis of sex in any program or
activity receiving Federal funds; Section 504 of the Rehabilitation Act of 1973, as
amended, which prohibits discrimination on the basis of disability in any program or
activity receiving Federal funds; and Age Discrimination Act of 1975, as amended, which
prohibits discrimination on the basis of age in any program or activity receiving Federal
funds. This section describes the data collection and reporting requirements required of
Low Income Taxpayer Clinic grant applicants by IRS to meet its responsibilities under
these laws.

Civil Rights Reporting Requirements

(All of the questions must be answered and included with the submission of the
certification statement civil rights assurance form. This information is mandatory and
required of every applicant on an annual basis)

This information is required pursuant to the civil rights statutes and the regulations of the
Department of Justice (DOJ) and the Department of the Treasury and must be submitted
prior to the approval of any IRS financial assistance application. Recipients of LITC
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multi-year grants shall provide updated information on an annual basis. All applicants
must submit a response to the IRS information outlined below as outlined in subsections
a through e. As a condition of eligibility under the LITC Program, the applicant must
provide the requested information in their grant application package.

a.

A list of active lawsuits or complaints naming the applicant which allege
discrimination on the basis of race, color, national origin, age, sex, or disability
with respect to service or benefits being provided. The list should include: the
date the lawsuit or complaint was filed; a summary of the