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MEMORANDUM FOR: L&PLD/OGC - R T STAT
: ‘ * 0SD/0GC . STAT

FROM: | | Legislation Division STAT
Office of Congressional Affairs

SUBJECT: Section 6050M of Tax Code and Technical
Corrections Package (H.R. 4333 and S. 2238)

1. On 26 July 1988, the Senate Finance Committee approved
" the technical corrections package concerning the Tax Reform Act
of 1986. The full House approved its version on 4 August 1988,
but the Senate will not vote on the bill until after the August
recess. Attached is a copy of the provision as passed by the
House as well as the language found in both the House and
Senate reports.

2. Should you have any guestions, please telephone me on
- ‘ : STAT

STAT

Attachments

OCA (11 August 1988) - ' STAT

Distribution:
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- DDL/OCA
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5. Information reporting by brokers (sec. 115(e) of the bill, sec.
1521 of the Reform Act, and sec. 6045 of the Code)

Present Lair

Persons doing business as a broker must report on specified type
of transctions they effect for customers. Generally, reporting is re.
quired on sales of securities, commodities, regulated futures con-
tracts, precious metals, and real estate.

Explanation of Provision

The bill provides that a person shall not be treated as a broker
with respect to activities consisting of managing a farm on behalf
of another person. This exempts farm managers from the require.
ment of filing a Form 1099-B with respect to their farm manage.
ment activities. This information must be filed by these farm man.
agers on a Schedule F, where it is provided in a more usefuy]
format. Consequently, filing this information on a Form 1099-B s
duplicative. This provision is effective as if included in the Tax
Equity and Fiscal Responsibility Act of 1982 (which generally im-
posed these information reporting requirements).

The bill provides that the person required to provide information
returns on real estate transactions (who is generally defined as the
person responsible for closing the real estate transaction) is to be
gallﬁd a “real estate reporting person” instead of a “real estate

roker."

The bill also makes it unlawful for any real estate reporting
person to charge separately any customer for complying with the
information reporting requirements with respect to real estate
t;an;zﬁ:tions. This provision is effective on the date of enactment of
the bill.

6. Information reporting on persons receiving contracts from cer-
tain Federal agencies (sec. 115(f) of the bill, sec. 1522 of the
Reform Act, and sec. 6050M of the Code)

Present Law

Present law requires that the head of each Federal executive
agency file an information return with the IRS indicating the
name, address, and taxpayer identification number of each person
with which the agency enters into a contract. The agency must also
report any additional information required under Treasury regula-
tions. There is no exception from this information reporting in
present law for contracts involving national security, confidential
law enforcement, or foreign counterintelligence activities.

Explanation of Provision

The bill excepts specified types of contracts from the general in-
formation reporting requirements applicable to Federal executive
agencies, and subjects those types of contracts to a different form of
information reporting.

There are two types of contracts between a Federal executive
agency and another person that are subject to these special rules.
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The first is a contract where either the fact of the existence of the

contract or the subject matter of the contract has been classified.-

This is accomplished by designating and clearly marking or clearly

- representing, pursuant to the provisions of Federal law or an Exec-

utive order,®! that the contract or the subject matter of the con-
tract requires a specific degree of protection against unauthorized
disclosure for reasons of national security. The second type of con-
tract subject to the special rules is a contract involving a confiden-
tial law enforcement or foreign counterintelligence activity. In

* order to be eligible for these special rules, the head of the Federal

ecutive agency (or his designee) must determine in writing that
‘gliing the information return generally required of Federal execu-
tive agencies would interfere with the effective conduct of a confi-

" dential law enforcement or foreign counterintelligence activity.

This determination must be made pursuant to r_egulgtiox:xs issued
by the Federal executive agency m:_a.king the determination. Thls
second type of contract involves primarily undercover operations
(including sites for undercover operations) and informants. )

These two types of contracts are subject to special mform.atlon
reporting requirements, and are exempted from the general infor-
mation reporting requirements of section 6050M. The special infor-
mation reporting requirements are that the IRS must first request
that the Federal executive agency acknowledge whether that
agency has entered into a contract with a particular person, who
must be identified in the IRS request. The Federal executive
agency must in response acknowledge whether it has entered into
a contract with the specified person. If it has, it must prowde to
the IRS with respect to that person the information required to be
reported under section 6050M. In addition, the agency must pro-
vide whatever additional information the agency and the Treasury
agree is appropriate. The term “person” has the meaning given In
section 7701(aX1). - o

It is contemplated that the information provided by Federal exec-
utive agencies to the IRS under these special rules might need to
be provided only to certain IRS employees, such as those with secu-
rity clearances. If this is necessary, it is also ..contemplabegl that the
Federal executive agencies will cooperate with the IRS in expedi-
tiously obtaining clearance for the IRS employees. R

This provision is effective as if included in the 1986 Act (i.e., on
January 1, 1987). ‘ :

7."Information reporting on royalties (sec. 115(g) of the bill, sec.
1523 of the Reform ‘Act, and sec. 6676 of the Code)

Présent Law

Persons who make payments of royalties aggregating $10 or
more to any person in a calendar year must provide an mformgatlon
report on the royalty payments to the IRS (as well as provide a
copy to the payee) (Code sec. 6050N). L

o1 ive Order. 12356 is the currently effectivé Executive order prescribing a uniform
systergxficrug:;ifyinegr, declassifying, and safeguarding national security information (47 Federal
Register 14874; April 6, 1982). .
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{B) Paragraph 11) of section Mé2(d) of the

Code s wmended by &liriking out

ot
The amendments matde by this paro-
3L 1938 ¢ .
(18) Clause 14} of section PSENAIT2/(B) of
Ore 1086 Code is amendod to reed as follows:
“¥U the value of Dae property involved in
such trangfer reduced by She sum of —
“UI) any Federul estate taxr or state death

utable to such property, and

‘“‘/I1L) @ny chanitabie deduction allowed
under section 2055 or 2522 with vespect fo
such property, and”.
420) Paragraph (2) of section 26511 of the
1988 Oode i3 emended by striking oxt ‘a
spouse of the tranzferor” and inserting in
laieeu thereof “a spouse (or former spouse) of

) AMTNDMENTS Rr1aTRn 10 SECTION 1433
OF THZ REFORM ACY. —

(1) Sudsection fe) af section 1433 of the
Reform Act is gmended by striking out “this
mv't::uud inserting in Kew thereaf “this sub-

42/ Paragraph 12) of section 1433(b) of the
Reform Act is amended—

€A) by atriking out “this part” én the mate-
rial preceding subparagraph (R) end insert-
img in licu thereaf “this subtitle”,

¢B) by inserting before the commae al the
end of subparagronk (A) the following: “(or

subpa 1B).
43)(A) Subsection 1b) of section 1432 af the
Reform Act is amended by striking out para-
graph {3) and inserting in lieu thereaf the
ollowing new paragraphs:
“43) TREATMENT QF CERTAIN TRANSFERS TO

GRANDCHILDREN, —

“(A) IN GENERAL—For purposes af chapter
13 of the Internal Revenue Code af 1886, the
tersm “direct skip®' shall no! #nclude any
transfer Yefore January 1, 1980, from @
transferor to a grandchild qf the trangferor
to fhe extent the aggregate transfers from
such transferor to such grandchild do not
exceed $2,0600,000,

“(B} TREATMENT OF TRANSFERS IN TRUST.—
For purposes of subparagraph (A), ¢ transfer
in trust for the benefit of a grandchild shall
Be treated as @ transfer ¢o such prandchild if
fend only if/—

YU during the dife of the grandchild, no
portion of the corpus or income aof the trust

-may be distributed to {or for the denefit of)
eny person ofher than such grandchild,

“l1i) the assets of the trust will be tnclud-
ible in the gross esiate of the grandchild if
the grandehild dies before the trust is termi-

and .
“Ytii) all of the tncome of the trust for peri-
. ods after the grandchild has attained age 21
will be distributed to for for the denefit of)
such grandchild not less frequently than an-
nually.

*“¢C) COORDINATION WITH SECTION 2653(Q) OF
THE 1335 CODE.—In the case of any transfer
which would be ¢ generation-skipping trans-
Jer but for subparagraph 1A/, the rules of sec-
tion 2653(a) of the Internal Revenue Code of
1986 shall apply as if such Iransfer were a
generation-skipping transfer.

“4D} COORDINATION WITH TAXABLE TERMINA-
TIONS AND TAXABLE DISTRIBUTIONS.—For pur-
poses of chapter 13 aof the Internal Revenue
Code nf 1986, the terms %arable lfermina-
tion.’ and taxable distribution’ shall not in-
clude any transfer which would dbe g direct
skip but for subparagraph {A).

o
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.

- B} Chxxse 13432 o pection 164300 3HB) of

e Rclorm At ¢us amended By subpere-
oraph {4)) shall apply only S0 Zrensfers gfter

14) Bwbsection (4) of section 1433 of the
Reform Act 42 amended—

{A) by striking ox! “ghall be treated a3 c
direct skip” and insertimg $= dies Diereos/
*shall bet:aatadm @ -direct askip to such

grandchild”,

(B} by striking ont “would be = direct
skip” in subpuragraph 1B) and taserting in
dieu thereo/ *“womld de & direct skip o a
grandchild”, and

(C) by adding at the end thereaf the follow-
fag mew sentence: “Umiess the grandchild
otherwise directs by will, the estate af such
grandchild shall de entitlied to recover from
the person receiving the property om the
death qf the grandcehild any increase §n Fed-
eral estate taz on the estute of the grand-
child by recson of the preceding sentence
SEC. 115, ANENDMENTS RELAYED ¥© TITLE X7 OF

THE REFORM ACT.

{0) AMENDMENT REi4TXD ¥O SrcTion 1501
Or THE REFORN AcT.—Subparagreph {B) of
section €724(4)(2) @f the 1386 Code is
wmended dy striking out *“663116™ and in-
serting in lieu thereaf “$0311d) or (¢},

(b) AMENDMENTS RELATED TO SECTION 1503
O7 THE REFORM ACT. — .

{1) Subparagraph (A} of section 6013(bi(5)
Qf the 1886 Code s amended to read as fol-

lows:

“(A) COORDINATION WITH ZECTION 8853.—FOr
purposes of section 6653, where the swm of
the amouhts shown as tax on the separate
returns of each spouse és less than the
amount shown as tar on the join! retwrn

-made under this sudsection—

“ti) such sum shall be treated s the
amount shown ox the joint retxrn,

“ii) any nepligence lor disregard af rules
or regulations) on either separate return
shall be treated as ncgligence (or such disre-
gard) on the yoint return, and

“tiil) any Sfraud on either separate return
ghall be trealed as fraud an the joint
refurn.® -

42)1A) Paragraph {1) of section 8653(a) of
the 1986 Code is amended to read ax follows:

" *{1) IN GENERAL—If any part of gny under-

payment (as defined in subsection fc)} of tax
required o be shown on a return is due fo
negligence (or disregard of rules or regula-
tions), there shall be added to the tar an
amount egual to § percent of the underpay-
ment.” -

(B} Paragraph (1) of section 6653b) of the
1986 Code is amended to read as follows:

“€1) IN GENERAL.—If any part of eny under-
payment {as defined tn subsection fc)) of tax
required to de shown on @ retwn % due to
Jraud, there shall de added to the tar an
amount equal to 75 percent aof the portion of
the underpayment which is atiributabdle to
fraud >

1C) Paragraph 12) of section 66011e) of the
1986 Code is amended by striking out “6659”
each place it appears end inserting in leu
thereof “’6653, €659*,

13} Subsection fg) af section 6653 of the
1986 Code is amended by adding at the end
thereof the following new sentence: *If any
penally 4 imposed under subsection (a) by
reason of the preceding sentence, only the
portion of the underpayment which i3 at-
tridutable to the failure described in the pre-
ceding sentence shall de taken into account
in defermining the amount of the penally
under subsection 1a).”

wials ased % Shapter 13 oF Bhe Inter- S0 etuil

ucted on the dey defore he date of Dhe enaci-
ment of the Omribus Budpet Reconctliation
Act of 298¢

1d) ANTINDRENTS RELATID 7O Sscrios 1511
or THE Rrrorm AcT.—Section 8621 -Qf the
1956 Code 13 amended—

(1) by striking oul “shori-term Federal
rate”™ each place it appears in subsections
fa) and (b)(1) and inserting in liex thereof
“Federal short-term rate’, and

12) by siriking oul “SHORT-TxRM FEDERA:
RATE” in the heading Qf subsection (b) end
inserting in liew thereqf “FEDERAL SHORT-
TERM RATE”,

{e) AMENDMENTS RELATED IO SECTION 1521
OF THE REFPORM ACT.—

11)(A) FParagreph (1) of section 60451c) qf
the 1886 Code is amended by adding af the
end thereqf the jollowing aeiw sentence:

*4 person shall mot be treated us ® broker
with rezpect to activities conristing of man-
aging a farm on behalf of another person. ™

{B) The amendmen! wmade dy subpara-
graph {A) shall take effect as 4 included in
the emendments made by section 311(ar1)
of the Tux Equity and Fiscal Responsibitity
Actof 1982,

12){A) Subsection fe) of section 6645 of the

1886 Code is amended by adding ai the end
thereof the folowing nexw paragraph-
- *13) FRORIBITTON OF BEPARAYE CHARGE POR
FILING RETURN.—It shall be wnlewfsl for eny
real estate reporting person to separately
charge eny customer for complying with any
requirement of paragraph (1)

{B) The amendment made by subpara-
graph 14) shall take effect on the dale of the
enactment of this Act.

13) Bubsection fe) of section $6045 af the
1986 Code iz amended—

{A) by striking ou! “real estute droker”
each place it appears tn the lext and insert-
ing in hew thereof “veal eslole reporting
persor”, and

{B) dy striking oul “REAL ESTRTE BROKER"
tn the heading of paragraph 12} and tnsert-
tng in lieu thereqf *REAL ESTATE REPORTING

/) AMERDMERY RELAYED WO SECTION 1522 O
¥ RrroRM ACT.—Seclion 6050M of the 1986
Code i3 amended by adding at the end there-
of the following new subsection:

“fe) EXCEPTION POR CERTAIN CLASSIFIED OR
CONFIDENTIAL CONTRACTS. —

“Y1) IN GENERAL—EZxcep! vs provided in
paragraph (2), this section shall not apply
in the case of a contract described in para-
graph {3/ -

“(2) REPORTING REQUIREMENT.—Each Feder-
al executive agency which has enlered into a
contract described in paragraph (3) shall,
upon ¢ request of the Secretary which iden-
tifies a wparticular persom, acknowledge
whether such person has entered into such a
contract with such egency and, {f so, pro-
vide o the Secrelary-—

“YA) the information reguired under this
section with respect to such person, and

*{B) such other information with respect
to zuch person which the Secretary and the
head of such Federal executive agency agree
is appropriate.

*(3) DESCRIPTION OF CONTRACT.—For pur-
poses of this subsection, u contract between
a Federal erecutive agency and another
person is described in this paregraph if—
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or
“/B) the head af such Federnl ezecutive
eapgency for his designee) pursuant to regula-
Lions tssued by such agency determines, x
writing, that fling the yeguired return
under this section would tnterfere with the
effective conduct of a confidential law en-
itovimty went or foreign counlerintellipence ac-

{0) AMENDNENTS RELATED TO SECTION 1523
or THE RErORN AcCT.—Section 6876 of the
2886 Code is amended—

(1) by striking out “6048, or 8050N” in
subsection (a)(3) and inserting in lieu there-
of “or 6049",

€2) by striking out “6049, or 6050N” in
subsection (bJ)(1)(A) and inserting tn lieu
thereof “or 6049, and

13) by striking out *, DIviDENDS, AND ROY-
ALTIES” tn the heading for subsection (b) and
tnserting in liex thereof “aND DIVIDEND”,

(h) AMENDMENTS RELATED TO SECTION 1542
OF THE RErorM Act.—Subsection (h) of sec-
tion 6154 of the 1986 Code (as in effect
before its repeal by the Revenue Act of 1987)
s amended—

(1) by striking out “subject to the tax im-
posed by section €940 in paragraph (1),

(2) by amending paragraph (2) to read as
Jollows: 4 ;

“2) anﬂ/ta.t imposed by section 5§11, and
any tax imposed by section 1 or €940 on a
private foundation, shall be treated as a tax
tmposed by section 11, and”, and

(3) by edding at the end thereaf the follow-

ing new sentence:
“In the case of ar organization described in
paragraph (1), subsection (c) of section 6655
shall be applied by substituting ‘5th month’
Jor ‘third month’ and subsection (d/(3/)(A) of
section 6655 shall be applied by substituting
‘2 months’ for ‘3 months’ in clause (i), by
substituting ‘4 months’ for 5 wmonths, in
clause (ii), by substituting ‘7 months’ for §
months’ in clause (iii), and by substituting
10 months’ for ‘11 months’ in clause (iv).”

i) AMENDMENT RELATED TO SECTION 1551 OF
THE REFORM AcT.—Clause f(iii) of section
7430(c)(2/(A) of the 1986 Code is amended to
read as follows:

“(iii) meets the requirements of the st
sentence of section 2412(d)(1)(B) of title 28,

gUnited States Code {as in effect on October
22, 1986) and meets the requirements of séc-
tion 2412(d)(2)(B) of such title 28 (as so in
effect).”

j) PROVISION RELATED 70 SECTION 1556 OF
THE REFORM ACT.—To0 the extent the salary
recommendations submitied by the Presi-
dent on January 5, 19887, are inconsistent
with the provisions of section 7443A1d)(1) of
the 1986 Code, such recommendations shall
nol be effective for any period. .

(k) AMENDMENT RELATED TO SECTION 1557 OF
THE REFORM ACT.—

(1) Subsection (d) of seclion 7447 of the
1986 Code is amended by adding al the end
thereof the following new sentence: “In com-
puting the rate of the retired pay wunder
paragraph (1) of this subsection for any in-
dividual who is entitled thereto, any period
during which suck individual performs serv-
ices under subsection (c) on a substantially
Jull-time basis shall be treated as a period
during which he has scrved as a judge.”

2/ The amendment made by paragraph
11} shall epply for purposes of determining
the amount of retired pay for months begin-
ning after the date of the enactment of this
Act regardless of when the services under

iA) dyy
respossy to & summons descrided tn subsec-
ton {7 after "the summons descrided in
edion (¢),”, end .

IB) by striking out “the summons iz (ssued
other™ hnd fnserting in lieu thereaf “the
summons §s {ssued”.

12} Bubsection i} of section 7609 of the
1986 Code is amended—

{A) by striking oxt “the third-party record-
keeper” in paragraph (4) and inserting tn
tiex thereqf “the summoned party’, and

{B) by fnserting “AND SUNNONED PARTY"
anter - “RECORDKEXFRR"” tn the subsection
heading.

{3) The amendments made by this subsec-
tion #hiMl take effect on the date of the en-
actmentaf this Act. .

{m) AMENDMENT RELATED TO SECTION 1562
OF THE REFORM ACT.—Subsection (d) of sec-
tion 6212 of the 1986 Code fs amended by
adding at the end thereof the following new
sentence: “Nothing in this subsection shall
affect any suspension of the running of any
period of limitatione during any period
during ‘which the rescinded notice was out-
standing.”

{n) AMENDMENT RELATED 1O SECTION 1563
or THE REFORM ACT.—Subparagraph (B} of
section 6404(e)(1) of the 1886 Code 13 amend-
ed—

(1) by inserting “error or” before “delay”,
and

{2) by inserting “erroneous or” before “dil-
atory”. .

{0) AMENDMENT RELATED TO SECTION 1565 or
THE REFORM ACT.—Effective with respect to
levies made after December 31, 1988, para-
graph (10) of section 6334(a) of the 1986
Code 13 amended—

(1) in subparagraph (A)—

(A) by striking out “IV” and -inserting in
licu thereof “II1, IV, V,”, and

(B) by adding “or” at the end thereof,

{2) in subparagraph (C/ by striking out
“21,” and inserting in lieu thereaf ‘13, 21,
23,” and

{3) by striking out subparagraph (B) end
redesignating subparagraph (C) as subpara-
graph (B).

(p) AMENDMENT RELATED TO SECTION 1581
Or THE REFORM ACT.—Subsection (c) aof sec-
tion 1581 of the Reform Act is amended by
adding at the end thereof the following new
aentence:

“‘The preceding sentence shall not epply {f

its applicalion would result in an increase
in the number of withholding allowances for
the employee.”

(@) 'GENERAL REQUIREMENT OF RETURN,
STATEMENT, OR LIST.—

{1} Subseclion fa) of section 6011 of the
1986 Code is amended by striking out ‘for
the collection thereof” and inserling tn lieu
thereof “with respect to the collection there-
of”. :

(2) The amendment made by paragraph
(1) shall take effect on the date of the enact-
ment of this Act

(r) CERTAIN REFUNDABLE CREDITS TO BE AS-
SESSED UNDER DEFICIENCY PROCEDURES. —

11) Subsection (a) of section 6203 af the
1986 Code is amended by striking oul para-
graph (4).

{2) Paragraph (4) of section 6211(b) is
amended to read as follows: ‘

‘‘t4) For purposes of subsection (a)—

“fA) eny excess of the sum of the crcdits al-
lowable under sections 32 and 34 over the
tax imposed by subtitle A (determined with-
out regard to such credits), and

73} Bubsection (h) of section 6213 af the
19868 Code ts amended by striking ox! parc-
praph {(3) end dy redesignating paragraph

&EC. 1168 ANENDMENTS RELATED O TITLE XVI OF
THE REFORM ACT.

fa) ANENDMENTS RELATED YO SKCTION 1603
OF THE REFORN ACT.~—

{1)(A) Subparagraph (A) of section

$01(c)(25) of the 1986 Code ts amended by
adding at the end thereof the following new
sentence:
*“For purposes of clause (iii), the term ‘real
property’ shall not include any interest as a
tenant in common for similar fnterest) and
shall not include any indirect interest.

{B) The amendment made by subpara-
graph (A} shall apply with respect to proper-
ty acquired by the orpanization after June
10, 1987, except that such amendment shall
not apply to any property acquired after
June 10, 1987, pursuant to a dinding writlen
contract in effect on June 10, 1987, and at
all times thereaster before such acquisition.

12) Subparagraph (D) of section 501(c)(25)
af the 1986 Code is amended by striking out
80 much of such subparagraph as precedes
clause (i) and inserting in lieu thereof the
Jollowing:

‘(D) A corporation or trust shall in no
event dbe treated as described in subpara-
graph (A) unless guch corporaution or trust
permits its shareholders or beneficiaries—"

(3)(A) Paragraph (25) of section 501(c) of
the 1986 Code is amended by edding at the
end thereof the following néw subparagraph:

“(E)(i) For purposes of this title—

“{1) @ corporation which is a qualified
subsidiary shall not be treated as a separate
corporation, and

‘(I1) all assets, liabilities, and ftems of
income, deduction, and credit of @ qualified
subsidiary shall be treated as assets, liabil-

- ities, and such items (as the case may de) of

the corporation or trust described in sub-
paragraph (4).

“tii) For purposes of this subparagraph,
the term ‘qualified subsidiary’ means any
corporution i/, at all times during the period
such corporation was in existence, 100 per-
cent af the stock af such corporation is held
by the corporation or trust described in sub-
paragraph (A).

“titi} For purposes of this subtitle, if any
corporation which was a qualified subsidi-
ary ceases to meet the requirements of clause
{ii), such corporation shall be treated as a
new corporation acquiring all of its assets
fand assuming all of its liabilities) immedi-
ately before such cessalion jrom the corpora-
tion or trust descridbed in subparagraph (A)
in exchange for its stock.”

(B) Subparagraph (CJ of section 501(c}(25)
of the 1986 Code is amended by inserting
“or” at the end of clause fiii), by striking
out *, or” at the end af clause fiv) and in-
serting in licu thereof a period, and by strik-
ing oul clause (v). .

¢4) Paragraph (25) of section §01(c) of the
1986 Code is amended by adding at the end
thereof the following new subparagraph:

. *t(F) For purposes of subparagraph (A), the

term ‘real properly’ includes any personal
property which is leased under, or in con-
nection with, a lease of real property, dbut

v ey el
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nformation reporting by brokers (sec. 115(e) of the bill, sec.
1521 of the Reform Act, and sec. 6045 of the Code)

Present Law

persons doing business as & broker must report on specified types
amnsactions they effect for customers. Generally, reporting is re-
M on sales of securities, commodities, regulated futures con-
~gractS, precious metals, and real estate. -

Explanation of Provision

‘The bill provides that a person shall not be treated as & bx;oker
isting of managing & farm on behalf

. with respect to activities consis )
ts farm managers from the require-

. of gnother person. This exemp

ment of filing a Form 1099-B with respect to their farm manage-
nt activities. This information must be filed by these farm man-

agers on a8 Schedule F, where it is provided in a more useful

format. Consequently, filing this information on & Form 1099-B is

duplicative. This provision is effective as if included in the Tax

Equity and Fiscal Responsibility Act of 1982 (which generally im-

posed these information reporting requirements).
The bill provides that the person required to provide information
eal estate transactions (who is generally defined as the

returns on r ) 1
reon responsible for closing the real estate transaction) is to be

g:lled a “real estate reporting person”’ instead of a ‘real estate
proker.” ‘ '
unlawful for any real estate reporting

‘The bill also makes it
rson to charge separately any customer for complying with the
information repprting requirements with respect to real estate

transactions. This provision is effective on the date of enactment of

the bill. - _

6. Information reporting on persons receiving contracts from cer-
tain Federal agencies (sec. 115(f) of the bill, sec. 1522 of the
Reform Act, and sec. 6050M of the Code) -

‘Present Law )

Present law requires that the head of each Federal executive
agency file an information return with the IRS indicating the
name, address, and taxpayer ;dentification number of each person
with which the agency enters into a contract. The agency must also
report any additional information required under Treasury regula-
tions. There is no exception from this information reporting in
present law al security, confidential

for contracts involving nation

law enforcement; or foreign counterintelligence activities.

Explanation of Provision ,
The bill excepts specified types of contracts from the general in-
formation reporting requirements applicable to Federal executive
encies, and subjects those types of contracts to a different form of
information reporting.

between a Federal executive

There are two types of contracts
agency and another person that are subject to these special rules.

R Bt
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The first is a contract where either the fact of the existence of the
contract or the subject matter of the contract has been classified
This is accomplished by designating and clearly marking or clearly
representing, pursuant to the provisions of Federal law or an Exec.
utive order,?¢ that the contract or the subject matter of the con. j
tract requires a specific degree of protection against unauthorized ’
disclosure for reasons of national security. The second type of con-
tract subject to the special rules is a contract involving a confiden-

tial law enforcement or foreign counterintelligence activity. In i
order to be eligible for these special rules, the head of the Federal !
executive agency (or his designee) must determine in writing that
filing the information return generally required of Federal execu-
tive agencies would interfere with the effective conduct of a confi-
dential law enforcement or foreign counterintelligence activity.
This determination must be made pursuant to regulations issued
by the Federal executive agency making the determination. This

second type of contract involves primarily undercover operations 5
(including sites for undercover operations) and informants. |

These two types of contracts are subject to special information ‘
reporting requirements, and are exempted from the general infor- |
mation reporting requirements of section 6050M. The special infor-
mation reporting requirements are that the IRS must first request
that the Federal executive agency acknowledge whether that
agency has entered into a contract with a particular person, who
must be identified in the IRS request. The Federal executive
agency must in response acknowledge whether it has entered into
a contract with the specified person. If it has, it must provide to
the IRS with respect to that person the information required to be
reported under section 6050M. In addition, the agency must pro-
vide whatever additional information the agency and the Treasury

ee is appropriate. The term “person” has the meaning given in
section 7701(aX1).

It is contemplated that the information provided by Federal exec-
utive agencies to the IRS under these special rules might need to
be provided only to certain IRS employees, such as those with secu-
tity clearances. If this is necessary, it is also contemplated that the
Federal executive agencies will cooperate with the IRS in expedi-
tiously obtaining clearance for the IRS employees.

This provision is effective as if included in the 1986 Act (i.e., on

January 1, 1987).

7. Information reporting on royalties (sec. 115(g) of the bill, sec.
1523 of the Reform Act, and sec. 6676 of the Code)

Present Law

Persons who make payments of royalties aggregating $10 or
more to any person in a calendar year must provide an information
report on the royalty payments to the IRS (as well as provide a
copy to the payee) (Code sec. 6050N). ‘

- — e

98 Executive Order 12356 is the currently effective Executive order prescribing a uniform
system for classifying, declassifying, and safeguarding national security information (47 Federal [
Kv:gister 14874; April 6, 1982).
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