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a member of a controlled group (as de-
fined in section 50A(a)(5)), the $25,000 
amount specified in section 50A(a)(2) 
shall be reduced in accordance with the 
provisions of paragraph (f) of § 1.50A–1 
before such amount is further reduced 
under this paragraph. 

(2) A cooperative’s ratable share of 
the amount described in subparagraph 
(1)(i) and the amount described in sub-
paragraph (1)(ii) of this paragraph shall 
be the ratio which— 

(i) Taxable income for the taxable 
year, bears to 

(ii) Taxable income for the taxable 
year plus the sum of (a) the amount of 
the deductions allowed under section 
1382(b), and (b) the amount of the de-
ductions allowed under section 1382(c), 
and (c) amounts similar to the amounts 
described in (a) and (b) of this subdivi-
sion the tax treatment of which is de-
termined without regard to subchapter 
T, chapter 1 of the Code and the regula-
tions thereunder. 

(3) This paragraph may be illustrated 
by the following example: 

Example. (i) Cooperative X, an organization 
described in section 1381(a) which makes its 
return on the basis of the calendar year, in-
curs WIN expenses of $30,000 for the taxable 
year 1972. Cooperative X’s taxable income is 
$10,000 after taking into account deductions 
of $30,000 allowed under section 1382(b), and 
deductions of $60,000 allowed under section 
1382(c). 

(ii) Under this paragraph, Cooperative X’s 
WIN expenses for the taxable year 1972 are 
$3,000, computed as follows: (a) $30,000 (WIN 
expenses), multiplied by (b) $10,000 (taxable 
income), divided by (c) $100,000 (taxable in-
come plus the sum of deductions allowed 
under sections 1382(b) and 1382(c)). For 1972, 
the $25,000 amount specified in section 
50A(a)(2) is reduced to $2,500. 

(Sec. 860(e) (92 Stat. 2849, 26 U.S.C. 860(e)); 
sec. 860(g) (92 Stat. 2850, 26 U.S.C. 860(g)); sec. 
7805 (68A Stat. 917, 26 U.S.C. 7805)) 

[38 FR 6164, Mar. 7, 1973, as amended by T.D. 
7767, 46 FR 11262, Feb. 6, 1981; T.D. 7936, 49 FR 
2105, Jan. 18, 1984] 

§ 1.51–1 Amount of credit. 
(a) Determination of amount—(1) Gen-

eral rule. Except as provided in para-
graph (a)(2) of this section, the amount 
of the targeted jobs credit for purposes 
of section 38 (formerly designated sec-
tion 44B) for the taxable year equals 50 
percent of the qualified first-year 

wages (minus any qualified first-year 
wages paid to individuals while such 
individuals are qualified summer youth 
employees) plus 25 percent of the quali-
fied second-year wages. 

(2) Special rule for employment of quali-
fied summer youth employees. In the case 
of an employer who pays or incurs 
qualified wages after April 30, 1983, to a 
qualified summer youth employee be-
ginning work for the employer after 
such date, the amount of the targeted 
jobs credit for the taxable year is equal 
to the amount determined under para-
graph (a)(1) of this section plus an 
amount equal to 85 percent of the first 
$3,000 of qualified wages paid to each 
qualified summer youth employee dur-
ing the taxable year. Such wages must 
be attributable to services tendered by 
the qualified summer youth employee 
during any 90-day period beginning on 
or after May 1 and ending on or before 
September 15. 

(3) Limitation. See section 38(c) for 
rules limiting the amount of the credit 
to a percentage of the amount of the 
taxpayer’s net tax liability. 

(b) Definitions—(1) Qualified wages. 
The term ‘‘qualified wages’’ means 
wages (as defined in paragraph (b)(4)) 
paid or incurred by the employer dur-
ing the taxable year to individuals who 
are members of a targeted group (with-
in the meaning of section 51(d)). 

(2) Qualified first-year wages—(i) Gen-
eral rule. Except in the case of qualified 
summer youth employees, the term 
‘‘qualified first-year wages’’ means the 
first $6,000 of wages (as defined in para-
graph (b)(4) of this section) attrib-
utable to service rendered by a member 
of a targeted group during the 1-year 
period beginning with the day the indi-
vidual first begins work for the em-
ployer. In the case of a vocational re-
habilitation referral (as defined in sec-
tion 51(d)(2)) who begins work for the 
employer before July 19, 1984, the one- 
year period begins with the day the in-
dividual begins work for the employer 
on or after the beginning of such indi-
vidual’s rehabilitation plan. However, 
with the exception of vocational reha-
bilitation referrals for whom the em-
ployer claimed a credit under section 
44B (as in effect prior to enactment of 
the Revenue Act of 1978) for a taxable 
year beginning before January 1, 1979, 
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members of a targeted group who are 
first hired after September 26, 1978, and 
before January 1, 1979, will be treated 
as if they first began work for the em-
ployer on January 1, 1979. The date on 
which the wages are paid is not deter-
minative of whether the wages are 
first-year wages; rather, the wages 
must be attributed to the period during 
which the work was performed. See 
paragraph (f)(1) of this section for an 
additional limitation on the term 
‘‘qualified first-year wages’’. (See ex-
amples 1, 2, 3, 4, 5, and 6 in paragraph 
(j) of this section for examples illus-
trating the application of the rules in 
this paragraph (b)(2)). 

(ii) Special rule for qualified summer 
youth employees. In the case of a quali-
fied summer youth employee, qualified 
first-year wages for purposes of the 85 
percent credit referred to in paragraph 
(a)(2) of this section include only wages 
attributable to services rendered by a 
qualified summer youth employee dur-
ing any 90-day period beginning on or 
after May 1 and ending on or before 
September 15. If the individual is re-
tained by the employer after the 90-day 
period and recertified as a member of 
another targeted group, the term 
‘‘qualified first-year wages’’ for pur-
poses of the 50 percent credit described 
by section 51(a)(1) has the meaning as-
signed that term in paragraph (b)(2)(i) 
of this section except that the $6,000 
limitation for qualified first-year 
wages shall be reduced by wages up to, 
but not more than, $3,000 attributable 
to services rendered during the 90-day 
period. 

(3) Qualified second-year wages. The 
term ‘‘qualified second-year wages’’ 
means the first $6,000 of wages attrib-
utable to services rendered by a mem-
ber of a targeted group, other than a 
qualified summer youth employee, dur-
ing the 1-year period beginning on the 
day after the last day of the period for 
qualified first-year wages. The date on 
which the wages are paid is not deter-
minative of whether the wages are sec-
ond-year wages; rather, the wages must 
be attributed to the period during 
which the work was performed. 

(4) Wages—(i) General rule. Except as 
otherwise provided in paragraphs (b)(4) 
(ii) and (iii) of this section, the term 
‘‘wages’’ shall only include amounts 

paid or incurred after December 31, 
1978, for taxable years ending after De-
cember 31, 1978. For purposes of this 
section, the term ‘‘wages’’ has the 
meaning assigned such term by section 
3306(b) (determined without regard to 
any dollar limitation contained in such 
subsection). 

(ii) Special rules. In the case of agri-
cultural labor or railway labor, the 
term ‘‘wages’’ means unemployment 
insurance wages within the meaning of 
subparagraph (A) or (B) of section 
51(h)(1). The term ‘‘wages’’ shall not in-
clude any amounts paid or incurred by 
an employer for any pay period to any 
individual for whom the employer re-
ceives federally funded payments for 
on-the-job training for such individual 
for such pay period. (See example 7 in 
paragraph (j) of this section.) The 
amount of wages which would other-
wise be qualified wages under this sec-
tion with respect to an individual for a 
taxable year shall be reduced by an 
amount equal to the amount of pay-
ments made to the employer (however 
utilized by such employer) with respect 
to such individual for such taxable 
year under a program established 
under section 414 of the Social Security 
Act. In addition, the term ‘‘wages’’ 
shall not include any amount paid or 
incurred by the employer in a taxable 
year beginning before January 1, 1982, 
to an individual with respect to whom 
the employer claims a credit under sec-
tion 40 (relating to expenses of work in-
centive programs). For youths partici-
pating in a qualified cooperative edu-
cation program: 

(A) Section 3306(c)(10)(C) (relating to 
the definition of employment for cer-
tain students) does not apply in deter-
mining wages under this section; and 

(B) The term ‘‘wages’’ shall include 
only those amounts paid or incurred by 
the employer that are attributable to 
services rendered by the individual 
while he or she meets the conditions 
specified in section 51(d)(8)(A). For pur-
poses of the preceding sentence, an em-
ployee who met the requirement in sec-
tion 51(d)(8)(A)(iv), dealing with eco-
nomically disadvantaged status, when 
hired, shall be deemed to continuously 
meet the requirement in section 
51(d)(8)(A)(iv) during the time the em-
ployee is in the cooperative education 
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program. See also paragraph (e) of this 
section for rules relating to the exclu-
sion of wages paid to certain individ-
uals. 

(iii) Termination. The term ‘‘wages’’ 
shall not include any amount paid or 
incurred to an individual who begins 
work for the employer after December 
31, 1985. 

(5) Special rule for eligible work incen-
tive employees. In the case of an eligible 
work incentive employee (as defined in 
§ 1.51–1(c)(4)), this paragraph (b) shall 
be applied for taxable years beginning 
after December 31, 1981, as if such em-
ployee had been a member of a targeted 
group for taxable years beginning be-
fore January 1, 1982. (See example 8 in 
paragraph (j) of this section.) 

(c) Members of targeted groups—(1) In 
general. An individual is a member of a 
targeted group if the individual is cer-
tified as (i) a vocational rehabilitation 
referral, (ii) an economically disadvan-
taged youth, (iii) an economically dis-
advantaged Vietnam-era veteran, (iv) 
an SSI recipient, (v) a general assist-
ance recipient, (vi) a youth partici-
pating in a cooperative education pro-
gram, (vii) an economically disadvan-
taged ex-convict, (viii) an eligible work 
incentive employee, (ix) a qualified 
summer youth employee, or (x) an in-
voluntarily terminated CETA em-
ployee. Except as provided below, see 
section 51(d) of this section for a defini-
tion of these groups. See paragraph (d) 
of this section for rules concerning the 
certification of individuals as members 
of one of these targeted groups. 

(2) Youths participating in a qualified 
cooperative education Program—(i) Stu-
dent requirements. For an individual to 
qualify as a youth participating in a 
qualified cooperative education pro-
gram, the individual must meet each of 
the following conditions (A) through 
(D)— 

(A) The youth must have attained 
the age of 16 but not 20. (An individual 
reaching 19 will be treated as a youth 
participating in a qualified cooperative 
education program only for wages paid 
or incurred after November 26, 1979.) 

(B) The youth must not have grad-
uated from a high school or vocational 
school. 

(C) The youth must be enrolled in 
and actively pursuing a qualified coop-

erative education program (as defined 
in paragraph (c)(2)(iii) of this section). 

(D) With respect to wages paid or in-
curred after December 31, 1981, the 
youth must be a member of an eco-
nomically disadvantaged family when 
initially hired. 

(ii) Economically disadvantaged family. 
See section 51(d)(11) for the rules relat-
ing to the determination of whether an 
individual is a member of an economi-
cally disadvantaged family. 

(iii) Qualified cooperative education 
program. The term ‘‘qualified coopera-
tive education program’’ means a pro-
gram of vocational education for indi-
viduals who (through written coopera-
tive arrangements between a qualified 
school and one or more employers) re-
ceive instruction (including required 
academic instruction) by alternation of 
study in school with a job in any occu-
pational field (but only if these two ex-
periences are planned by the school and 
employer so that each contributes to 
the student’s education and employ-
ability). See section 51(d)(8)(C) for the 
definition of a ‘‘qualified school.’’ For 
purposes of this paragraph, the term 
‘‘program of vocational education’’ 
means an organized educational pro-
gram which is directly related to the 
preparation of individuals for employ-
ment, or for additional preparation for 
a career requiring other than a bacca-
laureate or advanced degree. An ‘‘or-
ganized educational program’’ means 
only instruction related to the occupa-
tion or occupations for which the stu-
dents are in training or instruction 
necessary for students to benefit from 
such training. The student’s employ-
ment contributes to his or her edu-
cation and employability only if it is 
related to the occupation, or a cluster 
of closely related occupations, for 
which the student is in training in 
school. However, the student’s employ-
ment need not be directly related to or 
in the same technical field as the 
training the student receives in school. 
For example, a student studying car-
pentry does not have to work as a car-
penter for the program to constitute a 
‘‘qualified cooperative education pro-
gram.’’ The program will qualify if, for 
example, the student works at a hard-
ware store because the student’s work 
would familiarize the student with the 

VerDate Nov<24>2008 08:35 May 12, 2009 Jkt 217084 PO 00000 Frm 00464 Fmt 8010 Sfmt 8010 Y:\SGML\217084.XXX 217084



455 

Internal Revenue Service, Treasury § 1.51–1 

materials and tools used by carpenters. 
The program would not qualify, how-
ever, if the student works at a res-
taurant and generally performs tasks 
in such employment not related to car-
pentry. 

(iv) Actively pursuing. For purposes of 
this paragraph (c)(2), a youth will not 
be considered to be ‘‘actively pursuing’’ 
a school’s qualified cooperative edu-
cation program (within the meaning of 
paragraph (c)(2)(iii) of this section) 
during summer vacation unless that 
school program continues during the 
summer vacation. Whether the school 
program continues during the summer 
vacation will be determined by exam-
ining the written agreement between 
the school and the employer. Thus, if a 
written agreement specifically covers 
the summer vacation period and pro-
vides for a significant degree of in-
volvement by school personnel to pro-
vide supervision for the students in the 
program during that period, the school 
program will be considered to continue 
during the summer, regardless of 
whether classes are held during the va-
cation period. 

(3) General assistance recipients. In 
order for an individual to qualify as a 
general assistance recipient, the indi-
vidual, or another member of the as-
sistance unit (within the meaning of 45 
CFR 205.40(a)(1)) that the individual is 
a member of, must receive assistance 
for a period of not less than 30 days 
ending within the preemployment pe-
riod (as defined in section 51(d)(13)) 
from a qualified general assistance pro-
gram. A qualified general assistance 
program is a program of a State or a 
political sudivision of a State that the 
Secretary (after consultation with the 
Secretary of Health and Human Serv-
ices) has designated as providing gen-
eral assistance (or similar assistance) 
which is based on need and consists of 
money payments or voucher or scrip. 
For purposes of the preceding sen-
tences, a program qualifying as a gen-
eral assistance program by reason of 
non-cash assistance (i.e., voucher or 
scrip) shall be so treated only with re-
spect to amounts paid or incurred after 
July 1, 1982, to individuals beginning 
work for the employer after such date. 
For purposes of this subparagraph, the 
term ‘‘money’’ means cash or an in-

strument convertible into cash (e.g., a 
check). 

(4) Eligible work incentive employees. 
An eligible work incentive employee 
means an individual who has been cer-
tified by the designated local agency 
(as defined in paragraph (d)(10) of this 
section) as— 

(i) Being eligible for financial assist-
ance under part A of title IV of the So-
cial Security Act and as having con-
tinuously received such financial as-
sistance during the 90-day period which 
immediately precedes the date on 
which such individual is hired by the 
employer, or 

(ii) Having been placed in employ-
ment under a work incentive program 
established under section 432(b)(1) or 
445 of the Social Security Act. 
The provisions of this paragraph (c)(4) 
are effective with respect to taxable 
years of the employer beginning after 
December 31, 1981. (See paragraph (b)(5) 
of this section for a special rule relat-
ing to eligible work incentive employ-
ees.) 

(5) Involuntarily terminated CETA em-
ployees—(i) In general. An involuntarily 
terminated CETA employee is an indi-
vidual who first began work for an em-
ployer after August 13, 1981, in taxable 
years of the employer ending after Au-
gust 13, 1981, and is certified by the des-
ignated local agency (as defined in 
paragraph (d)(10) of this section) as 
having been involuntarily terminated 
after December 31, 1980, from employ-
ment financed in whole, or in part, 
under a program under part D of title 
II or title VI of the Comprehensive Em-
ployment and Training Act. 

(ii) Termination. Section 51(d)(10) and 
this paragraph (c)(5) shall not apply to 
any individual who begins work for the 
employer after December 31, 1982. 

(d) Certification—(1) General rule. Ex-
cept as otherwise provided in this para-
graph, an individual shall not be treat-
ed as a member of a targeted group un-
less, on or before the day on which such 
individual begins work for the em-
ployer, the employer has received, or 
has requested in writing, a certifi-
cation that the individual is a member 
of a targeted group from the designated 
local agency (as defined in paragraph 
(d)(10) of this section). In addition, the 
employer must receive a certification 
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before the targeted jobs credit can be 
claimed. However, with respect to indi-
viduals who began work for the em-
ployer on or before May 11, 1982, the 
certification will be timely only if re-
quested or received before the day the 
individual began work for the em-
ployer. In the case of a request in writ-
ing mailed via the United States Postal 
Service, the request shall be deemed to 
be made on the date of the postmark 
stamped on the cover in which such re-
quest was mailed to the designated 
local agency provided the request is 
mailed in accordance with the mailing 
requirements in § 301.7502–1(c) and de-
livered in accordance with the delivery 
requirements in § 301.7502–1(d). In the 
case of a deadline that but for this sen-
tence would fall on a Saturday, Sun-
day, or a legal holiday, the deadline for 
making a timely request in writing for 
a certification or receiving a timely 
certification shall be the next suc-
ceeding day which is not a Saturday, 
Sunday, or legal holiday. (See section 
7503 for the definition of ‘‘legal holi-
day.’’) See paragraph (d)(2) of this sec-
tion for transitional rules applicable to 
certain employees who began work for 
the employer before September 26, 1981. 
See paragraph (d)(3) of this section for 
special rules applicable to cooperative 
education students and paragraph (d)(4) 
of this section for special rules applica-
ble to eligible work incentive employ-
ees. 

(2) Timeliness of certification in the case 
of an individual to whom a written pre-
liminary eligibility determination has been 
issued. If on or before the day on which 
an individual begins work for the em-
ployer, such individual has received 
from a designated local agency (or 
other agency or organization des-
ignated pursuant to a written agree-
ment with such designated local agen-
cy) a written preliminary determina-
tion that such individual is a member 
of a targeted group, then such indi-
vidual may be treated as a member of 
a targeted group if on or before the 
fifth day after the day such individual 
begins work for the employer such em-
ployer receives, or requests in writing, 
from the designated local agency a cer-
tification that such individual is a 
member of a targeted group. This para-
graph (d)(2) only applies to individuals 

who begin work for the employer after 
July 18, 1984. 

(3) Transitional rules for certain em-
ployees who began work for the employer 
on or before September 26, 1981. In the 
case of an individual, other than a co-
operative education student, who 
began work for the employer before 
June 29, 1981, the employer must either 
receive, or request in writing, a certifi-
cation before July 23, 1981. In the case 
of an individual, other than a coopera-
tive education student, who began 
work for the employer after June 28, 
1981, and on or before September 26, 
1981, the employer must either receive, 
or request in writing, a certification 
before September 26, 1981. 

(4) Cooperative education students. In 
the case of cooperative education stu-
dents, the school administering the co-
operative education program must 
issue the certification. Form 6199 is 
provided for this purpose. If the stu-
dent begins work for the employer 
after September 26, 1981, see the gen-
eral rule in § 1.51–1(d)(1) for the date 
when this certification must be re-
ceived or requested. If the student be-
gins work for the employer on or before 
September 26, 1981, the employer must 
receive the certification or request it 
in writing before September 26, 1981. In 
order for an employer to claim a credit 
on wages paid or incurred to a coopera-
tive education student after December 
31, 1981, the employer must receive or 
request in writing a determination 
that the student is a member of an eco-
nomically disadvantaged family. A re-
quest for economic eligibility deter-
mination for a cooperative education 
student must be made in writing by the 
employer to the participating school. If 
the student begins work for the em-
ployer on or before September 26, 1981, 
the employer must receive or request 
in writing such determination before 
September 26, 1981. However, a request 
in writing on or after August 13, 1981, 
to a participating school for certifi-
cation will be deemed to include a re-
quest for an economic eligibility deter-
mination. In addition, any certification 
issued by a school after August 13, 1981, 
will be deemed to be issued in response 
to a request for certification which in-
cludes a request for an economic eligi-
bility determination. The rule in the 
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preceding sentence does not eliminate 
the requirement that the employer re-
ceive a certification that includes an 
economic eligibility determination in 
order to claim a credit for wages paid 
or incurred after December 31, 1981. If a 
certification issued by a school after 
August 13, 1984, does not contain an 
economic eligibility determination and 
the employer wishes to claim a credit 
for wages paid or incurred after Decem-
ber 31, 1981, the employer must receive 
a completed certification before the 
date on which the credit is claimed. 

(5) Eligible work incentive employees. In 
the case of eligible work incentive em-
ployees, the employer must either re-
ceive, or request in writing, a certifi-
cation within the time requirements of 
paragraph (d) (1), (2), or (3) of this sec-
tion, whichever is applicable. Before 
October 12, 1981 (the date the Economic 
Recovery Tax Act of 1981 codified the 
State employment security agency as 
the designated local agency for certi-
fying targeted groups), a certificate 
may be received or requested in writing 
from either the designated local agen-
cy (as defined in paragraph (d)(10) of 
this section) or the office or agency 
that properly issued certifications 
under former section 50B(h)(1) (relating 
to the work incentive credit). 

(6) Certifications that are not timely. 
Any certification that is not timely re-
ceived or requested by the employer in 
accordance with the rules of this para-
graph will be treated as invalid. Thus, 
the employer will not be allowed to 
claim a credit under section 51 with re-
spect to any wages paid or incurred to 
an employee whose certification or re-
quest for certification is not timely. A 
timely request for certification does 
not eliminate the need for the em-
ployer to receive a certification before 
claiming the credit. In the case of a re-
quest for certification that was denied, 
resubmitted, and then approved, the 
timeliness of the request shall be de-
termined by the timeliness of the first 
request. 

(7) Incorrect certification—(i) In gen-
eral. Except as otherwise provided in 
paragraph (d)(7)(ii) of this section, if an 
individual has been certified as a mem-
ber of a targeted group, and such cer-
tification is based on false information 
provided by such individual, the cer-

tification shall be revoked and wages 
paid by the employer after the date on 
which notice of revocation is received 
by the employer shall not be treated as 
qualified wages. For purposes of this 
paragraph, a certification will be re-
voked only if the individual would not 
have been certified had correct infor-
mation been provided to the issuer of 
the certification. Thus, false informa-
tion that is not material to an individ-
ual’s eligibility as a member of a tar-
geted group will not invalidate an oth-
erwise valid certification. 

(ii) Employer’s knowledge that the cer-
tification was incorrect. In the case of an 
employer who knew, or had reason to 
know, at the time of certification that 
the information provided to the des-
ignated local agency was false, none of 
the wages paid by such employer to an 
individual to whom an incorrect cer-
tification has been issued will be quali-
fied wages. 

(8) Certifications issued to certain re-
hires. This paragraph (d)(8) applies in 
the case of an employee who first 
began work for the employer before 
August 13, 1981, and was dismissed and 
rehired by the employer. A certifi-
cation received or requested by an em-
ployer with respect to such an em-
ployee will be considered timely only if 
there was a valid business reason, unre-
lated to the availability of the credit, 
for the dismissal and rehire and if the 
employer did not dismiss and then re-
hire the employee in order to meet the 
timing requirement with respect to 
certification. An individual who is dis-
missed and then rehired for the purpose 
described in the preceding sentence 
will be considered for purposes of sec-
tion 51(d)(16) and this paragraph to 
have been continuously employed by 
the employer during the time between 
the dismissal and the rehire. Whether 
the employer was motivated by reason 
of the certification rules in section 
51(d)(16) and this paragraph to dismiss 
and then rehire an employee is a ques-
tion of fact to be determined from all 
the circumstances surrounding the dis-
missal and rehire. (See paragraph (e)(2) 
of this section for a separate rule dis-
allowing the credit in the case of non-
qualifying rehires.) 

(9) Individuals who continue to be em-
ployed by the same employer but as a 
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member of another targeted group. This 
paragraph (d)(9) applies in the case of 
an employee who continues to be em-
ployed by the same employer but no 
longer qualifies as a member of the tar-
geted group for which such employee 
was first certified (e.g., the employee 
was orginally certified as a qualified 
summer youth employee with respect 
to a ninety-day period between May 1 
and September 15, but such ninety-day 
period has ended). In such case, the em-
ployer may request a certification that 
the employee is a member of another 
targeted group, and if any wages paid 
to such individual are qualified first- 
year wages or qualified second-year 
wages, the employer may be entitled to 
a targeted jobs credit with respect to 
such wages. The second certification 
will not be invalid merely because it 
was requested or received after the in-
dividual began work for the employer; 
only the first certification (for exam-
ple, the certification with respect to an 
individual hired first as a qualified 
summer youth employee) must meet 
the requirement of section 51(d)(16) 
that a certification must be requested 
or received by an employer on or before 
the day on which the individual begins 
work for the employer. In the case of a 
former qualified summer youth em-
ployee or a youth participating in a 
qualified cooperative education pro-
gram who is recertified as an economi-
cally disadvantaged youth, the term 
‘‘hiring date’’ in section 51(d)(3)(B) does 
not mean the day the individual is 
hired by the employer but means the 
day the individual is certified as a 
member of the new targeted group. Ac-
cordingly, the age requirement of sec-
tion 51(d)(3)(B) shall be applied as of 
the day the individual is certified as a 
member of the second targeted group. 
In addition, see section 51(d)(11) for 
rules concerning the viability of the 
original economic eligibility deter-
mination. 

(10) Certification where a trade or busi-
ness has been transferred to a new em-
ployer. In the case of a transfer of a 
trade or business in which an indi-
vidual who is a member of a targeted 
group is retained as an employee in the 
trade or business, the certification ob-
tained for such employee by the trans-

feror-employer will apply with respect 
to the transferee-employer. 

(11) Designated local agency—(i) In 
general. For the period before October 
12, 1981, the term ‘‘designated local 
agency’’ means the agency for any lo-
cality designated jointly by the Sec-
retary and the Secretary of Labor to 
perform certifications of employees for 
employers in that locality. On or after 
October 12, 1981, the term ‘‘designated 
local agency’’ means a State employ-
ment security agency established in ac-
cordance with the Act of June 6, 1933, 
as amended (29 U.S.C. 49 through 49n). 

(ii) Jurisdiction. The designated local 
agency is the agency that has, pursu-
ant to its charter, jurisdiction over the 
individual that is sought to be cer-
tified. Thus, any certification that is 
issued with respect to an individual 
who is not within the jurisdiction of 
the designated local agency that issued 
the certification will be invalid. Not-
withstanding any other provision of 
this section, a request in writing for 
certification to the appropriate des-
ignated local agency that is made be-
fore January 23, 1984, will be considered 
to be timely if it is made after an oth-
erwise timely request in writing for 
certification was made to a designated 
local agency that does not have juris-
diction over the individual sought to be 
certified. 

(e) Certain ineligible individuals—(1) 
Related individuals. For purposes of sec-
tion 51(a), ‘‘qualified wages’’ does not 
include any amounts paid or incurred 
by a taxpayer to any of the following 
individuals: 

(i) An individual who is related (with-
in the meaning of any of paragraphs (1) 
through (8) of section 152 (a)) to the 
taxpayer; 

(ii) An individual who is a dependent 
(within the meaning of section 
152(a)(9)) of the taxpayer; 

(iii) An individual who is related 
(within the meaning of any of para-
graphs (1) through (8) of section 152(a)) 
to a shareholder who owns (within the 
meaning of section 267(c)) more than 50 
percent in value of the outstanding 
stock of the taypayer, if the taxpayer 
is a corporation; 

(iv) An individual who is a dependent 
(within the meaning of section 
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152(a)(9)) of a shareholder described in 
paragraph (e)(1)(iii) of this section; 

(v) An individual who is a grantor, 
beneficiary or fiduciary of the tax-
payer, if the taxpayer is an estate or 
trust; 

(vi) An individual who is a dependent 
(within the meaning of section 
152(a)(9)) of an individual described in 
paragraph (e)(1)(v) of this section; or 

(vii) An individual who is related 
(within the meaning of any of para-
graphs (1) through (8) of section 152(a)) 
to an individual described in paragraph 
(e)(1)(v) of this section. 

(2) Nonqualifying rehires. For purposes 
of section 51(a), ‘‘qualified wages’’ does 
not include wages paid to an employee 
who had been employed by the em-
ployer prior to the current hiring date 
of the employee if at any time during 
such prior employment the employee 
was not a member of a targeted group. 
The preceding sentence shall not apply 
to an employee who was previously 
timely certified as a member of a tar-
geted group with respect to the same 
employer. An employee shall be treat-
ed as not having been a member of a 
targeted group if the certification re-
quirements of section 51(d)(16) were not 
met. (See example 8 in paragraph (j) of 
this section.) 

(3) Effective date. The provisions of 
this paragraph (e) are effective with re-
spect to employees first beginning 
work for an employer after August 13, 
1981. 

(f) Limitations—(1) Limitation on quali-
fied first-year wages. With respect to 
taxable years beginning before January 
1, 1982, the amount of the qualified 
first-year wages which may be taken 
into account for purposes of the tar-
geted jobs credit for any taxable year 
shall not exceed 30 percent of the ag-
gregate unemployment insurance 
wages paid by the employer during the 
calendar year ending in such taxable 
year. In the case of a group of trades or 
businesses under common control (as 
defined in § 1.52–1(b)), the qualified 
first-year wages cannot exceed 30 per-
cent of the aggregate unemployment 
insurance wages paid to all employees 
of that group of trades or businesses 
under common control during the cal-
endar year ending in such taxable year. 
For this purpose, the term ‘‘unemploy-

ment insurance wages’’ has the same 
meaning given to the term ‘‘wages’’ as 
defined in § 1.51–1(b)(4). In this case of 
agricultural or railway labor, see sec-
tion 51(h)(1) for the applicable defini-
tion of unemployment insurance 
wages. (See examples 13 and 14 in para-
graph (j) of this section.) 

(2) Remuneration must be for trade or 
business employment. Remuneration 
paid by an employer to an employee 
during any taxable year shall be taken 
into account only if more than one-half 
of the remuneration paid by the em-
ployer to an employee is for services in 
a trade or business of the employer. 
This determination shall be made by 
each employer without regard to sec-
tion 52 (a) or (b). Accordingly, employ-
ees of corporations that are members 
of a controlled group or employees of 
partnerships, proprietorships, and 
other trades or businesses (whether or 
not incorporated) which are under com-
mon control will be treated as being 
employed by each separate employer 
for this purpose. For this purpose, the 
term ‘‘year’’ means the taxable year of 
the employer. (See example 15 in para-
graph (j) of this section.) 

(g) Election not to claim the targeted 
jobs credit. The election under section 
51(j) (as amended by section 474(p) of 
the Tax Reform Act of 1984) not to 
claim the targeted jobs credit is avail-
able for taxable years beginning after 
December 31, 1983, and shall be made 
for the taxable year in which such 
credit is available by not claiming such 
credit on an original return or amend-
ed return at any time before the expi-
ration of the 3-year period beginning 
on the last date prescribed by law for 
filing the return for the taxable year 
(determined without regard to exten-
sions). The election may be revoked 
within the 3-year period by filing an 
amended return on which the credit is 
claimed. 

(h) Treatment of successor-employers. 
In the case of a successor-employer re-
ferred to in section 3306(b)(1), the deter-
mination of the amount of credit under 
this section with respect to wages paid 
by such successor-employer shall be 
made in the same manner as if such 
wages were paid by the predecessor-em-
ployer referred to in such section. 
Thus, the 1-year period referred to in 
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§ 1.51–1(b)(2)(i) will be considered to 
begin with the day the employee first 
began work for the transferor-em-
ployer, and the amount of qualified 
first-year wages and qualified second- 
year wages paid or incurred with re-
spect to the employee must be reduced 
by the amount of any such wages paid 
or incurred by the transferor-employer. 
(See examples 10 and 11 in paragraph (j) 
of this section.) Also, see paragraph 
(d)(10) of this section for rules con-
cerning the viability of the employee’s 
certification. 

(i) Treatment of employees performing 
services for other persons. No credit shall 
be determined under this section with 
respect to remuneration paid by an em-
ployer to an employee for services per-
formed by such employee for another 
person unless the amount reasonably 
expected to be received by the em-
ployer for such services from such 
other person exceeds the remuneration 
paid by the employer to such employee 
for such services. 

(j) Examples. The application of this 
section may be illustrated by the fol-
lowing examples which, except as oth-
erwise stated, assume that the limita-
tions imposed by §§ 1.51–1(f)(2) and 1.53– 
3 are inapplicable: 

Example 1. Corporation M is a calendar 
year, cash receipts and disbursements meth-
od taxpayer. A, an economically disadvan-
taged youth, first began work for Corpora-
tion M on October 1, 1978. Qualified first-year 
wages with respect to A are wages attrib-
utable to the period beginning on January 1, 
1979 (since A was first hired after September 
26, 1978, he is treated as having begun work 
on January 1, 1979) and ending on December 
31, 1979. In the 1979 taxable year, Corporation 
M pays A $5,000 of qualified first-year wages 
attributable to services performed in 1979. 
Corporation M’s allowable credit is equal to 
$2,500 (50 percent of $5,000). 

Example 2. Assume the same facts as in ex-
ample 1, except that in 1980 Corporation M 
pays to A $100 of wages attributable to serv-
ices rendered in 1979. These wages will still 
be considered as qualified first-year wages, 
but the credit may not be claimed until the 
1980 taxable year. 

Example 3. Corporation O is a calendar 
year, cash receipts and disbursements meth-
od taxpayer. C, a vocational rehabilitation 
referral, first began work for Corporation O 
on July 1, 1978. Corporation O claimed a 
credit under section 44B (as in effect prior to 
enactment of the Revenue Act of 1978) for 
$3,000 of wages paid to C in the 1978 taxable 

year. Corporation O paid C $6,000 for services 
performed from January 1, 1979 to June 30, 
1979. The period during which qualified first- 
year wages are determined begins on July 1, 
1978, and ends on June 30, 1979. Amounts paid 
before January 1, 1979, however, are not 
taken into consideration in determining the 
amount of qualified first-year wages. Accord-
ingly, only the wages attributable to serv-
ices performed from January 1, 1979, through 
June 30, 1979, are considered as qualified 
first-year wages. Corporation O’s allowable 
credit is equal to $3,000 (50 percent of $6,000). 

Example 4. I first began work for Corpora-
tion Q, a cash receipts and disbursements 
method taxpayer, on January 1, 1981, and was 
not a member of a targeted group. On March 
1, 1981, I was convicted of a felony and sen-
tenced to prison. I quit working for Corpora-
tion Q, and served the prison sentence. On 
November 1, 1981, I again was hired by Cor-
poration Q and began work on that date. On 
the November 1, 1981 hiring date, I was an 
economically disadvantaged ex-convict for 
whom Corporation Q received a certificate. 
Corporation Q paid I $500 of wages for serv-
ices performed from November 1, 1981, to De-
cember 31, 1981, and $6,000 of wages for serv-
ices performed during 1982. The $500 of wages 
paid for services performed from November 1, 
1981, to December 31, 1981, would be qualified 
first-year wages because these qualified 
wages were paid for services performed dur-
ing the 1-year period beginning on the date I 
first began work for Corporation Q (January 
1, 1981). The $6,000 of wages paid for services 
performed during 1982 would be qualified sec-
ond-year wages because these qualified 
wages were paid for services performed dur-
ing the 1-year period beginning on the day 
after the first 1-year period. Accordingly, 
Corporation Q has an allowable credit of $250 
attributable to qualified first-year wages and 
$1,500 attributable to qualified second-year 
wages. 

Example 5. Assume the same facts as in ex-
ample 4, except that all dates are 1 year 
later. Thus, I first began work for Corpora-
tion Q on January 1, 1982, was convicted on 
March 1, 1982, and was rehired on November 
1, 1982. Under these facts, Q is not entitled to 
take a targeted jobs credit with respect to I’s 
wages because I is a nonqualifying rehire. 

Example 6. J, an economically disadvan-
taged youth, first began work for Corpora-
tion R, a calendar year cash receipts and dis-
bursements method taxpayer, on December 
1, 1979. On July 1, 1980, J was laid off by Cor-
poration R and began work for Corporation 
S, which is unrelated to Corporation R, on 
July 2, 1980. On November 1, 1980, J again 
began work for Corporation R and continued 
working for Corporation R until January 1, 
1982. At the time J first began work for Cor-
poration S, J no longer met the qualifica-
tions of an economically disadvantaged 
youth. Corporation S may not claim a credit 
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for wages paid to J because J was not a 
member of a targeted group at the time he 
began work for Corporation S. Corporation 
R, however, may claim a credit for wages 
paid to J because J was a member of a tar-
geted group when he was hired by Corpora-
tion R. Corporation R’s qualified first-year 
wages paid to J are the wages paid for serv-
ices performed by J from December 1, 1979, to 
July 1, 1980, and from November 1, 1980, to 
November 30, 1980. Corporation R’s qualified 
second-year wages paid to J are wages paid 
for services performed by J from December 1, 
1980, to November 30, 1981. Corporation R 
may not claim a credit for wages paid for 
services performed by J after November 30, 
1981. 

Example 7. K, a member of a targeted 
group, first began work for Corporation T on 
January 1, 1979. For the pay periods from 
January 1, 1979, to March 31, 1979, Corpora-
tion T received federally funded payments 
for on-the-job training for K and paid wages 
of $2,000 to K. During the remainder of 1979 
Corporation T paid wages of $7,000 to K. Cor-
poration T may claim a credit on $6,000 of 
qualified first-year wages. Amounts paid to 
K by Corporation T during the pay periods 
for which Corporation T received federally 
funded payments for on-the-job training for 
K are not considered wages for purposes of 
the credit. However, Corporation T may con-
sider $6,000 of the total $7,000 of wages paid 
after March 31, 1979, as qualified first-year 
wages. 

Example 8. P first began work for Corpora-
tion X on January 1, 1981, as an individual 
who was certified to be an eligible employee 
for purposes of the WIN credit provided in 
section 40. Corporation X paid P $6,000 of 
wages during its taxable year beginning on 
January 1, 1981, and $6,000 of wages during its 
taxable year beginning on January 1, 1982. X 
can claim a targeted jobs credit for the 
wages paid in 1982 if the requirements of sec-
tion 51 are met. For purposes of section 51 
(a), P’s qualified first-year wages are the 
wages paid from January 1, 1981, to Decem-
ber 31, 1981, and P’s qualified second-year 
wages are the wages paid from January 1, 
1982, to December 31, 1982. Thus, Corporation 
X is only entitled to claim a targeted job 
credit based on P’s qualified second-year 
wages. 

Example 9. (i) L, 15 years of age, first began 
work for Corporation U on August 1, 1979. On 
September 3, 1979, L began her junior year in 
high school and enrolled in a qualified coop-
erative education program that was to run 
for her junior and senior years. On October 1, 
1979, when L turned 16, she met all the re-
quirements of § 1.51–1(c)(2)(i) and qualified as 
a youth participating in a qualified coopera-
tive education program. Corporation U is en-
titled to claim a credit on wages paid or in-
curred for services performed by L after Sep-
tember 30, 1979, so long as L meets the req-

uisite requirements. L’s summer vacation 
began on June 1, 1980. Assume that the coop-
erative education program L was enrolled in 
did not continue during the summer vaca-
tion (i.e., the written agreement between the 
employer and the school did not cover the 
summer vacation). Thus, during her summer 
vacation, L did not meet the requirement of 
actively pursuing a qualified cooperative 
education program. Accordingly, Corpora-
tion U may not claim a credit on wages paid 
for services performed by L during L’s sum-
mer vacation. On September 2, 1980, L began 
her senior year, and again met all the re-
quirements of § 1.51–1(c)(2)(i). She continued 
to meet these requirements until June 5, 
1981, when she graduated from high school. 
Accordingly, Corporation U may claim a 
credit on wages paid for services performed 
after September 1, 1980, and before June 5, 
1981. 

(ii) Assume the same facts as in (i), above, 
except that all dates are 3 years later. Under 
these facts, U is not entitled to claim a tar-
geted jobs credit with respect to any of L’s 
wages because L has not been timely cer-
tified under section 51(d)(16) and § 1.51–1(d)(3). 

Example 10. D began work for a drugstore 
owned by E as a sole proprietor on January 
1, 1979, and was certified as a member of a 
targeted group with respect to E. On June 1, 
1979, E sold the drugstore where D worked to 
F, who continued to operate the drugstore 
with D as an employee. D’s qualification as 
a member of a targeted group is not required 
to be redetermined in order for F to qualify 
for the targeted jobs credit. F will take into 
account the certification of D’s eligibility 
that was provided to E. F will have qualified 
first-year wages consisting of the first $6,000 
of wages paid or incurred to D by E and F 
from January 1, 1979 to December 31, 1979 (re-
duced by any qualified wages paid or in-
curred by E to D from January 1, 1979, to 
May 31, 1979). F’s qualified second-year wages 
will consist of the first $6,000 of wages paid 
or incurred to D by F from January 1, 1980, 
to December 31, 1980. 

Example 11. G began work in a machine 
shop owned by H as a sole proprietor on Jan-
uary 1, 1979, and was certified as a member of 
a targeted group with respect to H. On June 
1, 1980, H transferred all the assets of the ma-
chine shop to newly formed Corporation P. 
Corporation P retained G as an employee in 
the machine shop. G’s qualification as a 
member of a targeted group is not required 
to be redetermined in order for P to qualify 
for the targeted jobs credit. H has qualified 
first-year wages in the amount of the first 
$6,000 of wages paid or incurred to G by H 
from January 1, 1979, to December 31, 1979. 
Corporation P has qualified second-year 
wages in the amount of the first $6,000 of 
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wages paid or incurred to G by H and Cor-
poration P from January 1, 1980, to Decem-
ber 31, 1980 (reduced by any qualified second- 
year wages paid by H to G). 

Example 12. W operates a retail store as a 
sole proprietor. On June 1, 1982, W hires S 
after receiving a written determination from 
a local community organization that S 
meets the requirements of an economically 
disadvantaged youth. W does not request a 
certification from the State employment se-
curity agency as to S’s eligibility. W is not 
entitled to claim a credit with respect to 
wages paid to S because W did not receive, or 
request in writing, a certification from the 
State employment security agency as to S’s 
eligibility on or before the day on which S 
began work for W. 

Example 13. Corporation V is a cash re-
ceipts and disbursements method taxpayer 
with a July 1 through June 30 taxable year. 
In the taxable year ending June 30, 1980, the 
aggregate unemployment insurance wages 
paid by V were $150,000. In calendar year 1979 
the aggregate unemployment insurance 
wages paid by Corporation V were $110,000. 
Corporation V’s qualified first-year wages 
are limited to 30 percent of the aggregate un-
employment insurance wages paid by it in 
calendar year 1979 or $33,000 (30 percent of 
$110,000), even though the aggregate unem-
ployment insurance wages paid by it in the 
taxable year ending June 30, 1980, were 
$150,000. 

Example 14. Assume the same facts as in ex-
ample 13, except that all dates are 3 years 
later. Since the limitation on qualified first- 
year wages does not apply to taxable years 
beginning after December 31, 1981, Corpora-
tion V’s qualified first-year wages are 
$150,000. 

Example 15. M operates a retail store as a 
sole proprietor. N and O, both members of a 
targeted group, first began work for M on 
January 1, 1979. M paid N total qualified 
first-year wages of $6,000 in 1979. Three thou-
sand one hundred dollars of those wages were 
for services in M’s retail store, and $2,900 of 
those wages were for services as M’s maid. M 
paid O total qualified first-year wages of 
$6,000 in 1979. Three thousand dollars of those 
wages were for services in M’s store and 
$3,000 of those wages were for services as M’s 
chauffeur. M has an allowable credit of $3,000 
in 1979 on all $6,000 of qualified first-year 
wages paid to N because more than one-half 
of the remuneration paid by M to N was for 
services in M’s trade or business. M may not 
take into account the wages paid to O be-
cause not more than one-half of the remu-
neration paid by M to O was for services in 
M’s trade or business. Acordingly, M may 
not claim a credit on wages paid to O. 

[T.D. 8062, 50 FR 45998, Nov. 6, 1985] 

TAX SURCHARGE 

§ 1.52–1 Trades or businesses that are 
under common control. 

(a) Apportionment of jobs credit among 
members of a group of trades or businesses 
that are under common control—(1) Tar-
geted jobs credit. (i) In the case of a 
group of trades or businesses that are 
under common control (within the 
meaning of paragraph (b) of this sec-
tion) at any time during the calendar 
year, the amount of the targeted jobs 
credit (computed under section 51 as if 
all the organizations that are under 
common control are one trade or busi-
ness) under section 4–1B must be appor-
tioned among the members of the 
group on the basis of each member’s 
proportionate share of the wages giving 
rise to such credit. If the group of 
trades or businesses that are under 
common control have different taxable 
years, the credit shall be computed as 
if all the organizations have the same 
taxable year as the organization for 
which a determination of the propor-
tionate share of the credit is being 
made. For taxable years beginning be-
fore January 1, 1982, the amount of the 
qualified first-year wages cannot ex-
ceed 30 percent of the aggregate unem-
ployment insurance wages paid by the 
group of trades or businesses under 
common control during the calendar 
year ending in the taxable year of the 
organization for which a determination 
of the proportionate share of the credit 
is being made. The limitations in sec-
tion 53 and the regulations thereunder 
apply to each organization individually 
(although, in applying these limita-
tions, an affiliated group of corpora-
tions electing to make a consolidated 
return shall be treated as one organiza-
tion). 

(ii) The application of the subpara-
graph may be illustrated by the fol-
lowing examples: 

Example 1. (a) Corporation M and its three 
subsidiaries, Corporations N, O, and P, are a 
group of businesses that are under common 
control and each uses the cash receipts and 
disbursements method of accounting and has 
a calendar year taxable year. Corporations 
M, N, O, and P paid out the following 
amounts in unemployment insurance wages, 
qualified first-year wages and qualified sec-
ond-year wages during 1980. 
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