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under subtitle E and chapter 75, sub-
title F, of the Internal Revenue Code of
1954 (or under the corresponding provi-
sions of the Internal Revenue Code of
1939), a single bond will not be accepted
in lieu of two or more bonds except as
provided in the regulations in sub-
chapter E of this chapter (Alcohol, To-
bacco, and Other Excise Taxes).

Closing Agreements and
Compromises

§301.7121-1 Closing agreements.

(a) In general. The Commissioner may
enter into a written agreement with
any person relating to the liability of
such person (or of the person or estate
for whom he acts) in respect of any in-
ternal revenue tax for any taxable pe-
riod ending prior or subsequent to the
date of such agreement. A closing
agreement may be entered into in any
case in which there appears to be an
advantage in having the case perma-
nently and conclusively closed, or if
good and sufficient reasons are shown
by the taxpayer for desiring a closing
agreement and it is determined by the
Commissioner that the United States
will sustain no disadvantage through
consummation of such an agreement.

(b) Scope of closing agreement—(1) In
general. A closing agreement may be
executed even though under the agree-
ment the taxpayer is not liable for any
tax for the period to which the agree-
ment relates. There may be a series of
closing agreements relating to the tax
liability for a single period.

(2) Taxable periods ended prior to date
of closing agreement. Closing agree-
ments with respect to taxable periods
ended prior to the date of the agree-
ment may relate to the total tax liabil-
ity of the taxpayer or to one or more
separate items affecting the tax liabil-
ity of the taxpayer, as, for example,
the amount of gross income, deduction
for losses, depreciation, depletion, the
year in which an item of income is to
be included in gross income, the year
in which an item of loss is to be de-
ducted, or the value of property on a
specific date. A closing agreement may
also be entered into for the purpose of
allowing a deficiency dividend deduc-
tion under section 547. In addition, a
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closing agreement constitutes a deter-
mination as defined by section 1313.

(3) Tazxable periods ending subsequent
to date of closing agreement. Closing
agreements with respect to taxable pe-
riods ending subsequent to the date of
the agreement may relate to one or
more separate items affecting the tax
liability of the taxpayer.

(4) Illustration. The provisions of this
paragraph may be illustrated by the
following example:

Example. A owns 500 shares of stock in the
XYZ Corporation which he purchased prior
to March 1, 1913. A is considering selling 200
shares of such stock but is uncertain as to
the basis of the stock for the purpose of com-
puting gain. Either prior or subsequent to
the sale, a closing agreement may be entered
into determining the market value of such
stock as of March 1, 1913, which represents
the basis for determining gain if it exceeds
the adjusted basis otherwise determined as
of such date. Not only may the closing agree-
ment determine the basis for computing gain
on the sale of the 200 shares of stock, but
such an agreement may also determine the
basis (unless or until the law is changed to
require the use of some other factor to deter-
mine basis) of the remaining 300 shares of
stock upon which gain will be computed in a
subsequent sale.

(¢c) Finality. A closing agreement
which is approved within such time as
may be stated in such agreement, or
later agreed to, shall be final and con-
clusive, and, except upon a showing of
fraud or malfeasance, or misrepresen-
tation of a material fact:

(1) The case shall not be reopened as
to the matters agreed upon or the
agreement modified by any officer, em-
ployee, or agent of the United States,
and

(2) In any suit, action, or proceeding,
such agreement, or any determination,
assessment, collection, payment,
abatement, refund, or credit made in
accordance therewith, shall not be an-
nulled, modified, set aside, or dis-
regarded.

However, a closing agreement with re-
spect to a taxable period ending subse-
quent to the date of the agreement is
subject to any change in, or modifica-
tion of, the law enacted subsequent to
the date of the agreement and made ap-
plicable to such taxable period, and
each closing agreement shall so recite.
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(d) Procedure with respect to closing
agreements—(1) Submission of request. A
request for a closing agreement which
relates to a prior taxable period may be
submitted at any time before a case
with respect to the tax liability in-
volved is docketed in the Tax Court of
the United States. All closing agree-
ments shall be executed on forms pre-
scribed by the Internal Revenue Serv-
ice. The procedure with respect to re-
quests for closing agreements shall be
under such rules as may be prescribed
from time to time by the Commis-
sioner in accordance with the regula-
tions under this section.

(2) Collection, credit, or refund. Any
tax or deficiency in tax determined
pursuant to a closing agreement shall
be assessed and collected, and any
overpayment determined pursuant
thereto shall be credited or refunded,
in accordance with the applicable pro-
visions of law.

§301.7122-0 Table of contents.

This section lists the major captions
that appear in the regulations under
§301.7122-1.

$301.7122-1 Compromises.

(a) In general.

(b) Grounds for compromise.

(c) Special rules for the evaluation of of-
fers to compromise.

(d) Procedures for submission and consider-
ation of offers.

(e) Acceptance of an offer to compromise a
tax liability.

(f) Rejection of an offer to compromise.

(g) Effect of offer to compromise on collec-
tion activity.

(h) Deposits.

(i) Statute of limitations.

(j) Inspection with respect to accepted of-
fers to compromise.

(k) Effective date.

[T.D. 9007, 67 FR 48029, July 23, 2002]

§301.7122-1 Compromises.

(a) In general—(1) If the Secretary de-
termines that there are grounds for
compromise under this section, the
Secretary may, at the Secretary’s dis-
cretion, compromise any civil or crimi-
nal liability arising under the internal
revenue laws prior to reference of a
case involving such a liability to the
Department of Justice for prosecution
or defense.

§301.7122-1

(2) An agreement to compromise may
relate to a civil or criminal liability
for taxes, interest, or penalties. Unless
the terms of the offer and acceptance
expressly provide otherwise, accept-
ance of an offer to compromise a civil
liability does not remit a criminal li-
ability, nor does acceptance of an offer
to compromise a criminal liability
remit a civil liability.

(b) Grounds for compromise—(1) Doubt
as to liability. Doubt as to liability ex-
ists where there is a genuine dispute as
to the existence or amount of the cor-
rect tax liability under the law. Doubt
as to liability does not exist where the
liability has been established by a final
court decision or judgment concerning
the existence or amount of the liabil-
ity. See paragraph (f)(4) of this section
for special rules applicable to rejection
of offers in cases where the Internal
Revenue Service (IRS) is unable to lo-
cate the taxpayer’s return or return in-
formation to verify the liability.

(2) Doubt as to collectibility. Doubt as
to collectibility exists in any case
where the taxpayer’s assets and income
are less than the full amount of the li-
ability.

(3) Promote effective taxr administration.
(i) A compromise may be entered into
to promote effective tax administra-
tion when the Secretary determines
that, although collection in full could
be achieved, collection of the full 1li-
ability would cause the taxpayer eco-
nomic hardship within the meaning of
§301.6343-1.

(ii) If there are no grounds for com-
promise under paragraphs (b)(1), (2), or
(3)(i) of this section, the IRS may com-
promise to promote effective tax ad-
ministration where compelling public
policy or equity considerations identi-
fied by the taxpayer provide a suffi-
cient basis for compromising the liabil-
ity. Compromise will be justified only
where, due to exceptional cir-
cumstances, collection of the full li-
ability would undermine public con-
fidence that the tax laws are being ad-
ministered in a fair and equitable man-
ner. A taxpayer proposing compromise
under this paragraph (b)(3)(ii) will be
expected to demonstrate circumstances
that justify compromise even though a
similarly situated taxpayer may have
paid his liability in full.
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