Notice of Proposed Rulemaking hearing, Michael Slaughter, (202) 622-method for all its employees, but the

and Notice of Public Hearing 7190 (not toll-free numbers). employer may change methods from one
year to the next.

Empowerment Zone Employment SUPPLEMENTARY INFORMATION: In addition to comments on the rel-

Credit Background evant period for applying the location-

of-services requirement, Treasury and
REG-209834-96 This document contains proposedrS request comments on other issues
AGENCY: Internal Revenue Service@Mendments to the Income Tax Regularelating to the empowerment zone em-
(IRS), Treasury tions (26 CFR part 1) relating to theployment credit with respect to which
empowerment zone employment credijuidance may be helpful to employers.
ACTION: Notice of proposed rulemak- under section 1396. Sections 1391n particular, comments are requested on
ing and notice of public hearing. through 1397D (relating to empower-whether the final regulations should in-

_ _ment zones and enterprise communitieglude guidance on (1) the meaning of
SUMMARY: This document contains were added to the Internal Revenuesypstantially all’ in the location-of-

proposed regulations relating to the pe€ode by the Omnibus Budget Reconciliservices requirement, or (2) a provision
riod emp|0y€‘I‘S may use in CompUtingation Act of 1993 (OBRA’93) Section authorizing emp|0yers to re|y on em-
the empowerment zone employmenti397D of the Code authorizes the Secrq;k)yee certifications to demonstrate
credit under section 1396 of the Internatary of the Treasury to prescribe regulacompliance with the requirement that a
Revenue Code. These proposed reguld@ons that may be necessary or appropriqualified zone employee’s principal
tions reflect and implement certainate to carry out the purposes of sectioplace of abode be in an empowerment
changes made by the Omnibus Budget394 through 1397C. zone. In this regard, commentators may
Reconciliation Act of 1993 (OBRA '93).  The amount of the empowermeniyish to consider analogous provisions in
They affect employers of employeeszone employment credit under sectionhe final regulations under § 1.1394-1
who live and work in an empowerment1396 is equal to a specified percentagen enterprise zone facility bonds (T.D.
zone designated under the statute. Thee# qualified zone wages, which aregg73, 61 FR 27258, May 31, 1996).
proposed regulations provide employergertain wages paid or incurred by an Some taxpayers and their representa-
with the guidance necessary to claim themployer for services performed by ajyes have asked whether there is any
credit. This document also provides ayualified zone employee. Questions haV?equirement that an employee’s status as
notice of public hearing on these pro-arisen about the definition of a “quali- 5 qualified zone employee be certified
posed regulations. fied zone employee” in section 1396(d).py a third party in a fashion similar to
. In particular, questions have been raise iqibili ificati i -
DATES: Written comments are due ongyo i e appropriate period under secgw eligibility certifications required un
March 17. 1997. Outlines of oral com-< ) - er the targeted jobs tax credit (prior to
' “tion 1396(d)(1)(A) during which sub- ; irati
ments to be presented at the pubhg : : its expiration on December 31, 1994).
X ) tantially all of the services performedThere is no such requirement.
hearing scheduled for 10:00 a.m. Ofhy an employee for his or her employer

Wednesday, May 7, 1997, must be req st pe e ;
; . performed within an empowerProposed Effective Date
ceived by Wednesday, April 16, 1997.nent z0ne in a trade or business of the .
_ o employer. These proposed r_egulatlons are pro-
ADDRESSES: Send submissions to: posed to be effective December 21,

CC:DOM:CORP:R (REG—209834—9_6),|R|Sn Nn%ticen%alit, 1%?6;3 InR,:B 38“ t:1](9(,3‘1994, the date on which the nine em-
room 5226, Internal Revenue Service, > @nnounced its intention to publis ‘powerment zones authorized by

; ; i f d rul ki th
POB 7604, Ben Franklin Station, WashfI01o& o ProROSBe [WIEMAtts Ha OBRA93 were designated by the Secre-

; i ould clarify the relevant period for this
ington, D.C. 20044. Submissions may"°u ify t v depscrlibed - rluléa”es of Housing and Urban Develop-

; urpose. Notice 96-1 )

(REG-209834-96), Courier's Desk, In-choice about what period to use, and,qgig Analyses

ternal Revenue Service, 1111 ConstituVited comments on this and any other

tion Avenue NW, Washington, DC. Al- related issues for which guidance would |t has been determined that this notice
ternatively, taxpayers may submit?® helpful to employers. No commentsof proposed rulemaking is not a signifi-

comments electronically via the InternetVeré received. These proposed regulaant regulatory action as defined in EO
by selecting the “Tax Regs” option on tions set forth the rule described in12866. Therefore, a regulatory assess-

the IRS Home Page, or by submittingNotice 96-1. ment is not required. It also has been
comments directly to the IRS Internetgxplanation of Provisions determined that section 553(b) of the
site at http://www.irs.ustreas.gov/prod/ Administrative Procedure Act (5 U.S.C.

tax_regs/comments.html. The public Under the proposed regulations, amhapter 5) does not apply to these
hearing will be held in room 2615, €mployer may use either each pay peregulations, and because the regulation
Internal Revenue Building, 1111 Consti-fiod or the entire calendar year as theloes not impose a collection of informa-
tution Avenue, NW, Washington, DC.'elevant period in determining whether aion on small entities, the Regulatory
particular employee performed substanFlexibility Act (5 U.S.C. chapter 6) does
FOR FURTHER INFORMATION CON- tially all of his or her services within an not apply. Pursuant to section 7805(f) of
TACT: Concerning the proposed regulaempowerment zone (the “location-of-the Internal Revenue Code, this notice
tions, Robert G. Wheeler, (202) 622-services” requirement). For each taxablef proposed rulemaking will be submit-
6060; concerning submissions and thgear the employer must use the samted to the Chief Counsel for Advocacy



of the Small Business Administration forEmpowerment Zone Employment Creditmethod, the relevant period for an em-

comment on its impact on small busi- - ployee is the entire calendar year with
ness. § 1.1396-1 Qualified zone employeesespect to which the credit is being
Comments and Public Hearing (@) In general. A qualified zone em- claimed. However, for any employee

oyee of an employer is an employe ho is employed by the employer for

ho satisfies the location-of-services re-coo than the entire calendar year, the

adopted ‘as final regulations, considergirement and the abode requiremer{t'alevant period is the portion of that
alendar year during which the em-

ation will be given to any written COM- it respect to the same empowermen‘fIO oo s ermploved by the emolover
m_err:ts (preferablyha signed or||g|nallj aNGone and is not otherwise excluded by’ (i)i/) AI Iicati%nyof me%/hodUnderpthi%/s '
'?Ig tt(8t)hcoﬁ)ll?e§) ,tb\lfit om tlm?y Sl'JII rg't'section 1396(d). methodpgn employee does not satisfy
ed to he - AL comments Wit D€ 9y ) ocation-of-services  requirement. " ploy .
available for public inspection and copy- : : \ the location-of-services requirement dur-
in The location-of- services requirement 'Sing any part of a calendar year unless
i %\ public hearing has been schedule atisfied if substantially all of the Ser'substa%tially all of the selr):/ices per-
ices performed by the employee for th ormed by the employee for the em-

for Wednesday, May 7, 1997 in room ; 1

2615, Internal Revenue Building, 11115?;?;?]3{8;0";‘]': iﬂegoigﬁg p tgﬁsfnngggw loyer during that calendar year (or, if

Constitution Avenue NW, Washington he employee is employed by the em-
ployer for less than the entire calendar

o . 'the employer.
DC. Because of access restrictions, visi- 2Y Abod . fThe abod

(2) Abode requirementThe abode re- yearthe portion of that calendar year

Sduring which the employee is employed

tors will not be admitted beyond the % . e

building lobby more than 15 minutesduirement is satisfied if the employee

before the hearing starts. principal place of abode while perform-p ihe employer) are performed within
The rules of 26 CER 601_601(‘3‘)(3)|ng those services is in the empowery empowerment zone in a trade or

apply to the hearing. Persons that Wisi[inent ZOne. , ) business of the employer.

to present oral comments at the hearin’f0 (b) Period for applying location-of-  (3) ExamplesThis paragraph (b) may

. I
Before these proposed regulations ar%

must submit written comments and arp€’vices requirementin applying the pe jjjlustrated by the following examples.
outline of topics to be discussed and thePCation-of-services requirement, an M each example, the employees satisfy
time to be devoted to each topic (signed!0¥er may use either the pay periodhe apode requirement at all relevant
original and eight (8) copies by Wednes.ethod described in paragraph (b)(1) ofimes and all services performed by the
day, April 16, 1997). this section or the calendar year methodmployees for their employer are per-
A period of 10 minutes will be allot- described_in paragraph (b)(2) of thiSformed in a trade or business of the
ted to each person for making com-S€ction. For each taxable year of apmployer. The employees are not pre-
ments. employer, the employer must either us@|uded from being qualified zone em-
An agenda showing the scheduling of® Pay period method with respect igoyees by section 1396(d)(2) (certain
the speakers will be prepared after th@'l Of its employees or use the calendagmpioyees ineligible). No portion of the
deadline for receiving outlines hasY®a" method with respect to all of itSemployees’ wages is precluded from
passed. Copies of the agenda will b&MPloyees. The employer may changgeing ‘qualified zone wages by section
available free of charge at the hearingth® method applied to all of its employ-1396(c)(2) (only first $15,000 of wages
_ , ees from one taxable year to the nexkaken into account) or section 1396(c)(3)
Drafting Information (1) Pay period methoe(i) Relevant (coordination with targeted jobs credit
The principal author of these regulaPeriod. Under the pay period method,and work opportunity credit). The ex-

tions is Robert G. Wheeler, Office of "€ relevant period for applying theamples are as follows:
Associate Chief Counsel ' Employeéocat'on' of-services requirement is each Example 1.() Employer X has a weekly pay

Benefits and Exempt Organizations pay period in which an emp|0yee pro_period for all its employee_s. Employee A_Works
However, other personnel from the IRS'VideS services to the employer. If anforXthroughout 1997. During each of the first 20

| h iod f . weekly pay periods in 1997, substantially all of
and Treasury Department participated ifmployer has one pay period tor certairys work for X is performed within the empower-

their development employees and a different pay period fofment zone in which A resides. A also works in the
' other employees e(g, a weekly pay zone at various times during the rest of the year,
e period for hourly wage employees and ut there is no other pay period in which substan-

. - . tially all of A's work for X is performed within the
Proposed Amendments to the Regulddi-weekly pay period for salaried em-. ol o0 one

tions ployees), the pay period actually 'appli— (i) Employer X uses the pay period method.
] . cable to a particular employee is theror each of the first 20 pay periods of 1997, A is
Accordingly, 26 CFR part 1 is pro- relevant pay period for that employeea qualified zone employee, all of As wages from

posed to be amended as follows: under this method. X are qualified zone wages, and X may claim the
.. . . . empowerment zone employment credit with re-
PART 1 — INCOME TAXES (ii) Application of methodUnder this gpect to those wages. X cannot claim the credit

R method, an employee does not satisfyith respect to any of As wages for the rest of
Paragraph 1. The authority citation forthe location-of-services requirement duri997. _
part 1 is amended by adding an entry ifng a pay period unless substantially all Example 2.() Employer ¥ has a weekly pay

; . . period for its factory workers and a bi-weekly pay
numenca.l qrder to read as fOJ|8Vl/S. of the services performed _by the em'period for its office workers. Employee B works
Auth_orlty. 26 U.S.C. 78_05 ployee for the employer d_urlng that payror v in various factories and Employee C works
Section 1.1396-1 also issued under 2feriod are performed within the empow-for Y in various offices.
U.S.C. 1397D. erment zone in a trade or business of (i) Employer Y uses the pay period method. Y
Par. 2. A new undesignated centethe employer. must use B’s weekly pay periods to determine the

. , iods  (if in which B i lified
heading and § 1.1396-1 are added to (2) Calendar year methee(i) Rel- Eﬁ{}ﬁojeg_ $nf?1a'; (\:/f’aif] the 'Seni‘pgb’vir'r'ﬁenf‘;';ie

read as follows: evant period.Under the calendar yearemployment credit with respect to B's wages only

1997-4 |I.R.B. 10



for the weekly pay periods for which B is ¢
qualified zone employee, because those are |
only wages that are qualified zone wages. Y mu
use C's bhi-weekly pay periods to determine tf
periods (if any) in which C is a qualified zone
employee. Y may claim the credit with respect t
C’s wages only for the bi-weekly pay periods fo
which C is a qualified zone employee, becau:
those are C’s only wages that are qualified zol
wages.

Example 3.(i) Employees D and E work for
Employer Z throughout 1997. Although some
D’s work for Z in 1997 is performed outside the
empowerment zone in which D resides, substs
tially all of it is performed within the empower-
ment zone. E's work for Z is performed within the
empowerment zone in which E resides for sevel
weeks of 1997 but outside the zone for the rest
the year so that, viewed on an annual basis,
work is not substantially all performed within the
empowerment zone.

(i) Employer Z uses the calendar year metho
D is a qualified zone employee for the entire yee
all of D's 1997 wages from Z are qualified zon
wages, and Z may claim the empowerment zo
employment credit with respect to all of thos
wages, including the portion attributable to wor
outside the zone. Under the calendar year meth
E is not a qualified zone employee for any part «
1997, none of E’s 1997 wages are qualified zo
wages, and Z cannot claim any empowerme
zone employment credit with respect to E's wag
for 1997. Z cannot use the calendar year meth
for D and the pay period method for E because
must use the same method for all employees. F
1998, however, Z can switch to the pay peric
method for E if Z also switches to the pay perio
method for D and all Z's other employees.

(c) Effective date.This section ap-
plies with respect to wages paid
incurred on or after December 21, 199

Margaret Milner Richardson,
Commissioner of Internal Revenue

(Filed by the Office of the Federal Register o
December 13, 1996, 8:45 a.m., and published
the issue of the Federal Register for December :
1996, 61 F.R. 66000)




