each taxable year that was scheduled tnount allowable under the existing certificate.g building’s credit period beginning after

I cause the existing certificate would allow no
have been paid in the taxable year bas‘%?edit after December 31, 2000, the reissuec}995'

on th? terms of the re.ﬁnance.d loarcertificate could expire on December 31, 2000
including any changes in the interest Example 2.(a) The facts are the same as

rate that would have been required ngample lexcept that the existing mortgage IoanéSSUE
. as a variable rate of interest and the refinancin
the terms of the refinanced loan and an ban will have a fixed rate of interest. To deter-

payments _Of principal that would haV(?mine whether the limit under paragraph (p)(3)(v) Does 8 502(e)(3) of the Tax Reform
been required by the terms of the refiof this section is met for any taxable year, theAct of 1986 (Act) prevent a taxpayer
nanced loan (other than repayments réw!der must calculate the amount of credit thak.gm claiming a low-income housing tax
ired It of any refinancing o therwise would have been allowable absent th%redit under § 42 of the Internal Rev-
quired as a resu y g refinancing. This requires a determination of the . .
the loan). amount of interest that would have been payabl&nue COdQ for a building whose credit
(D) The hypothetical interest method®” the refinanced loan for the taxable year. Thgperiod begins after 1995?
. . ) . holder may determine this amount by—
(which is available only for refinanced (1) appiying the terms of the refinanced loan, FACTS
loans that are not fixed interest ratancluding the variable interest rate or rates, for the
loans) determines the amount of interesi@xc?tt)le yeir as though the refinanced loan contin- On  January 1, 1995, taxpayef,

: 0 exIst; or : . HPEH
treated as having been scheduled tc_J H@(Z) Obtaining the amount of interest, and Calcupur(.:hfased a residential rental building
paid for a taxable year by constructingating the amount of credit that would have peer(Building) from seller,S S was allowed
an amortization schedule for a hypo-available, from the schedule of equal paymentshe transition-rule benefits under Act
thetical Se|f-amortizing loan with leve] that fully amortize a hypothetical loan with the § 502(a)T intends to substantia”y re-

. rincipal amount equal to the remaining outstand ili idi i
payments. The hypothetical loan musrng balance of the certified mortgage indebtedneshabIlltate the Building and qualify the

have a principal amount equal to thepecified on the existing certificate, the interes U"O_“”g for a low-income h_ousm_g tax
remaining outstanding balance of theequal to the annual percentage rate (APR) of theredit l_mder §_ 42. The_ credit period for
certified mortgage indebtedness SpeCr_efinancing loan, and the maturity equal to that ofthe Building will begin in 1996.

fied th ist] tificat t the refinanced loan.
'_e on the existing ceru '(.:a €, a matu- (b) The holder must apply the same method fo_ AW AND ANALYSIS
rity equal to that of the refinanced loan,each taxable year the tax credit is claimed based

and interest equal to the annual percenton the reissued mortgage credit certificate. Act § 502 contains a transition rule
age rate (APR) of the refinancing loan (5) Coordination — with  section for taxpayers investing in certain low-
that is required to be calculated for thel43(m)(3). A refinancing loan underly- jncome housing properties that exempts
Federal Truth in Lending Act. ing a reissued mortgage credit certificatghem from the passive-loss rules under
(E) A holder must consistently apply N3t replaces a mortgage credit certifig 469. The rule applies for investments
the scheduled interest method or thngLate issued on or before December 3inade after 1983 in housing property
hypothetical interest method for all tax-Lo00: 1S not & federally subsidized in-constructed or acquired pursuant to a
able years beginning with the first tax-9cPtedness for the purposes of sectioginding written contract entered into by
able year the tax credit is claimed byl#3(M)(3) of the Internal Revenue Codeaugust 16, 1986. If a binding contract
the holder based upon the reissued ceg 1.25-3T [Amended} existed by that date, taxpayers who
tificate. purchased an interest in the property by
: ) Par. 3. Section 1.25-3T is amendedhe close of 1986 (1988 if the interest
arrggl)esl,z )i(lﬁgtrr)s[g'tggeap;f)cl)itl:gmﬂgofep);ra-by removing paragraphs (g)(1)(ii) andwas held through certain partnerships),
p and who had not contributed more than

graph (p)(3)(v) of this section: (P)- . ; o=
Example 1.A holder of an existing certificate S0 percent of their cap|tal obllgat|on,

Rev. Rul. 97-4

that meets the requirements of this section seeks to Margaret Milner Richardson, could qualify for the transition rule.
refinance the mortgage on the property to which Commissioner of Internal RevenueThese taxpayers could claim passive
the existing certificate relates. The final payment losses on new low-income housing in-
on the holder’s existing mortgage is due onApproved November 27, 1996. vestments for a limited period of time if

December 31, 2000; the final payment on the new

mortgage would not be due until January 31, the properties were placed In service

2004. The holder requests that the issuer provide _ Donald C. Lubick, prior to January 1, 1989. After 1995, the
to the holder a reissued mortgage credit certificate Acting Assistant Secretary transition-rule benefits of Act § 502 are
in place of the existing certificate. The requested of the Treasury. no longer available to any taxpayer.

certificate would have the same certificate credit . ) . . .
rate as the existing certificate. For each calenddFiled by the Office of the Federal Register on Section 42 provides a tax credit for

year through the year 2000, the credit that would®ecember 16, 1996, 8:45 a.m., and published ilnvestment in qualified low-income
be allowable to the holder with respect to the newfhe issue of the Federal Register for December 1 jidings placed in service after Decem-

mortgage under the requested certificate would not996, 61 F.R. 66212) ber 31, 1986.
exceed the credit allowable for that year under the .
existing certificate. The requested certificate, how- A taxpayer may not claim a § 42

ever, would allow the holder credits for the years ion 42 —Low-| HoUSi credit before the start of a building’s
2001 through 2004, years for which, due to the>€CtION -~—Low-Income Housing 10-year credit period. Section 42(f) pro-

earlier scheduled retirement of the existing mortCredit vides that the 10-year credit period for a
gage, no credit would be allowable under the

existing certificate. Under paragraph (p)(3)(v) of Low-income housing tax credit. This building begins With the ta_Xable year the
this section, the issuer may not reissue the certifirevenue ruling clarifies that sectionbuilding is placed in service, or, at the
cate as requested because, under the existimnp(e)(3) of the Tax Reform Act of election of the taxpayer, the succeeding

certificate, no credit would be allowable for the

' nfaxable year.

years 2001 through 2004. The issuer may, howé|'98.6.doeS not prevem a taXpa.‘yer fro y

ever, provide a reissued certificate that limits theclaiming a low-income housing tax Act § 502 and § 42 can apply to the

amount of the credit allowable in each year to thecredit under section 42 of the Code forsame type of property. To prevent a
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taxpayer from obtaining a simultaneous=OR FURTHER INFORMATION CON-

On December 27, 1993, theederal

tax benefit under both sections, ActTACT: George Bradley, 202—622-4920Register published temporary regula-

8§ 502(e)(3) provides that no low-(not a toll-free number).
income housing credit under § 42 is
available “with respect to any projectSUPF’LE'V'E'\”-ARY

tions (T.D. 8509 [1994-1 C.B. 24]) and
a cross-reference notice of proposed
rulemaking (IA-62-93 [1994-1 C.B.

with respect to which any person hadNFORMATION:

been allowed any benefit under [Actpapenwork Reduction Act respectively, relating to these elections.

§ 502].” _ _ _ Three written comments responding to
The transition-rule benefits under Act The collections of information con- the regulations were submitted. Since

§ 502 are not available t8in 1996 and tained in these final regulations havenone of the commentators requested a
future years. Thus, no simultaneous takeen reviewed and approved by theublic hearing, one was not held. After
benefit under Act § 502 and § 42 isOffice of Management and Budget inconsideration of the comments, the pro-
available after that date. Therefore, Acaiccordance with the Paperwork Reducposed regulations are adopted as final
§ 502(e)(3) does not prohibiT from tion Act (44 U.S.C. 3507) under controlregulations subject to modifications to
claiming a § 42 low-income housingnumber 1545-1421. Responses to theggoposed § 1.108(c)-1, and the corre-
credit for the Building whose credit collections of information are requiredsponding temporary regulations are re-
period begins after 1995. to obtain the benefits of the particularmoved. The comments and a description
HOLDING election that is the subject of the collecof the modifications to proposed
tion. § 1.108(c)-1 are discussed below.

Act § 502(e)(3) does not prevent a An agency may not conduct or spon-
taxpayer from claiming a low-incomesor, and a person is not required téSummary of Comments and
housing tax credit under § 42 for arespond to, a collection of informationModifications
building whose credit period begins af-unless the collection of information dis Al three comments related to the

ter 1995. p'?ﬁeae‘gﬁafgg”ac’; :ﬁ;‘bbel;d en per reclection under section 163(d)(4)(B)(i)
DRAFTING INFORMATION

spondent varies from 15 minutes to 4%::§2na”8¥vscgnt§ﬁpar¥§tr tgatslil:ael agaci)r:sa
The principal author of this revenueminutes, depending on individual cir- ttributable to dispositions of pro ert,

ruling is Christopher J. Wilson of the cumstances, with an estimated average, =™ (= investmepnt s accgunri aﬁ
Office of Assistant Chief Counsel of 30 minutes. investment income. As a consequence
(Passthroughs and Special Industries). Comments concerning the accuracy of, . capital gains éﬁected by this elec-’
For further information regarding thisthis burden estimate and suggestions fQ;, 4re not eligible for the maximum

revenue ruling contact Mr. Wilson onreducing this burden should be sent t%apital gain rate of 28 percent. The
(202) 622-3040 (not a toll-free call).the Internal Revenue Service Attn: ’

, election must be made on Form 4952
IRS Reports Clearance Officer, T:FP, .
Washington, DC 20224, and to th@f- Investment Interest Expense Deduction,

Secton 108 —income From s ofanegenan and budgekain:_ o2, LS he e date (nclaing
Discharge of Indebtedness Desk Officer for the Department of the

. . the taxable year in which the net capital
26 CFR 1.108(c)-1: Time and manner for makingl reasury, Office of Information and

. : ain is recognized.
election under the Omnibus Budget ReconciliatiorRegulatory Affairs, Washington, DC g g .
Act of 1993 20503, The commentators questioned the au-

Books or records relating to this coI—thorlty of the IRS to require a formal

lection of information must be retainedeleCt'on’ stated that a formal election

. will add to the complexity of filing
as Ior_lg as their contents may becomﬁ'ldividual income tax returns, and sug-
material in the administration of any

internal revenue law. Generally, tax re_gested that taxpayers be allowed to

turns and tax return information arefreely change the manner in which they

X ; ; treat long-term capital gains, as long as
g(iggdentlal, as required by 26 U'S'C'the taxable year is open. These com-

ments were given careful consideration.
However, they have not been incorpo-
rated into these final regulations. The

This document contains final regula-|RS and the Treasury Department be-
tions relating to elections under thelieve that the requirement of a formal
following sections of the Internal Rev-election is supported by the language of

. .. enue Code of 1986 (Code) and theection 163(d)(4)(B)(iii), is not unduly
SUMMARY: This document contains fi- Omnibus Budget Reconciliation Act of burdensome, and provides taxpayers

nal regulations relating to the time andjgg3 (Pub. L. 103-66, 107 Stat. 312)yith flexibility, since the election is
manner of making certain elections un{act): revocable.

der the Omnibus Budget Reconciliation i . .
Act of 1993. These regulations provideACt Code The final regulations modify the re-

803]), 58 FR 68300 and 58 FR 68336,

T.D. 8688

DEPARTMENT OF THE TREASURY
Internal Revenue Service
26 CFR Parts 1 and 602

Certain Elections Under the
Omnibus Budget Reconciliation Act

of 1993 Background

AGENCY: Internal Revenue Service
(IRS), Treasury.

ACTION: Final regulations.

; : Section Section quirements for making the election for
gglndsa.mce to persons making the ele013114 1044(a) discharge of qualified real property busi-
13150 108(c)(3)(C) ness indebtedness under section 108(c).

EFFECTIVE DATE: December 12, 13206(d) 163(d)(4)(B)(iii) Under the previous temporary regula-
1996. 13225 6655(e)(2)(C) tions a taxpayer was required to make
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