
Work Opportunity Tax Credit
and Welfare-to-Work Tax Credit

Notice 97–54
The Taxpayer Relief Act of 1997, Pub.

L. No. 105–34, (the Act) was enacted on
August 5, 1997.  The Act extended and
amended the Work Opportunity Ta x
Credit (WOTC) under section 51 of the
Internal Revenue Code and created the
We l f a r e - t o - Work tax credit under new
section 51A of the Code.  This notice de-
scribes the principal statutory changes.  It
also announces the release of a new Form
8850 (issued September 1997) for use in
pre-screening job applicants and request-
ing certifications in connection with both
credits and a transition period for using
the earlier version of Form 8850 (issued
September 1996), which does not reflect
the changes contained in the Act.

WOTC Overview

The WOTC is a tax credit for employ-
ers who hire individuals belonging to one
of the targeted groups listed in section 51
of the Code.  For purposes of the credit,
an individual is not a member of a tar-
geted group unless the individual is certi-
fied as such by the State employment se-
curity agency (SESA).  See s e c t i o n
51(d)(11) of the Code and Notice 96-52,
1996-2 C.B. 218.  

• Extension and Amendment of WOTC

Prior to amendment, (1) the W O T C
was scheduled to expire on September 30,
1997, (2) there were seven targ e t e d
groups, (3) the credit was 35 percent of
first-year wages up to $6,000 (for a maxi-
mum credit of $2,100 per individual), and
(4) the minimum employment period was
generally 400 hours or 180 days.  Act sec-
tion 603 made several changes to the
WOTC.  First, it extended the credit to
cover individuals who begin work by
June 30, 1998.  The Act modified the def-
initions of two targeted groups:  (i) quali-
fied recipients of benefits under Aid to
Families with Dependent Children
(AFDC) or a successor program and (ii)
qualified veterans.  It added a new tar-
geted group consisting of certain individ-
uals who receive supplemental security
income (SSI) benefits under the Social

Security Act.  It increased the credit per-
centage to 40 percent for certified work-
ers who work at least 400 hours (for a
maximum credit of $2,400 per individ-
ual).  Finally, the Act amended the mini-
mum employment period so that employ-
ers may also claim the WOTC for
certified workers who work at least 120
hours but less than 400 hours.  Wo r k e r s
who meet this minimum work require-
ment will entitle the employer to a credit
of 25 percent of qualified wages.  No
credit is available for workers who work
less than 120 hours.

• Certification Process

There are two ways an employer can
satisfy the requirement to obtain a certifi-
cation that a worker is a member of a tar-
geted group.  First, the employer can ob-
tain a certification from the SESA, on or
before the day the individual begins work,
stating that the individual belongs to a tar-
geted group.  Section 51(d)(11)(A)(i) of
the Code.

A l t e r n a t i v e l y, the employer can com-
plete a “pre-screening notice” with re-
spect to the prospective employee on or
before the day the individual is off e r e d
employment.  Then, within 21 days after
the individual begins work, the employer
submits that notice to the SESA as part of
a request for certificat ion.  Section
5 1 ( d ) ( 11)(A)(ii).  For this purpose, em-
ployers have been using Form 8850, Work
O p p o rtunity Tax Credit Pre - S c re e n i n g
Notice and Certification Request ( i s s u e d
September 1996).  (See Revised Form
8850 discussion on page 8.)

Welfare-to-Work Tax Credit Overview

The new We l f a r e - t o - Work tax credit,
added by section 801 of the Act, is a tax
credit for employers who hire individuals
certified by the SESAas long-term family
assistance recipients.  The credit is effec-
tive for wages paid to such individuals
who begin work after December 31, 1997,
and before May 1, 1999.  Long-term fam-
ily assistance recipients are (1) members
of a family that has received family assis-
tance (AFDC or a successor program) for
at least 18 consecutive months ending on
the hiring date; (2) members of a family
that has received family assistance for a
total of at least 18 months (whether or not

consecutive) after August 5, 1997; and (3)
members of a family that ceases after Au-
gust 5, 1997, to be eligible for family as-
sistance because of either federal or state
time limits. 

The We l f a r e - t o - Work tax credit is 35
percent of qualifying first-year wages and
50 percent of qualifying second-year
wages.  For this purpose (although not for
the WOTC), wages include certain tax-
exempt amounts relating to accident and
health coverage, educational assistance
programs, and dependent care assistance
programs.  For each employment year, up
to $10,000 of wages (in contrast with the
$6,000 maximum for the WOTC) may be
considered in determining the amount of
the Welfare-to-Work tax credit.  

Although the substantive requirements
are different for the WOTC and the Wel-
f a r e - t o - Work tax credit, the certification
process is the same.  Thus, the employer
must either receive a certification from
the SESA on or before the day the indi-
vidual begins work, stating that the indi-
vidual is a long-term family assistance re-
cipient, or the employer must complete a
“pre-screening notice” on or before the
day the individual is offered employment.
In the latter case the employer must,
within 21 days after the individual begins
work, submit that notice to the SESA as
part of a request for certification.

Coordination of WOTC and Welfare-to-
Work Tax Credit

The Welfare-to-Work tax credit is coor-
dinated with the WOTC so that in any one
taxable year an employer cannot claim
both credits with respect to the same indi-
vidual.  For example, assume that an indi-
vidual begins work on March 1, 1998, and
works at least 400 hours for an employer
whose taxable year is the calendar year.
The employer pays “first-year wages”
from March 1998 through February 1999,
and pays “second-year wages” from
March 1999 through February 2000.  If
the individual is certified as both a mem-
ber of one of the WOTC targeted groups
and a long-term family assistance recipi-
ent and the requirements for both credits
are otherwise satisfied, the employer will
have the following choices.  For 1998, the
employer may claim either the W O T C
(40 percent of wages up to $6,000) or the
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Welfare-to-Work tax credit (35 percent of
wages as defined in section 51A(b)(5) of
the Code up to $10,000).  For 1999, the
employer may choose again which credit
to claim.  The WOTC would be based
solely on the amount of first-year wages
(up to the $6,000 limit) paid in 1999, dur-
ing the balance of the first employment
year (i.e., January and February 1999).
The We l f a r e - t o - Work tax credit would
have two components:  35 percent of the
amount of first-year wages (up to the
$10,000 limit) paid in January and Febru-
ary 1999, and 50 percent of the amount of
the second-year wages (up to a separate
$10,000 limit) paid in March through De-
cember 1999.  For 2000, the taxpayer
could claim only the Welfare-to-Work tax
credit, based on the amount of second-
year wages (up to the second $10,000
limit) paid in January and February 2000.

Revised Form 8850

On September 20, 1997, the IRS issued
a revised and renamed Form 8850, P re -
S c reening Notice and Certification Re -
quest for the Work Opportunity and Wel -
fare-to-Work Credits. The changes to the
WOTC and the enactment of the Welfare-
to-Work tax credit are reflected on a sin-
gle form to simplify the certification
process for prospective employees, em-
ployers, and SESAs.

How to Get the Revised Form 8850 

The new form is available to computer
users through the IRS home page on the
World Wide Web, http://www. i r s . u s-
treas.gov, and by modem directly at 703-
321-8020 (not a toll-free number).  Em-
ployers may also request Form 8850 by
calling 1-800-TAX-FORM (1-800-829-
3676).

Transition Relief

Employers should begin using the new
Form 8850 for employees whose first day of
work is on or after October 1, 1997 (for the
WOTC), or on or after January 1, 1998 (for
the We l f a r e - t o - Work tax credit).  Employers
may continue to use the old Form 8850,
h o w e v e r, for individuals who are in one of
the original seven WOTC targeted groups
and begin work before January 1, 1998.

Employers that submit Forms 8850 to
SESAs are not entitled to the applicable
credits unless the employers receive the

required certifications.  Before claiming
the WOTC or the We l f a r e - t o - Work tax
credit with respect to an individual, the
employer must receive a certification
from the SESA that the individual is, in
fact, a member of a targeted group or a
long-term family assistance recipient, as
the case may be.

The principal author of this notice is
Robert Wheeler of the Office of Associate
Chief Counsel (Employee Benefits and
Exempt Organizations).  For further infor-
mation regarding this notice contact Mr.
Wheeler on (202) 622-6060 (not a toll-
free call).

be used, for the purpose of a report or
statement covering that taxable year to
shareholders, partners, other proprietors,
or beneficiaries, or for credit purposes.

.03 Section 472(e) provides that a tax-
payer electing to use the LIFO inventory
method must continue to use the LIFO in-
ventory method unless the taxpayer:  (1)
obtains the consent of the Commissioner
to change to a different method; or (2) is
required by the Commissioner to change
to a different method because the tax-
payer has used some inventory method
other than LIFO to ascertain the income,
profit, or loss of any subsequent taxable
year in a report or statement covering that
taxable year (a) to shareholders, partners,
other proprietors, or beneficiaries, or (b)
for credit purposes.

.04 Section 1.472–2(e)(1) of the In-
come Tax Regulations provides that a tax-
payer electing to use the LIFO inventory
method must establish to the satisfaction
of the Commissioner that the taxpayer, in
ascertaining the income, profit, or loss of
the taxable year for which the LIFO in-
ventory method is first used, or for any
subsequent taxable year, for credit pur-
poses or for purposes of reports to share-
holders, partners, other proprietors, or
beneficiaries, has not used any inventory
method other than LIFO.

.05 Rev. Rul. 97–42 holds that a fran-
chised automobile dealer that elected the
LIFO inventory method violates the
LIFO conformity requirement by provid-
ing to a credit subsidiary of its franchisor
(an automobile manufacturer) an income
statement covering a taxable year that
fails  to  reflect the LIFO inventory
method in the computation of net income.

.06 Rev. Proc. 79–23, 1979–1 C.B.
564, provides that a violation of the LIFO
conformity requirement warrants termina-
tion of a taxpayer’s LIFO election.

SECTION 3. SCOPE

This revenue procedure applies to any
taxpayer engaged in the purchase, sale,
and service of automobiles or light-duty
trucks that violated the LIFO conformity
requirement by providing, for credit pur-
poses, an income statement prepared in a
format required by the franchisor or on a
pre-printed form supplied by the fran-
chisor (an automobile manufacturer), cov-
ering any taxable year ended on or before
October 14, 1997, that fails to reflect the


