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UNITED STATES OF AMERICA

Department of the Treasury, Internal Revenue Service, Regulations

26 CFR, Part 1, Paragraph 2, Section 1, 6041-3(n)

26 CFR, Part 1, Paragraph 2, Section l, 6041-3(n)*  
A payment to an informer as an award, fee, or reward for information relating to criminal activity, but only if such payment is made by the United States, a State, Territory, or political subdivision thereof, or the District of Columbia, or any agency or instrumentality of any one or more of the foregoing, or, with respect to payments made after December 31, 1987, by an organization that is described in Section 501(c)(3) and that makes such payments in furtherance of a charitable purpose to lessen the burdens of government within the meaning of Section 1, 501(c)(3)-1(d)(2).”

*Payments for which no return or information is required under Section 6041 (of the Internal Revenue Code).

COMMENTARY

Section 6041 requires a person engaged in a trade or business, who pays compensation of $600 or more to another person, to provide an information return to the Internal Revenue Service describing the transaction and amount.  The 1988 amendment, published in the April 13, 1988, issue of the Federal Register, extended the government-paid reward reporting exemption to include private rewards paid by Section 501(c)(3) organizations such as Crime Stoppers.  It was felt that the revision allows informants to maintain confidentiality, to enhance the effectiveness of informant programs, and remove the possibility of tax penalties being assessed Crime Stoppers for failure to file Form 1099 reports.  The private organizations paying rewards were found to directly aid governmental law enforcement agencies by securing crime tips and paying rewards with private funds rather than government money.  Crime Stoppers attorney Richard W. Carter, teamed with Congressman Dick Armey (R. Texas), led the successful efforts to change the regulation.  It should be noted that the recipient of the reward is still receiving “income” which may be subject to taxation.  However, it is the sole responsibility of the recipient to declare income and pay any taxes due.

(See the Indiana Statute which actually exempts from state taxation any Crime Stoppers reward that does not exceed $1,000.)

