
Kansas Department of Commerce

Workforce Development

Policy and Procedures Manual

Policy Number:  #2-08-00

(This policy replaces E&T Policy 200-06-03)
Originating Office:  Workforce Development
Subject:  Work Opportunity Tax Credit and Welfare-to-Work Tax Credit Program

Issued:  November 15, 2005

Programs:  Federal Income Tax Credit

Purpose: To transmit guidelines and procedures for the implementation and operation of the Work Opportunity Tax Credit and Welfare-to-Work Tax Credit Programs.

Reference: ETA Handbook #408, Third Edition 2002.

Background: On October 4, 2004, President Bush signed in law the  Working Families Tax Relief Act of 2004, extending both the Work Opportunity Tax Credit (WOTC) and the Welfare to Work Tax Credit through December 31, 2005. This was a two-year extension for each.  The reauthorization applies to individuals who began work for the employer on/or after January 1, 2004, and before January 1, 2006. 

Action:  Distribute to all interested parties.

Contact: Questions should be directed to Joyce Heiman, (785) 296-7435, TTY (Hearing Impaired): (785) 296‑3487, e-mail jheiman@kansascommerce.com. 

Attachment: None.
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Work Opportunity Tax Credit and Welfare-to-Work Tax Credit Program

Background

On October 4, 2004, President Bush signed in law the Working Families Tax Relief Act of 2004, extending both the Work Opportunity Tax Credit (WOTC) and the Welfare-to-Work Tax Credit through December 31, 2005, a two-year extension for each.  The reauthorization applies to individuals who began work for the employer on/or after January 1, 2004, and before January 1, 2006.

Program Purpose

The purpose of the WOTC/WtW Tax Credit Programs is to offer employers an incentive, by way of a tax credit, to hire individuals who are members of targeted groups that traditionally face significant barriers to employment.

Program Benefits

Work Opportunity Tax Credit

The Work Opportunity Tax Credit (WOTC) is a federal income tax credit that can save employers up to $2,400 when they hire someone who is a member of one of eight targeted groups that traditionally face significant barriers to employment.  An employer that hires someone from one of the following groups on/or after January 1, 2004 and before January 1, 2006 can claim the WOTC Tax Credit:

1. Welfare recipient who has received AFDC/TANF for at least nine of the last 18 months;

2. Veteran who has received food stamps for at least three consecutive months in the 15 months prior to the date of hire;

3. Ex-felon who has been convicted of a felony or released from prison within one year of the date of hire and is a member of a low-income family;

4. Person 18-24 years of age who is a resident of a federally designated Empowerment Zone/Enterprise Community or Renewal Community;

5. Disabled person who has been referred to an employer by the Kansas Department of Social and Rehabilitation Services (SRS) Division of Vocational Rehabilitation or the Veteran's Administration, and has completed or is completing rehabilitative services pursuant to an individual written Employment Plan, or, an eligible “ticket holder” under the Ticket-to-Work program;

6. Person 16-17 years of age who is a resident of an Empowerment Zone/Enterprise Community or Renewal Community hired as a Summer Youth Employee;

7. Person 18-24 years of age who has received food stamps for at least six consecutive months prior to the date of hire or for at least three of the last five months and their food stamp eligibility has expired if they are an able-bodied adult without dependents; or

8. Supplemental Security Income (SSI) recipient who has received benefits for any month in the 60-day period prior to the date of hire. 

Employers can claim up to 40 percent of the first $6,000 in qualified first-year wages for a maximum credit of $2,400 per new hire. Qualified wages are capped at $6,000 for all WOTC target groups except Summer Youth, whose wages are capped at $3,000.

Schedule of tax credit

	Hours Employed
	Amount of Credit

	1-119 hours
	No Credit

	120-399 hours 25 percent of first $6,000 in qualified wages 
	$1,500

	400+ hours 40 percent of first $6,000 in qualified wages
	$2,400

	120-399 hours 25 percent of first $3,000 in qualified wages *
	$750

	400+ hours 40 percent of first $3,000 in qualified wages *
	$1,200


NOTE: For person 16-17 years of age who is a resident of an Empowerment Zone/Enterprise Community or Renewal Community hired as a Summer Youth Employee.

Welfare to Work Tax Credit Program

The Welfare to Work (WtW) tax credit is a federal income tax credit that can save employers up to $8,500 over a two year period when they hire long-term family assistance recipients.  To be eligible to be certified, a recipient must be a member of a family that:

· Has received AFDC/TANF (Temporary Assistance to Needy Families) for at least 18 consecutive months ending on the hiring date; or

· Has received AFDC/TANF for a total of at least 18 months beginning after August 5, 1997, and has a hiring date that is not more than two years after the end of the earliest 18 month period; or

· Whose AFDC/TANF eligibility expired under a federal or state law after August 5, 1997, and has a hiring date within two years after their AFDC/TANF eligibility expired. 

Employers can claim 35 percent of the qualified wages for the first year of employment, if employed at least 400 hours or 180 days, and 50 percent for the second year. Qualified wages are capped at $10,000 per year with the maximum first year credit of $3,500 and $5,000 for the second year - a maximum total tax credit of $8,500 per new hire. Qualified wages include tax-exempt amounts received under accident or health plans, educational assistance programs, and dependent assistance programs.

Schedule of tax credit

	Hours Employed
	Amount of Credit

	1-399 hours
	No Credit

	First year 35 percent of first $10,000 in qualified wages
	$3,500

	Second year 50 percent of first $10,000 in qualified wages
	$5,000


Employer Qualifications

Participation in the program is voluntary. Employees are not required to provide this kind of information as to program eligibility to an employer. Therefore, employers first determine whether the applicant is willing to provide the information.  If the applicant is willing to provide the information, the employer follows the following steps to qualify:

· Complete IRS form 8850 before making the job offer;

· Complete either a Conditional Certification Form (ETA Form 9062) provided by the employee OR an Individual Characteristics Form (ETA Form 9061); and

· Mail all forms to:

Kansas Department of Commerce

Workforce Development
WOTC Certification Unit

1000 S.W. Jackson Street, Suite 100

Topeka, Kansas  66612-1354

Timely Filing Requirements

Forms IRS 8850 and ETA 9061 must be completed with all information requested and have original signatures (certifications will not be issued without original signatures) and must be submitted no later than 21 calendar days from when the applicant starts work. All untimely applications will be denied.

Tax Credit Limitations

Tax credit is not allowable in the following situations:

· Wages are paid to a rehired employee, unless a certification was issued when the employee was hired the first time;

· Wages are paid to an on-the-job training (OJT) participant for any employment for which the employer receives federal payments for the OJT;    

· Wages are paid to a person who replaces a striking or locked-out worker;  

· Wages are paid to a person who is related to the employer or is a dependent living in the employer's household;   

· Wages are paid if the employer failed to submit a timely request for certification; or    

· Wages are paid to non-resident aliens and H-2A workers. 

Role of the WOTC Administrative Unit

WOTC Administrative Unit responsibilities include, but are not limited, to the following:

· Receive and process forms (IRS 8850, ETA-9061, ETA-9062), and employer requests for tax credit information;

· Verify the eligibility of individuals as members of targeted groups;

· Issue employer certifications and denials;

· Maintain complete WOTC/WtW records as required by federal regulations;

· Conduct quarterly reviews, through random sample, of the eligibility of individuals certified;

· Inform employers and other interested organizations about the tax credit programs;

· Provide training and technical assistance; and

· Prepare and submit quarterly reports to U.S. Department of Labor (USDOL). 

Links to Forms 

· Pre-Screening Notice and Certification Request Form, IRS 8850, is available at the U.S. Government Forms Website (locate by form number) at http://fedforms.gov/bgfPortal/citizen.portal or through the Department of Commerce website (Connect Code: WOTC) at http://kdoch.state.ks.us/public/.

· Instructions for the IRS 8850 are available at http://www.irs.gov/pub/irs-pdf/i8850.pdf or by calling the IRS at 1-800-829-3676.

· Individual Characteristics Form, ETA 9061, is available through the Department of Commerce website (Connect Code: WOTC)at http://kdoch.state.ks.us/public/ or at the U.S. Department of Labor website at http://www.uses.doleta.gov/pdf/Appendix_II/Appendix_II__1_ETA_9061.pdf
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