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from:  Richard C. Stark
Agssistant to the Commissioner
subject:

Section 6050M

Attached please find lists of the folks in the intelligence
and law enforcement communities to which a copy of the section
6050M announcement was sent.

As we have previously discussed, we would very much
appreciate your involvement in coordinating an approach to the
problems posed by the announcement with the security community.

Section 6050M and its legislative history, copies of which
are attached, appear to provide us with 1little or no leeway to
carve out exceptions for certafn contracts based on anything
other than a dollar amount.

Assuming that reporting on certain contracts will be
undesirable, it would seem that the following alternatives
could be pursued:

1.

Amending the law to provide a statutory exclusion for .
certain types of contracts,
2.

Repealing the law,
3.

Providing for the exclusion of certain contracts based
4.

on a clear legal standard--such as the exclusion of contracts
based on the fact that disclosure of such contracts would
itself violate a statute, or

Inclusion by the Staff of the Joint Committee on
Taxation in the General Explanation of the Act (i1.e., the Blue
Book), of language indicating that authority exists to

interpret the statute by regulation in a manner consistent with
national security and law enforcement needs.

There may be other approaches that make sense to resolve
the problem, and we are certainly not limited to these four.
However, a common approach satisfactory with all concerned
would be highly desired.
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General Counsel

Defense Intelligence Agency
Room 2E238 - The Pentagon
Washington, D.C. 20340-1029 '

Nr. James Jasinski

Unit Chie:

Federal Bureau of Investigation
JBH PFBI Building - Room 6875
10th and Pennsylvania Avenues
Washington, D.C. 20835

Nr. Den' ‘s F. Hoffman

Chief Couisel

Drug Bnfor-~eaent Administration
1405 I Strecc¢, N.¥. - Room 1112
Washington, D.C. 20537

Nr. Mark N. Richard

Deputy Assistant Attorney General
Criminal Division

Department of Justice - Room 2113
10th Street § Constitution Ave., N.W.
Washington, D.C. 20530

Nr. Gary E. Nead

.Associate Director for Administration
United States Marshals Service

1 Tysons Corner Center

Mclean, VA 22102

Nr. John Kelleher

Chief Counsel

United States Secret Service - Room 842
1800 G Street, N.W.

Washington, D.C. 20223

Nr. Narvin J. Dessler

Chief Counsel

Bureau of Alcohol, Tobacco and Firearms
Room 5226

1200 Pennsylvania Avenue, N.W.
Washington, D.C. 20226

Nr. Nichael T. Schaitz

Chief Counsel

U.S. Customs Service - Room 3305
1301 Constitution Avenue, N.VW.
Washington, D.C. 20229
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Nr. Douglas P. Nulholland

Special Assistant to the Secretary
(National Security)

Department of the Iieasury - Rpom 2049

1500 Pennsylvania Avenue, N.W.

Washington, D.C. 20220

Nr. Selig S. Nerher

Assistant General Counsel (Enforcement)
Department of the Ireasury - Room 2310
1500 Pennsylvania Avenue, N.W.
Washington, D.C. 20220

Ns. Suzanne R. Nclowell
Associate Tax Legisiative Counsel
. Department of the Tr;asury - Room 4206
" 1500 Pennsylvania Avenue, N.W.
Washington, D.C. 20220

Nr. William S. Heffelfinger, III
- Director, Office of Drug Policy
- Department of the Treasury - Room 4328
v . 1500 Pennsylvania Avenue, N.W.
Washington, D.C. 20220

Ns. Patricia NcClanahan '

Attorney Advisor
cOffice of Tax Legislative Counsel
Department of the Treasury - Room 4021
1500 Pennsylvania Avenue, N.W.
Washington, D.C. 20220

Nr. David P. Doherty

General Counsel

Central Intelligency Agency
Office of the General Counsel
Washington, D.C. 20505
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Conference Agreement

The conference agreement follows the House bill and the Senate
amdendment, with modifications. The conference agreement pro-
videe that the primary responsibility for reporting is on the person
respousible for closing the transaction, including any title company
ey who closes the transaction. This is generally the person
ing the settiement. Treasury may issue regulations specify-
i8 the person responsible for closing the transaction, be-
hay not be clear which of several persons is the one re-
i ion. (These reFulations need not
e presence or absence of a legal obligation at closing.)
may p: uniform rules to determine which of
pe olved with the closing is the one with primary re-
sponsibility for the information reporting.

i ' responsible for closing the transaction, the
reporting must be done by the mortgage lender. If there is no mort-
gage lender, the rep orting must be done by the seller’s broker. If
there is no seller's Yroker, the reporting must be done by the
buyer’s broker. If the is no buyer’s broker, the report'u:iis to be
done in accordance wi regulations to be prescribed by the Secre-
de guidance to taxpayers on how this in-
) accomplished well before the effective

hcrete ide guidance as to

The Secre may tion reporting certain
xpu of esta where information re on

ose transactions is
not required on refinancings Secretary

to the gross p req g
The conferees anticipate that this i

done on a Form 1099, similar

len eﬁmmg’ d Dy ot information returns
es req ‘ormation returns

magnetic media (see sec. 6011(e)) will encompass

retumsonrealestate.Thus,alltheinfo mation returns req

to be filed by one entity would generally be Rled together in one

i 'ﬁling.Beeausetheprovisionisdmftedlothat

mandatory reporting on real estate ions\is done under the
neral information reporting require ting to brokers

sec. 6045(a) and (b)), all penalties and related pro

to the general broker reporting requirements also agply to report-

inﬁ_g:realestate transactions. . .
provision is effective for real estate transactions with rs%t
towhichclosingontheeontractoccursonoraﬂer.lanuaryl,1 .

Present Law

There is no provision of present law that requires information re-
porting on persons receiving Federal contracts.
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House Bill

The House bill requires the head of each Federal executive
agency to file an information return indicating the name, address,
and taxpayer identification number (TIN) of each person with
which the agency enters into a contract. The Secretary is given the
authority both to establish minimum amounts for which no report-
ing is necessary as well as to extend the reporti requirements to
Fe'ii‘leé-:l license grantors and subcontractors of Federal contracts.

Senate Amendment

The Senate amendment is the same as the Housge bill, effective
January 1, 1987.

Conference Agreement

The conference agreement follows the House bill and the Senate
amendment, effective January 1, 1987,

3. Information Reporting on Royalties

Present Law

AnumberofprovisionsoftheCode uire that payors of speci-
fied payments report those payments to the IRS and provide a copy
of the information report to the taxpayer receiving the payment.
Section 6041 is the broadest of these provisions; this section re-
quires information reporting on “rent, salaries, wages, premiums,
annuities, compensations, remunerations, emoluments, or other
fixed or determinable gains, profits, and income.” The
regulations for this section specifically require information report-

on royalties.
mfuformation reporting under section 6041 applies to payments to-
talling $600 or more during the taxable year. &her in};mation re-
ing provisions, such as those for interest (section 6049), divi-
ds (section 6042), patronage dividends (section 6044), and unem-
Erey?fnt compensation (section 6050B), apply to payments total-

0 or more during the taxable year.
‘ House Bill
No provision.
Senate Amendment

gat.insemormoretoanyother in a calendar year must
provide an information report on the royalty payments to the IRS.
A copy of this information report must be supplied to the .
If a person makes payments to a nominee, the nominee must
nporttheinformationtothetaxpayerandtothems,uuquirod »

‘ : 80066-4
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Sadtitle C—Information Reporting Provisions

: ENE RuLe.—Section 6045 (relating to returns of brokers)
is amended %y adding at the end thereof the following new subsec-

REQUIRED IN THE CASE OF REAL ESTATE TRANSAC-

RRAL.—In the case of a real estate transaction, the
real estate broRer shall file a return under subsection (a) and a
statement under\qubsection (b) with respect to such transaction.
“?) REAL ESTAXE BROKER.—For purposes of this subsection,
the term ‘real estals broker’ means any of the £¢:ll)lowing rsons
involved in a real esdgte transaction in the following r:
‘(A) the person\(including any attorney or title company)
responsible for closkqg the transaction,
(B) the mo nder,
“CC) the seller’s broker,
‘% the gu)rr";s! brokag, orda ted la
“CB) such other persd igna in regulations pre-
scribed by the Secretary.
Any person treated as a_real eXate broker under the preceding
sentence shall be treated as a broker for purposes of subsection

(cX1).”
(b) Bacxur WrtHHOLDING REQUIREMXNTS.—Paragraph (5) of sec-
tion $406(h) (relating to other definitiyns and special rules) is
amended by adding at the end thereof thx following new su -

graph:

‘YD) REAL ESTATE BROKER NOT TR

t as provided by regulations, suxh term shall not in-

cl any real estate broker (as Nefined in section
6045(eX?)”.

(c) EFFEcTIVE DATE.—The amendments made by\this ?“1'33 ;hall

(a) IN GENERAL.—Subpart B of part III of subchapter A of chap-
ter 61 (relating to information concerning transactions with other
Dpersons) is amended by adding at the end thereof the following new
section:

“SEC. 6650M. RETURNS RELATING TO PERSONS RECEIVING CONTRACTS
FROM FEDERAL EXECUTIVE AGENCIES

‘ta) REQUIREMENT oF REPORTING.—The head of every Federal ex-
ecutive agency which enters into any contract shall make a return
(at such time and in such form as the Secretary may by regulations
prescribe) setting forth—

‘{1) the name, address, and TIN of each person with which
:uncz:agencyentemd into a contract d:ring the calendar year,
a

“(2) such other information as the Secretary may require.
‘“(b) FepErAL Exscurive AGENCY.—For purposes of this section,
the term ‘Federal executive agency’ means—
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“(1) any Executive agency (as defined in section 105 of title 5,
United States Code) other than the General Accounting Office,

“%) any military department (as defined in section 102 of
such title) and

“3$) the United States Postal Service and the Postal Rate
Commission.

“¢c) AutHORITY TOo EXTEND REPORTING TO LICENSES AND Suscon-
rracrs.—To the extent provided in regulations, this section also
shall apply to—

%1) licenses granted by Federal executive agencies, and
“2) subcontracts under contracts to which subsection (a) ap-

plies. .

“(d) AvrHoriry To PrEscriBE MINIMUM AMOUNTS.—This section
shall not apply to contracts or licenses in any class which are below
a minimum amount or value which may be prescribed by the Secre-
tary by regulations for such class.”

z) Crsrical AMENDMENT.—The table of sections for such subpart
B is amended by adding at the end thereof the following new item:

“Sec. 6050M. Returns relating to penons"rweiving contracts from .

Federal executive agencies.

(c) ErrecTIVE DATE.—The amendments made by this section shall
apply to contracts (and subcontracts) entered into, and licenses
granted, before, on, or after January 1, 1987.

SEC. 1523. RETURNS REGARDING PA YMENTS OF ROYALTIES.

(a) IN GENERAL.—Subpart B of part III of subchapter A o[ chap-
ter 61 (relating to irﬁ)rmation concerning transactions with other
persons) is amended by adding at the end thereof the following new
section: '

«SEC. 6050N. RETURNS REGARDING PAYMENTS OF ROYALTIES.
“(a) REQUIREMENT OF REPORTING.—Every person—
“(1) who makes payments of royalties (or similar amounts) ag-
gregating $10 or more to any other person during any cale
r, or
“(8) who receives payments of royalties (or similar amounts)
. as a nominee and who makes payments aggregating $10 or more
during any calendar year to any other person with respect to the
Ities (or similar amounts) so received,
shall make a return according to the forms or regulations prescribed
by the Secretary, setti forth the te amount of such pay-
ments and the name a. addmsoftfspenon to whom paid.

“®b) StaTEMENTS To BE FURNISHED TO PERSONS WitH REesPECT
10 Waosm INFORMATION Is FURNISHED.—Lvery person uired to
make a return under subsection (a) shall furnish to each person
whose name is required to be set forth in such return a written
statement showing—

“1) the name and address of the person required to make
such return, and i
“(8) the aggregate amount of payments to the person required
to be shown on such return.
The written statement required under the preceding sentence shall
be furnished (either in n or in a statement mailing by first-
class mail which inc adequate notice that the statement is en-
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internal Revenue Service Department of the Treasury
Associate Commissioner Washington, DC 20224
(Operations)

December 17, 1986

Mr. Douglas P. Mulholland

Special Assistant to the Secretary (National Security)
Department of the Treasury - Room 2049

1500 Pennsylvania Avenue, N.W.

Washington, D.C. 20220

Dear Mr. Mulholland:

I would like to take this opportunity to share with you
the impact of a recently-enacted provision of the Internal
Revenue Code of 1986. Section 6050M requires the head of every
Federal executive agency to report to the Internal Revenue
Service (IRS) on contracts such agency makes to purchase goods
and services. This applies to all contracts in effect on
January 1, 1987, as well as all contracts entered into after
that date.

The IRS will be issuing regulations early in 1987 to
implement section 6050M, and the information returns will be
processed in early 1988. Bnclosed is a copy of our advance
notice which describes the statute and sets forth the specific
items of information which will be reported to the IRS.

The wording of Section 6050M is very broad and the only
exception allowed is for contracts involving payments of
$25,000 when no exception exists for contracts classified for
national security or law enforcement reasons. We recognize
that reporting classified contracts has implications which do
not appear to be addressed by the statute, and we are striving
to achieve a solution which permits us to carry out our mandate
under Section 6050M with a minimum amount of disruptive effect
on competing governmental interests.

Because your department or agency may have contractual
relationships relating to national security or law enforcement
that would be subject to the information reporting system under
section 6050M, we welcome any thoughts or suggestions that you
may have which would assist us during our implementaton process.
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?

Mr. Douglas P. Mulholland

Please submit these concerns to me at the following
address at your earliest convenience:

Associate Commissioner (Operations)
Internal Revenue Service - Room 3017
1111 Constitution Ave., N.W.
Washington, DC 20224

erely,

P Coates

Bnclosure
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