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CIVIL RIGHTS TAX RELIEF 

 
Mr. BAUCUS.  
 

Mr. President, I congratulate Chairman 
GRASSLEY for assuring that the conference 
committee included Section 703, civil rights tax 
relief, in the conference report. As a member of 
the conference committee, I was very pleased to 
support this very important provision, which 
enjoyed strong bipartisan support among Senate 
and House colleagues. 

As I understand it, the case law with respect to 
the tax treatment of attorney’s fees paid by those 
that receive settlements or judgments in 
connection with a claim of unlawful 
discrimination, a False Claims Act, ‘‘Qui Tam,’’ 
proceeding or similar actions is unclear and that 
its application was questionable as interpreted by 
the IRS. 

Further, it was never the intent of Congress 
that the attorneys’ fees portions of such recoveries 
should be included in taxable income whether for 
regular income or alternative minimum tax 
purposes.  

Is it the understanding of the chairman that it 
was the conferees’ intention for Section 703 to 
clarify the proper interpretation of the prior law, 
and any settlements prior to the date of enactment 
should be treated in a manner consistent with such 
intent? 
 
 
 
 
 
 
 
 
 
 
 
 

Mr. GRASSLEY.  
 

The Senator is correct. 
The conferees are acting to make it clear that 

attorneys’ fees and costs in these cases are not 
taxable income, especially where the plaintiff, or 
in the case of a Qui Tam proceeding, the relator, 
never actually receives the portion of the award 
paid to the attorneys. Despite differing opinions 
by certain jurisdictions and the IRS, it is my 
opinion that this is the correct interpretation of the 
law prior to enactment of Section 703 as it will be 
going forward. 

In adopting this provision, Congress is 
codifying the fair and equitable policy that the tax 
treatment of settlements or awards made after or 
prior to the effective date of this provision should 
be the same. The courts and IRS should not treat 
attorneys’ fees and other costs as taxable income.  

As I stated in my May 12, 2004 press release 
summarizing this and other provisions passed by 
the Senate as part of S. 1637. 

Tax relief gets the headlines, but part of 
tax relief is tax fairness. It’s clearly a 
fairness issue to make sure people don’t 
have to pay income taxes on income that 
was never theirs in the first place. That’s 
common sense. 
Section 703 will help in well known cases, 

such as that of Cynthia Spina, an Illinois police 
officer that secured a settlement in a sexual 
discrimination case that left her owing $10,000 or 
more. There are literally dozens of others like her 
in similar situations and it is my strong belief that 
the courts and the IRS should apply the guidelines 
of Section 703 not only after the date of 
enactment but also to settlements put in place 
prior to that time. 

 
Mr. BAUCUS.  I thank Senator GRASSLEY. …
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