Treatment of Certain Payments through the enactment ofRFWWORA, Payments by a governmental unit to an

Received as Temporary which replacd Aid to Families with De- individual under a legislatively provided
Assistance for Needy Families pendent Children (AFDC) wht Tempo- social benefit program for the promotion
(TANF) rary Assistance for Needy Familiesof the general welfare that are not basi-
(TANF). AFDC required individuals to cally for services rendered are not includi-
Notice 99-3 perform some work activities in order toble in the individudk gross income and
continue to receive public assistanceare not wages for employment tax pur-
SECTION 1. PURPOSE TANF provides states with more flexibil- poses, even if the individual is required to

This notice addresses the federal inlp{ than they haq 'qndef\FDC to deter-. perform certain activities to remain eligi-
mine basic eligibility rules and benefitble for the payments. See ReRul.
come and employment tax consequences . :
of pavments received by individuals Withamounts TANF also requires that speci-71-425, 1971-2 C.B. 76; ReRul.
pay y fied percentages of individual recipients5-246, 1975-1 C.B. 24. Similgrthese

respect to certain work activities e engage in work activities and impose t t di f
formed in state programs under tparof gag posepayments are no earned income for
) - . penalties on the states for non-compliandgarned Income Credit (EIC) purposes. If,
title IV of the Social SecuiytAct, as with that requirement h taking int t all the fact
amended by the Personal Responsibility q ' “ oweve, taking into account alt the facts
. S For purposesfoTANF, the term “work and circumstances, payments by a gov-
ard Work Opportunity ReconciliatinAct L . . : .
activities” is defined under § 407(d) of theernmental unit are basically compensation
of 1996 (RWORA), Pub. L. No. 104- /i securit Act, 42 U.S.C. § 607(d), f i dered though
153,110 Stat. 2105 (hugus 22, 1996 (42 USC BN forsenvces e, cen ouh s
TANF payments) The notice sets forth ~ - . L L .
( pay ) (1) unsubsidized employment; are includible in the individua gross in-

certain conditions under whichANF (2) subsidized private sector emplo d I f
payments are not income, earned income, " P ploycome and are generally wages for em-
nient; ployment tax purposes. ReRul.

or wages for federal income and employ- - : -
(3) subsidized public sector employ-75-246, 1975-1 C.B. 24. Similgrisuch
tt The T D t- ’
Ment fax PUrPosest e Teasury Jepar ent; payments generally are earned income for

ment and the Internal Revenue Service in- (4) work experience (including work E1C
tend to issue regulations that will addresg__ 7 - | Withpthe cofurbishin %f b | ptgg_qses. () (2)(B e |
the federal income and employment ta gorp n addition, § 32(c)(2)(B)(v) of the In-

consequencesf TANF payments. It is ﬁcly assisted housing) if $ficient private ternal Revenue Code (as added by

generally expected that the regulation%ector employment is not available; § 1085(c) of te Taxpayer ReliEAct of

will be consistent with this notice and, (5) on-the-job training; . 1997, Pub. L. No. 105-34]11 Stat. 788
therefore, will be fHective retroactivel, . (6) job search and job readiness agAugust 5, 1997), andffective for tax-
to this extent. to December 17. 1998, sistance; _ _ able years beginning after December 31,
’ ' (7) community service programs;  1997) provides that earned income for
SECTION 2. SCOPE (8) vocational educational trainingE|C purposes does not include amounts
. _ (not to exceed 12 months with respect tgaceived for “service performed in work
This notice addresses only the treatmeay individual); activities as defined in paragraph (4) or

of TANF payments under certain income  (9) job skills training directly related (7) of section 407(d) of the Social Secu-
and employment tax provisions of the Into employment; rity Act to which the taxpayer is assigned
ternal Revenue Code. Because this notice  (10) education directly related to emynder any State program undertpaof

is based on the “general welfare doctrineployment, in the case of a recipient wheitle 1V of sud Act, but only to the extent
(see section 4.01, below), which is uniquias not received a high school diploma afych amount is subsidized under such
to the determination of federal tax liabil-a certificate of high school equivalency; siate program.”

ity, this notice does not determine the  (11) satisfactory attendance at sec- 2 Application of GeneraAnalysis to
treatment or #ect d TANF payments (or ondary school or in a course of studysertain TANF Payments.

determine whether an employment relaeading to a certificate of general equiva- pye to the flexibiliy TANF affords
tionship exists) under any other provisiotence, in the case of a recipient who hasiates to determine basic eligibility rules
of law, including the Fair Labor Standardsot completed secondary school or regnd penefit amounts TANF payment
Act and other federal and state employeeived such a certificate; and may be made both for the promotion of
ment laws. For purposes of the analysis  (12) the provision of child care ser-ie general welfare and as compensation
set forth herein, howeveit is assumed vices to an individual who is participatingsor services. In these cases, it is ex-

that the recipient of 8:TANF payments is in a community service program. tremely dfficult to characterize the basic
a common law employee. This notice

does not reach a determination as t§ECT|CN 4. TREATMENT OF TANF purpose of the payments. It is also not

a PAYMENTS practically feasible to determine the rela-
whether the recipientfalANF payments tive proportion of the payment each pur-
is a common law employee or is self- o1 General Analysis. pose represents.
employed.

The federal income and employment In many of these caseSANF pay-
SECTION 3. BACKGROUND tax consequence$ BANF payments gen- ments are received in lieu of (and gener-
erally are determined under the followingally in amounts no greater than) payments
Congress reformed the welfare systeranalysis. the individual formerly received or would



have received undeAFDC based upon ditions set forth in section 4.02 of this no
the individuals personal and family sub-tice. Written comments should be tsu
sistence requirements. In these cases, tmétted by February 15, 199%n original
primary measure of the amount receivednd eight copies of written comment:
is the personal or family need of the indishould be sent to:
vidual recipient rather than the value of  Internal Revenue Service
any services performed. Attn: CC:DOM:CORP:R

These cases typically share, and can be Room 5228 (IT&A:Br2)
identified by, common characteristics. In PO. Box 7604
cases where the following three condi-  Ben Franklin Station
tions are satisfiegdTANF payments will Washington, DC 20044.
be treated as made for the promotion ajr hand delivered between the hours of
the general welfare and therefore will noa.m. and 5 p.m. to:
be includible in an individu& gross in- Courig’s Desk
come; will not be earned income for EIC Internal Revenue Service
purposes; and will not be wages for em-  Attn: CC:DOM:CORP:R

ployment tax purposes: (Notice 99-3)
(1) The only payments received by  Room 5228 (IT&A:Br2)
the individual with respect to the 1111 ConstitutionAvenue NW
work activity are received directly Washington, D.C.
from the state or local welfareafternatively, taxpayers may submit com:
agency (for this purpose, an entityments electronically via the Internet by
with which a state or local welfaresejecting the Tax Regs” option on the
agency contracts to administer thgrs Home Page, or by submittingnse
stak TANF program on behalf of the ents directly to:
state will be treated as the state Qfp:/ww.irs.ustreas.gov/prod/tax_regs/
local welfare agency); ~ comments.html (the IRS internet site)
(2) The determination of the individ- A|| comments will be available for public

uafs eligibility to receive any pa  jngpection and copying in their entiyet
ment is based on need and the only

payments received by the individuaFURTHER INFORMATION

with respect to the work activity are . ,
funded entirely undea TANF pro- For further information, contact M

gram (including any payments WithEdwin_B. Cleyerdon at (_202) 6_22-4_92(
respect to qualified state expendi-r_egard'”g the income tax issues in this n
tures (as defined in § 409(a)(7)_t|ce and Ms_. Jean Casey at (202) 62.
(B)(i)(I) of the Social SecunjtAct)) 606(? regard.lng the El(.? and employmer
and the Food Stapr\ct of 1977; and tax issues in this notice (not toll-free
(3) The size of the individus pay- calls).
ment is determined by the applicable
welfare lav, and the number of hours
the individual may engage in the
work activity is limited by the size of
the individuals payment (as deter-
mined by applicable welfare law) di-
vided by the higher of the federal or
state minimum wage.
The federal income and employment tax
treatment 6 TANF payments that do not
satisfy each of these three conditions is
determined under the general analysis de-
scribed in section 4.01, above.

REQUES FOR COMMENTS

The Treasury Department and the Ser-
vice invite comments on this notice and
on the future regulations. In particgla
comments are requested on the three con-



