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FEDERAL INCOME TAX CONSEQUENCES OF RECEIVING ASSISTANCE FROM A 
STATE HOMEOWNER ASSISTANCE FUND PROGRAM 

July 2021 

Section 61(a) of the Internal Revenue Code provides that, except as otherwise provided 
by law, gross income means all income from whatever source derived. Payments under 
governmental social benefit programs for the promotion of the general welfare and not for 
services rendered, however, are not includible in a recipient’s gross income (general welfare 
exclusion). See Rev. Rul. 74-205, 1974-1 C.B. 20; Rev. Rul. 98-19, 1998-1 C.B. 840. 

The American Rescue Plan Act of 2021 includes $9.9 billion for creation of a 
Homeowner Assistance Fund (HAF) to be administered by the Treasury Department. HAF 
programs will be developed and operated by grantees at the state level subject to guidance and 
oversight from the Treasury Department. 

Given the purpose of the HAF, payments made by a HAF program to or on behalf of an 
individual homeowner are not includible in the recipient’s taxable gross income. The HAF was 
established to mitigate financial hardships connected with the coronavirus pandemic and prevent 
foreclosures among homeowners who have experienced a hardship related to the pandemic. Such 
payments are, therefore, part of a social benefit program for the promotion of the general 
welfare, and would, accordingly, qualify for the general welfare exclusion.1 

As reflected in the attached materials, the Internal Revenue Service has ruled that 
financial assistance provided to homeowners by states’ Hardest Hit Funds (HHF) programs 
during the financial crisis that started in 2008 qualified for the general welfare exclusion and 
therefore did not count as part of a homeowner-recipient’s taxable gross income. IRS Notice 
2011-14. Like the HAF, the HHF was established to mitigate the financial hardships 
homeowners suffered during a nationwide financial crisis and to prevent foreclosures. 
Significantly, the IRS clarified that the general welfare exclusion applied regardless of whether 
the assistance was provided in the form of a grant or a forgivable loan.  

The attached materials also include a ruling by the IRS that Pay-for-Performance Success 
Payments received by homeowners who successfully perform on loan modifications under the 
federal government’s Home Affordable Modification Program (HAMP) are excludable from 
taxable income. IRS Rev. Rule 2009-19. 

1 The Internal Revenue Service recently published answers to frequently asked questions regarding the parallel 
Emergency Rental Assistance Program (ERAP) which state that ERAP payments made to cover a tenant’s rent 
arrears are not includible as taxable income. 

https://www.irs.gov/newsroom/emergency-rental-assistance-frequently-asked-questions
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Presumably, the Treasury Department will soon provide HAF-specific guidance relating 
to this issue, either in its forthcoming HAF guidance or through the IRS. In the meantime, the 
attached materials should serve to clarify and confirm that homeowners will not be subject to 
income tax for financial assistance received from a HAF program.  



Part III - Administrative, Procedural, and Miscellaneous 

TAX CONSEQUENCES TO HOMEOWNERS, MORTGAGE SERVICERS, AND STATE 
HOUSING FINANCE AGENCIES OF PARTICIPATION IN THE HFA HARDEST HIT 
FUND AND THE EMERGENCY HOMEOWNERS’ LOAN PROGRAM  

Notice  2011-14 

PURPOSE  

This notice provides guidance on the federal tax consequences of, and 

information reporting requirements for, payments made to or on behalf of financially 

distressed homeowners under programs designed by state housing finance agencies 

(State HFAs)1 with funds allocated from the Housing Finance Agency Innovative Fund 

for the Hardest-Hit Housing Markets (HFA Hardest Hit Fund).  This notice applies to the 

programs designed by State HFAs that are listed in the Appendix to this notice (State 

Programs).  

This notice also provides guidance on the federal tax consequences of, and 

information reporting requirements for, payments made on behalf of financially 

distressed homeowners under the Department of Housing and Urban Development’s 

Emergency Homeowners’ Loan Program (EHLP) and any existing state program 

receiving funding from the EHLP (the substantially similar state programs or SSSPs).   

1 For purposes of this notice, the term “state housing finance agencies” includes other non-profit agencies 
organized and controlled by a state.  In addition, the term “state” means the 50 states, the District of 
Columbia, and the Commonwealth of Puerto Rico. 



 - 2 - 

Specifically, this notice addresses whether— 

• Disbursements under a “Forgivable Loan” (as defined below) or a HUD Note 

(as defined below) are treated as payments to homeowners and not as 

disbursements of loan proceeds; 

• Homeowners who receive or benefit from payments made under the State 

Programs, the EHLP, or the SSSPs exclude the payments from gross income 

under the general welfare exclusion and deduct otherwise deductible 

expenses (for example, mortgage interest and real property taxes) paid from 

those payments; and 

• Payments to or on behalf of homeowners made under the State Programs, 

the EHLP, or the SSSPs are exempt from the information reporting 

requirements of §§ 6041 and 6050H of the Internal Revenue Code. 

THE HFA HARDEST HIT FUND PROGRAM 

Overview 

In February 2010, the United States Department of the Treasury (Treasury 

Department) established the HFA Hardest Hit Fund, which is authorized by section 109 

of the Emergency Economic Stabilization Act (EESA), Division A of Pub. L. 110-343, 

112 Stat. 3774 (2008).  The purposes of the HFA Hardest Hit Fund are to provide funds 

to the State Programs (1) to assist homeowners in preventing avoidable foreclosures, 

and (2) to stabilize housing markets.  The HFA Hardest Hit Fund is designed to allow 

each State HFA maximum flexibility in designing locally focused programs to address 

the needs of financially distressed homeowners within the state or a specific region of 
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the state.  Each of the State Programs that receives funding from the HFA Hardest Hit 

Fund has as its primary objective preventing avoidable foreclosures of homeowners’ 

homes and stabilizing housing markets. 

The HFA Hardest Hit Fund is available in states where either housing prices 

have declined more than 20 percent from peak prices or the unemployment rate equals 

or exceeds the national average.  The states eligible for this funding are Alabama, 

Arizona, California, the District of Columbia, Florida, Georgia, Illinois, Indiana, Kentucky, 

Michigan, Mississippi, Nevada, New Jersey, North Carolina, Ohio, Oregon, Rhode 

Island, South Carolina, and Tennessee.  

To receive funding from the HFA Hardest Hit Fund, each of these states 

submitted proposals describing its programs and verifying that each of the programs 

would meet the requirements of the EESA and the purposes of the HFA Hardest Hit 

Fund.  Funding under the HFA Hardest Hit Fund is available for, but not limited to, 

programs involving the following transactions:  mortgage modifications, principal 

forbearance to facilitate additional mortgage modifications, short sales and deeds-in-lieu 

of foreclosure, unemployment programs, principal reductions for homeowners with 

severe negative equity, and second-lien reductions and modifications. 

Approved State Programs and their Common Elements    

The Treasury Department has approved all of the State Programs listed in the 

Appendix to this notice2 and is distributing funds from the HFA Hardest Hit Fund for use 

by the State HFAs.   Generally, under the State Programs homeowners must 

                                            
2 The Treasury Department may amend the list of State Programs in the Appendix to this notice through 
subsequent published guidance. 



 - 4 - 

demonstrate that they have suffered a financial hardship due to certain events, such as 

unemployment, underemployment, medical condition, death of a spouse, or divorce, 

and as a result are in danger of losing their homes in foreclosure or need financial 

assistance to ensure that their loans become or remain affordable.  Although most of 

the State Programs have the goal of helping financially distressed homeowners remain 

in their homes, some State Programs also help homeowners who can no longer afford 

their homes to transition to more affordable homes.  Some states limit participation in 

their programs to homeowners whose income does not exceed certain limits. 

In some cases, the State Programs assist a homeowner by making cash 

payments directly to or on behalf of the homeowner without mentioning any repayment 

obligation.  On the other hand, sometimes the governing documents discuss repayment 

and call the arrangement a “loan” or a “forgivable loan.”  Even in these cases, however, 

the terms of the arrangement generally operate to relieve the homeowner of an 

obligation to make any repayments.  The terms achieve this end by reducing the stated 

principal amount to zero over time if the homeowner meets certain program 

requirements.  Though State Programs may vary, an arrangement like this is generally 

secured by a subordinate lien on the home and is documented as a zero-percent-

interest, nonrecourse, non-amortizing “loan” to the homeowner with a term ranging from 

3 to 10 years.  (This notice calls these arrangements “Forgivable Loans.”)  For example, 

under some programs the unpaid stated principal of a Forgivable Loan declines 

20 percent each year for 5 years if the homeowner remains current on the homeowner’s 

mortgage loan payments and continues to use the property as a principal residence.  In 
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general, no payments are due on a Forgivable Loan unless (1) the homeowner sells, 

refinances, or transfers title to the property before the term expires, and (2) equity 

proceeds from the sale, refinancing, or title transfer are available to pay some or all of 

the remaining unpaid stated principal balance.  As a result, the Treasury Department 

and the State Programs do not expect homeowners to make more than a minimal 

amount of payments on Forgivable Loans. 

THE EMERGENCY HOMEOWNERS’ LOAN PROGRAM AND SUBSTANTIALLY 

SIMILAR STATE PROGRAMS 

Overview 

Section 1496 of the Dodd-Frank Wall Street Reform and Consumer Protection 

Act (Dodd-Frank Act), Pub. L. 111-203, 124 Stat. 2207 (2010), reauthorized and revised 

the Emergency Homeowners’ Loan Program (EHLP), 12 U.S.C. §§ 2701-2712, and 

provided $1 billion to the Department of Housing and Urban Development (HUD) to 

implement the EHLP and existing state programs that are substantially similar to the 

EHLP (the substantially similar state programs or SSSPs).  The purpose of the EHLP 

and the SSSPs is to provide assistance to homeowners who are at risk of foreclosure 

and have experienced a substantial reduction in income as a result of involuntary 

unemployment or underemployment due to adverse economic or medical conditions.  

See 12 U.S.C. § 2702(4). The $1 billion of funding is allocated based on a state’s 

approximate share of unemployed homeowners.  The EHLP and the SSSPs 

complement the HFA Hardest Hit Fund by providing assistance to homeowners in 

Puerto Rico and the 32 states that did not receive funds from the HFA Hardest Hit Fund.  



 - 6 - 

See Emergency Homeowners’ Loan Program:  Notice of Allocation of Funding for 

Substantially Similar State Programs (“Funding Notice”), 75 Fed. Reg. 69,454 

(November 12, 2010).      

Eligible Pre-Existing State Programs 

 The Dodd-Frank Act provides that a state may administer EHLP funds if HUD 

determines that the state program qualifies as an SSSP.  An SSSP is a state program 

existing on July 21, 2010, that provides substantially similar assistance to homeowners.  

12 U.S.C. § 2707(d).  A state with an SSSP may exercise greater flexibility in program 

design and is not required to modify its program to comply with Title 12 after HUD 

determines that the program is an SSSP.  12 U.S.C. § 2707(d).  To receive funding from 

the EHLP, State HFAs submitted proposals describing how their programs provide 

assistance to homeowners that is substantially similar to that provided under the EHLP.  

Only SSSPs are eligible to administer an allocation from the $1 billion provided to the 

EHLP under the Dodd-Frank Act.  Section III.B.2 of the Funding Notice.  If a state does 

not have an SSSP, then HUD administers the state’s allocation from the $1 billion of 

funding in accordance with the EHLP.  

Homeowners Eligible for Assistance and Operation of the EHLP and SSSPs 

 To receive assistance from the EHLP or an SSSP, a homeowner must meet 

certain eligibility requirements.  The homeowner must reside in the mortgaged property 

as his or her principal residence at the time of application and for the duration of the 

assistance.  The homeowner must also be involuntarily unemployed or underemployed 

because of adverse economic or medical conditions.  The homeowner must have 
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household income equal to or less than 120% of the area median income for the area in 

which the homeowner resides, and have experienced a substantial reduction in income 

as a result of involuntary unemployment or underemployment due to adverse economic 

or medical conditions.  See  12 U.S.C. § 2702(4).  The homeowner also must be at least 

three months delinquent on the homeowner’s first mortgage and provide evidence that 

foreclosure on that mortgage is likely or imminent.  In addition, the homeowner must 

have a reasonable likelihood of being able to (1) resume repayments of the first 

mortgage obligation within two years, and (2) meet other housing expenses and debt 

obligations when the assistance ends.  See 12 U.S.C. § 2702.   

Under the EHLP (but not an SSSP), eligible homeowners must contribute the 

greater of 31 percent of their monthly gross income or $25 towards the monthly 

payments on the first mortgage.  Under the EHLP, homeowner contributions will be 

combined with the governmental funds and forwarded to the servicer/lender as the 

monthly payment on the first mortgage.  HUD expects the SSSPs to use their existing 

procedures for handling borrower contributions. 

  The EHLP will provide a reasonably necessary amount to assist an eligible 

homeowner with (i) a maximum of 24 months of monthly payments of mortgage 

principal, interest, mortgage insurance premiums, taxes, and hazard insurance, and (ii) 

payments of arrearages (mortgage principal, interest, mortgage insurance premiums, 

taxes, hazard insurance, late fees, and certain foreclosure related legal expenses).  

HUD prefers, but does not require, the SSSPs to limit assistance to a 24-month period.   

The EHLP and the SSSPs must include assistance in making monthly payments to the 
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servicer of the first mortgage and may not restrict payments only to arrearages.  If the 

household’s gross income increases to 85% or more of the income prior to the 

unemployment, underemployment, or medical condition, then the assistance will be 

phased out over a two-month period.   

The assistance that the EHLP and the SSSPs provide to a homeowner must be 

pursuant to a note with terms and repayment conditions that are similar to the 

Forgivable Loan described above, except that the homeowner is responsible for 

repayment of the applicable balance of the note if the homeowner defaults on the 

homeowner’s monthly mortgage payment obligation during the five-year period after the 

assistance ends.  (This notice calls these arrangements “HUD Notes.”)  As a result, 

HUD and the SSSPs do not expect homeowners to make more than a minimal amount 

of payments on the HUD Notes.  

APPLICABLE PROVISIONS OF LAW 

Characterization of Forgivable Loans and the HUD Notes 

If assistance to a homeowner under a State Program is structured as a 

Forgivable Loan, the Internal Revenue Service will treat the disbursements to or on 

behalf of the homeowner as payments to the homeowner rather than as disbursements 

of loan proceeds, and those payments are treated as occurring at the time the 

disbursements are made.  Similarly, if assistance to a homeowner under the EHLP or 

an SSSP is pursuant to a HUD Note, the IRS will treat the disbursements to or on behalf 

of the homeowner as payments to the homeowner rather than as disbursements of loan 
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proceeds, and those payments are treated as occurring at the time the disbursements 

are made.   

Income Tax Consequences to Homeowners 

Section 61(a) of the Code provides that, except as otherwise provided by law, 

gross income means all income from whatever source derived.  The Service has 

consistently held, however, that payments made under governmental programs for the 

promotion of the general welfare are not includible in an individual recipient’s gross 

income (general welfare exclusion).  See Rev. Rul. 2009-19, 2009-28 I.R.B. 111, 

holding that Pay-for-Performance Success Payments made under the Home Affordable 

Modification Program to help homeowners who are at risk of losing their homes pay 

their mortgage loans on their principal residences are excluded from income under the 

general welfare exclusion.  See also Rev. Rul. 76-373, 1976-2 C.B. 16.   

Similar to the payments in Rev. Rul. 2009-19, the payments made under the 

State Programs with funds from the HFA Hardest Hit Fund and the payments made 

under the EHLP and the SSSPs with funds authorized by the Dodd-Frank Act promote 

the general welfare by helping homeowners who are at risk of losing their homes either 

pay their mortgage loans or transition to more affordable housing and do not involve the 

performance of services.  Therefore, payments made under the State Programs, the 

EHLP, and the SSSPs to or on behalf of a homeowner are excluded from gross income 

under the general welfare exclusion.   

For taxable years 2010, 2011, and 2012, this notice provides a safe harbor 

method pursuant to which a homeowner may deduct on his or her federal income tax 



 - 10 - 

return an amount equal to the sum of all payments the homeowner actually makes 

during that year to the mortgage servicer, HUD, or the State HFA on the home 

mortgage, but not in excess of the sum of the amounts shown on Form 1098, Mortgage 

Interest Statement, in box 1 (mortgage interest received), box 4 (mortgage insurance 

premiums) for years 2010 and 2011 only, and box 5 (real property taxes).  This safe 

harbor method of computing the homeowner’s deduction applies for a taxable year if (1) 

the homeowner meets the requirements of §§ 163 and 164 to deduct all of the mortgage 

interest on the loan and all of the real property taxes on the principal residence; and (2) 

the homeowner participates in the EHLP, an SSSP, or a State Program described in the 

Appendix to this notice in which the program payments could be used to pay interest on 

the home mortgage.    

Information Reporting Obligations 

Section 6041 of the Code requires every person engaged in a trade or business 

(including state governments and their agencies) to (1) file an information return for 

each calendar year in which the person makes in the course of its trade or business 

payments to another person of fixed and determinable income aggregating $600 or 

more, and (2) furnish a copy of the information return to that person.  See § 6041(a) and 

(d) and § 1.6041-1(a)(1) and (b) of the Income Tax Regulations.   

Because the payments made under the State Programs, the EHLP, and the 

SSSPs are excluded from the gross income of the homeowners, they are not fixed or 

determinable income under § 6041.  Thus, under § 6041 payors do not file information 
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returns or furnish copies to homeowners for payments made under the State Programs, 

the EHLP, or the SSSPs. 

Section 6050H of the Code requires every person engaged in a trade or business 

(including state governments and their agencies) to (1) file an information return for 

each calendar year in which the person receives in the course of its trade or business 

payments from an individual of interest on a mortgage aggregating $600 or more, and 

(2) furnish a copy of the information return to that individual.  See § 6050H(a) and (d) 

and § 1.6050H-1(a) of the regulations. 

For purposes of § 6050H, interest received from a governmental unit or its 

agency or instrumentality is not interest received on a mortgage, and thus should not be 

reported as interest received on a mortgage.  See § 1.6050H-1(e)(3)(ii) of the 

regulations. 

Accordingly, if a person receives payments under a State Program, the EHLP, or 

an SSSP from a governmental unit or its agency or instrumentality of interest on the 

homeowner’s mortgage, that person should not include those payments in the amount 

reported as interest received on a mortgage on Form 1098.   

Section 6721 of the Code imposes penalties on a person for failing to include all 

required information or including incorrect information on an information return.  Section 

6722 imposes penalties on a person for failing to include all required information or 

including incorrect information on a payee statement.  However, the Service will not 

assert penalties under §§ 6721 and 6722 against a mortgage servicer that reports on 

Forms 1098 payments received under a State Program, the EHLP, or an SSSP during 
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calendar year 2010.  Additionally, the Service will not assert penalties under §§ 6721 

and 6722 against a mortgage servicer that reports on Forms 1098 payments received 

under a State Program, the EHLP, or an SSSP during calendar years 2011 or 2012 if 

the servicer notifies homeowners that the amounts reported on the Form 1098 are 

overstated because they include government subsidy payments.  The Service will not 

assert penalties under §§ 6721 and 6722 against any State HFA for failing to file and 

furnish Forms 1098 for calendar year 2010.  Furthermore, the Service will not assert 

penalties under §§ 6721 and 6722 against any State HFA for failing to file and furnish 

Forms 1098 for calendar years 2011 and 2012 if the State HFA provides each 

homeowner and the IRS a statement setting forth (1) the homeowner’s name and TIN, 

and (2) the amount of payments the State HFA made to the mortgage servicer under 

the State Program or the SSSP during that year (separately stating the amount the 

State HFA paid and the amount the homeowner paid).  The statement the State HFA 

provides to the IRS must be a single statement that separately lists the names, TINs, 

and relevant payment amounts for each homeowner.  In addition, for calendar years 

2011 and 2012, HUD should provide each homeowner and the IRS a statement setting 

forth (1) the homeowner’s name and TIN, and (2) the amount of payments HUD made 

to the mortgage servicer under the EHLP during that year (separately stating the 

amount HUD paid and the amount the homeowner paid).  The statement HUD provides 

to the IRS should be a single statement that separately lists the names, TINs, and 

relevant payment amounts for each homeowner.  The IRS intends to issue future 
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published guidance specifying the IRS office where the State HFAs and HUD should 

send the single statements. 

SUMMARY OF FEDERAL TAX CONSEQUENCES OF PAYMENTS UNDER THE 

STATE PROGRAMS, THE EHLP, OR THE SSSPS TO ASSIST FINANCIALLY 

DISTRESSED HOMEOWNERS  

Disbursements under a Forgivable Loan or a HUD Note are treated as payments 

to a homeowner and not as disbursements of loan proceeds. 

A homeowner who receives or benefits from payments made under the State 

Programs, the EHLP, or an SSSP excludes the payments from gross income under the 

general welfare exclusion.   

Payments to or on behalf of a homeowner made under the State Programs, the 

EHLP, and the SSSP are not subject to the information reporting requirements of 

§ 6041. 

The Service will not assert penalties under §§ 6721 and 6722 against a mortgage 

servicer that reports on Forms 1098 payments received under a State Program, the 

EHLP or an SSSP during calendar year 2010.  Additionally, the Service will not assert 

penalties under §§ 6721 and 6722 against a mortgage servicer that reports on Forms 

1098 payments received under a State Program, the EHLP, or an SSSP during 

calendar years 2011 or 2012 if the servicer notifies homeowners that the amounts 

reported on the Form 1098 are overstated because they include government subsidy 

payments.   
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The Service will not assert penalties under §§ 6721 and 6722 against any State 

HFA for failing to file and furnish Forms 1098 for calendar year 2010.  In addition, the 

Service will not assert penalties under §§ 6721 and 6722 for calendar years 2011 and 

2012 against any State HFA if the State HFA provides each homeowner and the IRS a 

statement setting forth (1) the homeowner’s name and TIN, and (2) the amount of 

payments the State HFA made to a mortgage servicer under the State Program or the 

SSSP during that year (separately stating the amount the State HFA paid and the 

amount the homeowner paid).  The statement the State HFA provides to the IRS must 

be a single statement that separately lists the names, TINs, and relevant payment 

amounts for each homeowner.  For calendar years 2011 and 2012, HUD should provide 

each homeowner and the IRS a statement setting forth (1) the homeowner’s name and 

TIN, and (2) the amount of payments HUD made to the mortgage servicer under the 

EHLP during that year (separately stating the amount HUD paid and the amount the 

homeowner paid).  The statement HUD provides to the IRS should be a single 

statement that separately lists the names, TINs, and relevant payment amounts for 

each homeowner.  The IRS intends to issue future published guidance specifying the 

IRS office where the State HFAs and HUD should send the single statements.  

For taxable years 2010, 2011, and 2012, this notice provides a safe harbor 

method pursuant to which a homeowner may deduct on his or her federal income tax 

return an amount equal to the sum of all payments the homeowner actually makes 

during that year to the mortgage servicer, HUD, or the State HFA on the home 

mortgage, but not in excess of the sum of the amounts shown on Form 1098, Mortgage 
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Interest Statement, in box 1 (mortgage interest received), box 4 (mortgage insurance 

premiums) for years 2010 and 2011 only, and box 5 (real property taxes).  This safe 

harbor method of computing the homeowner’s deduction applies for a taxable year if (1) 

the homeowner meets the requirements of §§ 163 and 164 to deduct all of the mortgage 

interest on the loan and all of the real property taxes on the principal residence, and (2) 

the homeowner participates in the EHLP, an SSSP, or a State Program described in the 

Appendix to this notice in which the program payments could be used to pay interest on 

the home mortgage.    

PERSON TO CONTACT 

The principal author of this notice is Shareen S. Pflanz of the Office of Associate 

Chief Counsel (Income Tax & Accounting).  For further information regarding this notice 

contact Shareen S. Pflanz on (202) 622-4920 (not a toll-free call). 

Appendix 
Alabama 
Hardest Hit for Alabama’s Unemployed Homeowners 
Arizona 

Save My Home AZ Program:  
Permanent Modifications Component  
Second Mortgage Assistance Component  

 Temporary Modification Component 

California 

Unemployment Mortgage Assistance Program 
Mortgage Reinstatement Assistance Program  
Principal Reduction Program  
The Transition Assistance Program 
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Appendix 
District of Columbia 
Homesaver Program 
Florida 

Unemployment Mortgage Assistance Program 
Mortgage Loan Reinstatement Program  

Georgia 
Mortgage Payment Assistance (MPA) 
Illinois 
Hardest Hit Fund Homeowner Emergency Loan Program (HHF HELP) 
Indiana 
Hardest Hit Fund Unemployment Bridge Program   
Kentucky 
Kentucky Unemployment Bridge Program 
Michigan 

Principal Curtailment Program  
Loan Rescue Program 
Unemployment Mortgage Subsidy Program 

Mississippi 
Home Saver Program 
Nevada  

Principal Reduction Program 
Second Mortgage Reduction Plan  
Short-Sale Acceleration Program 
Mortgage Assistance Program (MAP) 

New Jersey 
New Jersey Homekeeper Program (NJHK) 
North Carolina  

Mortgage Payment Program (MPP-1) 
Mortgage Payment Program (MPP-2) 
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Appendix 
Second Mortgage Refinance Program (SMRP) 
Permanent Loan Modification Program (PLMP)  

Ohio 

Rescue Payment Assistance Program 
Partial Mortgage Payment Assistance Program 
Mortgage Modification with Principal Reduction Program   
Transition Assistance Program 
Short Refinance Program    

Oregon 

Loan Modification Assistance Program 
Mortgage Payment Assistance Program 
Loan Preservation Assistance Program 
Transition Assistance Program 

Rhode Island  

Loan Modification Assistance for HAMP Customers (LMA-HAMP) 
Loan Modification Assistance for Non-HAMP Customers (LMA-Non-HAMP) 
Temporary and Immediate Homeowner Assistance (TIHA) 
Moving Forward Assistance  
Mortgage Payment Assistance – Unemployment Program 

South Carolina  

Monthly Payment Assistance Program  
Direct Loan Assistance Program  
HAMP Assistance Program  
Second Mortgage Assistance Program  
Property Disposition Assistance Program 

Tennessee 

Hardest Hit Fund Program (HHFP) 
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Section 61.—Gross income defined 
 
 
26 C.F.R. 1.61-1(a): Gross income 
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ISSUE 

If a homeowner benefits from Pay-for-Performance Success Payments under the 

United States Government’s Home Affordable Modification Program (HAMP), are those 

payments excludable from income under the general welfare exclusion? 

FACTS 

 The deep contraction in the economy and in the housing market has created 

stress for homeowners throughout the country.  Large numbers of homeowners are 

struggling to afford their current monthly mortgage payments and are at risk of losing 

their homes.  In response, the United States Government announced the Homeowner 

Affordability and Stability Plan (the Plan), which helps at-risk homeowners modify their 

mortgages to avoid foreclosure.   

 HAMP, a key component of the Plan, helps homeowners who have defaulted, or 

are at risk of default, on their mortgages because, for example, they are suffering 



serious hardships, decreases in income, increases in expenses, and high mortgage 

debt compared to monthly income. 

 Under HAMP, homeowners that make timely payments on their modified loans 

are eligible to have incentive payments made on their behalf to lenders/investors.  Each 

month that a homeowner makes a mortgage payment on time, the homeowner accrues 

an amount toward a Pay-for-Performance Success Payment.  A payment of the accrued 

amounts is made annually, to reduce the principal balance on the homeowner’s 

mortgage loan.  Homeowners can receive principal reductions of up to $1,000 per year 

for up to five years, subject to a de minimis threshold.   

The Federal National Mortgage Association and the Federal Home Loan 

Mortgage Corporation have a substantial role in administering HAMP. 

LAW AND ANALYSIS 

Section 61(a) of the Internal Revenue Code provides that, except as otherwise 

provided by law, gross income means all income from whatever source derived.  

Payments under governmental social benefit programs for the promotion of the general 

welfare and not for services rendered, however, are not includible in a recipient’s gross 

income (general welfare exclusion).  See Rev. Rul. 74-205, 1974-1 C.B. 20; Rev. Rul. 

98-19, 1998-1 C.B. 840. 

Pay-for-Performance Success Payments made under the United States 

Government’s Home Affordable Modification Program promote the general welfare by 

helping homeowners who are at risk of losing their homes pay the mortgage loans on 

their primary residences and do not involve the performance of services.  These 

payments meet the requirements of the general welfare exclusion. 



HOLDING 

 If a homeowner benefits from Pay-for-Performance Success Payments under the 

United States Government’s Home Affordable Modification Program, the payments are 

excludable from income under the general welfare exclusion. 

DRAFTING INFORMATION 

The principal author of this revenue ruling is Sheldon Iskow of the Office of 

Associate Chief Counsel (Income Tax and Accounting). For further information 

regarding this revenue ruling, contact Mr. Iskow at (202) 622-4920 (not a toll-free 

number). 
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