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The History of Tax Liens and Tax Deeds
Tax liens and tax deeds have a long and complex history, dating back to ancient times. They have evolved significantly over the centuries, reflecting changes in tax systems and legal frameworks. This presentation will explore the history of these legal instruments, highlighting their evolution and significance in the context of modern finance and real estate.











What is a Tax Lien?




A tax lien is a legal claim secured against property for unpaid taxes. It's a way for the government to ensure it gets paid back if the property owner fails to pay their taxes. The government essentially becomes a creditor, with the lien securing its claim against the property.

Tax liens can be filed by both federal and state governments, depending on the type of tax owed. They can be filed against a variety of property types, including residential, commercial, and industrial properties. Once a tax lien is filed, it becomes a public record, which means it can be viewed by anyone.


The Federal Tax Lien in the United States




Tax Law Changes1

The Internal Revenue Code (IRC) governs federal tax liens in the US, established in 1954. This code has undergone numerous revisions since its inception, with major changes occurring in 1986 and 1997.

Federal Tax Lien Act of 1966
Prior to 1966, federal tax liens were governed by a hodgepodge of statutes and court decisions. The Tax Lien Act of 1966 (TLA) established a comprehensive set of rules for federal tax liens, bringing order and uniformity to the system.2


Real Estate Sales
The TLA addressed the impact of tax liens on real estate transactions, ensuring that buyers are aware of any liens before purchasing property. This helped to prevent fraud and protect the interests of both buyers and sellers.3



Perfection of Federal Tax Liens

Filing
A federal tax lien is perfected when it's filed with the appropriate government office, typically the county recorder's office where the property is located.
Once filed, the lien becomes a matter of public record, giving notice to the property owner and any potential buyers.
Notice
The filing of the tax lien puts prospective buyers on notice that there's a claim against the property. This allows buyers to research the lien's details and factor its implications into their purchasing decision, helping to avoid potential legal disputes later.
Priority
The date the lien is filed determines its priority in relation to other claims against the property. Earlier filed liens have a higher priority, meaning they will be paid first if the property is sold to satisfy debts. This priority system is crucial for protecting the government's interest in recovering unpaid taxes.



Subsequent Liens Taking Priority Over Tax Liens




Mechanic's Liens
Mechanic's liens are a type of lien that arises when someone performs work on a property, but doesn't get paid. These liens can sometimes take priority over tax liens, particularly if the work was done before the tax lien was filed.

Real Estate Mortgages
Mortgages are loans secured against a property. If a mortgage was recorded before the tax lien was filed, it will generally take priority. This prioritizes the lender's claim on the property, ensuring they receive payment if the borrower defaults on their loan.

Judgment Liens
A judgment lien arises when someone wins a lawsuit against another person and is awarded money. These liens can sometimes take priority over tax liens, but the specific rules vary depending on the jurisdiction.

Certificate of Release of Federal Tax Lien


When a taxpayer fully pays their tax debt, the IRS issues a Certificate of Release of Federal Tax Lien, effectively releasing the lien and removing the claim against the property.1
2
3



The release of the lien helps restore the property's title to its original condition, making it easier for the owner to sell or refinance the property. It also removes the cloud of a lien that could potentially discourage potential buyers.


The certificate serves as official documentation that the lien has been extinguished, providing legal evidence for the owner to prove that the debt has been settled and the claim against the property has been released.



Difference Between a Federal Tax Lien and an Administrative Levy
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Federal Tax Lien
A tax lien is a legal claim against property for unpaid taxes, providing the government a claim to the property's value to ensure payment. The lien doesn't immediately take possession of the property; it simply secures the government's claim.

Administrative Levy
An administrative levy is a more forceful action taken by the IRS to collect unpaid taxes. It involves seizing and selling the taxpayer's property to satisfy the debt. This is a more drastic step and is often used as a last resort when other collection methods fail.

Tax Deeds and Tax Deed Sales



Tax Deed Sale1

If a property owner fails to pay their taxes, the government can sell the property through a tax deed sale.Tax Deed
2
The buyer receives a tax deed, transferring ownership of the property. This
deed is issued by the government, but the sale doesn't necessarily extinguish any existing liens.
3
Liens
Existing liens on the property may still have to be paid by the new owner, depending on their priority. This is why it's important for potential buyers to carefully research a property's
history before purchasing it.
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