Tax Treatment of Residential
Grants Made by the Lower
Manhattan Development
Corporation to Individuals and
Families Affected by the
September 11, 2001,
Disaster

Notice 2002-76
PURPOSE

This notice provides answers to fre-
guently asked questions regarding the tax
treatment of Residential Grant Program
grants the Lower Manhattan Development
Corporation (the LMDC) makes to indi-
viduals and families who occupy rentd units
or owner-occupied units in areas near the
site of the September 11, 2001, attack on
the World Trade Center.

BACKGROUND
Residential Grant Program

The LMDC, a subsidiary of the Em-
pire State Development Corporation, which
is a public benefit corporation of the State
of New York, was created in the after-
meath of the September 11, 2001, attack on
the World Trade Center. In cooperation with
city, state, and federa agencies, the LMDC
developed the Residential Grant Program
to offer financial assistance to individuals
who reside, or will reside, in areas near the
site of the World Trade Center disaster. The
LMDC received its funding for the Resi-
dential Grant Program from the United
States Department of Housing and Urban
Development. The LMDC'’s Partial Ac-
tion Plan, as amended on September 25,
2002, and implemented on September 26,
2002, describes the Residential Grant Pro-
gram.

The Partia Action Plan divides the ar-
eas closest to the World Trade Center di-
saster site into three zones (Zone 1, Zone
2, and Zone 3). These three zones corre-
spond generally to the locations of those
residents who experienced the most expo-
sure to the effects of the disaster.

The LMDC Residential Grant Program
offers three types of grants to families and
individuals residing in areas closest to the
World Trade Center disaster. The first grant

is a one-time $1,000 grant available only
to residents who occupied a housing unit
in Zone 1, 2, or 3 before September 11,
2001, and continue to live there through the
date of their application and the date of the
award.

The second grant is for families with one
or more children under the age of 18 mak-
ing a 1-year commitment to occupy rental
units or owner-occupied housing in Zone
1, 2, or 3 (“family grants’). These grants
are available regardless of whether the grant
recipient resided in Zone 1, 2, or 3 on Sep-
tember 11, 2001. The one-time grant
amount is $1,500 if the unit isin Zone 1
and $750 if the unit isin Zone 2 or 3. The
Partial Action Plan states that the family
grants are intended to compensate fami-
lies for the extra expenses they incurred or
will incur because of the continuing ef-
fects of the September 11, 2001, disaster.
The family grants are expected to be rea-
sonably commensurate with the extra rea-
sonable and necessary personal, living, and
family expenses that grant recipients have
incurred or will incur as aresult of the Sep-
tember 11, 2001, disaster, from the time
they commenced residing in Zone 1, 2, or
3 through the first anniversary after the
grant is made, excluding personal, living,
or family expenses that are reimbursed from
other sources, including the Federal Emer-
gency Management Agency (“FEMA”) and
private insurance.

The third grant is for individuals mak-
ing a 2-year commitment to occupy rental
units or owner-occupied housing in Zone
1 or 2 (“2-year commitment grant pro-
gram”). These grants are available regard-
less of whether the grant recipient resided
in Zone 1 or 2 on September 11, 2001. In
general, these grants equal 30 percent of
monthly rent or, for owner-occupied units,
30 percent of mortgage payments, main-
tenance, and real estate and related taxes.
The maximum grant amount is $12,000
over 2 years for Zone 1 units, and $6,000
over 2 years for Zone 2 units. The mini-
mum grant amount is $4,000 over 2 years
for unitsin Zone 1 and $2,000 over 2 years
for unitsin Zone 2.

The Partial Action Plan states that the
minimum grants ($4,000 per unit in Zone
1 and $2,000 per unit in Zone 2) are in-
tended to compensate those residents who
incurred or will incur extra expenses be-

cause of the continuing effects of the Sep-
tember 11, 2001, disaster. The minimum
grant amounts are expected to be reason-
ably commensurate with the extra reason-
able and necessary personal, living, or
family expenses that grant recipients have
incurred or will incur as aresult of the Sep-
tember 11, 2001, disaster, from the time
they commenced residing in Zone 1 or 2
through the second anniversary after the ini-
tia grant payment is made, excluding per-
sonal, living, or family expenses that are
reimbursed from other sources, including
FEMA and private insurance.

Overview of the General Welfare
Exclusion and Information Reporting
Requirements

Section 61(a) of the Internal Revenue
Code provides that, except as otherwise pro-
vided by law, gross income means al in-
come from whatever source derived. The
Internal Revenue Service, however, has con-
sistently held that payments by govern-
mental units under legislatively provided
social benefit programs for the promotion
of the general welfare are not includible in
a recipient’s gross income (general wel-
fare exclusion). See e.g., Rev. Rul. 74—
205, 19741 C.B. 20; Rev. Rul. 98-19,
1998-1 C.B. 840. To qualify under the ad-
ministrative general welfare exclusion, the
payments must (i) be made from a gov-
ernmental fund, (ii) be for the promotion
of general welfare (based on need), and (iii)
not represent compensation for services.
Rev. Rul. 75-246, 1975-1 C.B. 24; Rev.
Rul. 82-106, 1982-1 C.B. 16.

Governmental payments to help indi-
viduals and families meet disaster-related
expenses are based on need. For example,
Rev. Rul. 76-144, 1976-1 C.B. 17, holds
that grants made under the Disaster Re-
lief Act of 1974 to help individuas or fami-
lies affected by a disaster meet extraordinary
disaster-related necessary expenses or se-
rious needs in the categories of medical,
dental, housing, personal property, trans-
portation, or funeral expenses (and not in
the categories of nonessential, decorative,
or luxury items) are excluded from gross
income under the general welfare exclu-
sion. In this context, because “need” is not
defined in terms of financia need, the gen-
eral welfare exclusion applies equally to all
residents of an affected area regardless of



their income levels. In the absence of a di-
saster, however, governmental payments
made without regard to financial status,
health, educational background, or employ-
ment status are not based on need and, thus,
do not qualify under the general welfare ex-
cluson. See Rev. Rul. 76-131, 1976-1 C.B.
16; and Rev. Rul. 85-39, 1985-1 C.B. 21.

The Victims of Terrorism Tax Relief Act
of 2001, Pub. L. No. 107-134, 115 Stat.
2427 (2001), added & 139 to the Code. Sec-
tion 139(b)(4) codifies (but does not sup-
plant) the administrative general welfare
exclusion for certain disaster relief pay-
ments to individuals. Because “of the ex-
traordinary circumstances surrounding a
qualified disaster, it is anticipated that in-
dividuals will not be required to account for
actual expenses in order to qualify for the
[& 139] exclusion, provided that the amount
of the payments can be reasonably ex-
pected to be commensurate with the ex-
penses incurred.” Joint Committee on
Taxation Staff, Technical Explanation of the
“VMictims of Terrorism Tax Relief Act of
2001, as Passed by the House and Sen-
ate on December 20, 2001, 107th Cong.,
1st Sess. (2001). As under § 139, the Ser-
vice will not require individuals to ac-
count for actud disaster-related expenses for
governmental payments to qualify under the
administrative general welfare exclusion if
the amount of the payments can be rea-
sonably expected to be commensurate with
the expenses incurred.

Under § 6041 and the regulations there-
under, any person (including an agency of
a state or its political subdivisions) en-
gaged in a trade or business and making
payments in the course of such trade or
business to another person of fixed or de-
terminable gains, profits, or income of $600
or more during a calendar year must pro-
vide an information return setting forth the
amount of such gains, profits, and income,
and the name and address of the recipient
of the payment.

QUESTIONS AND ANSWERS

Q-1. Are the one-time $1,000 grants ex-
cluded from gross income?

A-1. Yes. The one-time $1,000 grants
are excluded from grant recipients’ gross
income under the general welfare exclu-
sion. These grants are intended to compen-
sate individuals for the extra reasonable and
necessary personal, living, and family ex-
penses they incur as a result of the ef-

fects of residing in the area of the World
Trade Center disaster and are expected to
be commensurate with the expenses in-
curred. The $1,000 one-time grants aso
qudify for exclusion from gross income un-
der § 139.

Q-2. Are the family grants and the mini-
mum grants under the 2-year commitment
grant program excluded from gross in-
come?

A-2. Yes. The family grants ($1,500 for
units in Zone 1 and $750 for unitsin Zone
2 or 3) and the minimum grant amounts
($4,000 for unitsin Zone 1 and $2,000 for
units in Zone 2) under the 2-year commit-
ment grant program are excluded from gross
income under the general welfare exclu-
sion. These grants qualify under the gen-
eral welfare exclusion because these grants
are intended to compensate individuals for
unreimbursed extra reasonable and neces-
sary personal, living, and family expenses
they incur as a result of the continuing ef-
fects of the World Trade Center disaster and
are expected to be commensurate with the
expenses incurred. The family grants and
the minimum grant amounts aso qudify for
exclusion from gross income under § 139.

Q-3. Are the payments in excess of the
minimum grant amounts under the 2-year
commitment grant program excluded from
gross income?

A-3. No. The payments in excess of
$4,000 for Zone 1 units and in excess of
$2,000 for Zone 2 units under the 2-year
commitment grant program do not qualify
for exclusion from gross income under the
general welfare exclusion or any other pro-
vision of law. These payments are distin-
guishable from the other grant payments
under the Residential Grant Program be-
cause these payments are not intended to
compensate individuals for the extra rea-
sonable and necessary persondl, living, and
family expenses they incur as a result of
residing in the area of the World Trade Cen-
ter disaster. In addition, these payments are
made regardless of any other needs-based
criterion (for example, financial status,
health, educational background, or employ-
ment status of the individual recipient).
Grant recipients must include the remain-
ing grant amounts under the 2-year com-
mitment grant program in gross income
under § 61(a).

Q—4. Must grant recipients maintain
records of the extra personal, living, and
family disaster-related expenses they in-

curred to exclude from gross income un-
der the general welfare exclusion payments
of the one-time $1,000 grants, the family
grants, and the minimum grant amounts un-
der the 2-year commitment grant program?

A—4. No. Grant recipients are not re-
quired to maintain records of the extra per-
sonal, living, and family disaster-related
expenses they incurred to exclude from
gross income under the general welfare ex-
clusion payments of the one-time $1,000
grants, the family grants, and the mini-
mum grant amounts under the 2-year com-
mitment grant program.

Q-5. Are payments of the one-time
$1,000 grants, the family grants, and the
minimum grants under the 2-year commit-
ment grant program subject to informa-
tion reporting by the LMDC?

A-5. No. Payments of the following
grants:

(1) the one-time $1,000 grants;

(2) the family grants ($1,500 for units
in Zone 1 and $750 for unitsin Zone 2 or
3); and

(8) the minimum grant amounts under
the 2-year commitment grant program
(%4,000 for unitsin Zone 1 and $2,000 for
units in Zone 2) are not subject to infor-
mation reporting because these payments are
excluded from gross income under the gen-
eral welfare exclusion.

Q-6. Are the payments in excess of the
minimum grant amounts under the 2-year
commitment grant program subject to in-
formation reporting?

A—6. Yes. Because payments in excess
of the minimum grant amounts under the
2-year commitment grant program must be
included in gross income, LMDC must file
with the Service and furnish to a grant re-
cipient a Form 1099-G, Certain Govern-
ment Payments, if the grant recipient
receives $600 or more of such payments
during a calendar year.

DRAFTING INFORMATION

The principal author of this notice is
Shareen Soltanzadeh Pflanz of the Office
of Associate Chief Counsel (Income Tax &
Accounting). For further information re-
garding this notice, contact Shareen Pflanz
at (202) 622—4920 (not a toll-free call).




