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Section 42.—Low-Income Housing
Credit

Low-income housing tax credit. This

a building's credt periad beginnirg after
1995.

Rev. Rul. 97-4
ISSUE

Does § 502(e)(3 of the Tax Reform
Act of 198 (Act) preven a taxpayer
from claiming a low-income housirg tax
credi unde § 42 of the Internd Rev-
ente Coce for a building whos credit
periad begirs after 19957

FACTS

On Januay 1, 1995 taxpaye, T,
purchasd a residentia rentd building
(Building) from selle, S S was allowed
the transition-rue benefis unde Act
§ 502(a) T intends to substantialf re-
habilitae the Building and qualify the
Building for a low-income housirg tax
credi unde § 42 The credt periad for
the Building will begin in 1996.

LAW AND ANALYSIS

Act § 502 contairs a transitian rule
for taxpayes investirg in certan low-
income housirg properties tha exempts
them from the passive-los rules under
§ 469 The rule applies for investments
mack after 1983 in housirg property
constructd or acquirel pursuamh to a
binding written contra¢ enterel into by
Augug 16, 1986 If a binding contract
existel by tha date taxpayes who
purchasd an interes in the propery by
the close of 198 (198 if the interest
was held throuch certan partnerships),
and who had nat contributel more than
50 percen of their capitd obligation,
could qualify for the transition rule.
The® taxpayes could claim passive
losses on new low-income housirg in-
vestmers for a limited periad of time if
the propertiss were placal in service
prior to Januay 1, 1989 After 1995 the
transition-rue benefis of Act § 502 are
no longa availabke to ary taxpaye.

Sectimn 42 provides a tax credt for
investment in qualified low-income
buildings placed in servie after Decem-
ber 31, 1986.

A taxpaye may not claim a § 42
credt before the stat of a building's
10-yea credi period Sectio 42(f) pro-
vides tha the 10-yea credt periad for a
building begirs with the taxabk yea the

revene ruling clarifies tha section building is placed in service or, a the

502(e)(3 of the Tax Refom Act of
198 does naot preven a taxpaye from
claiming a low-income housing tax
credi unde sectin 42 of the Code for

electicn of the taxpaye, the succeeding
taxabk yea.

Act § 502 and § 42 can appl to the
sane type of propery. To preven a



taxpayer from obtaining a simultaneou
tax benefit under both sections, Ac
§ 502(e)(3) provides that no low-
income housing credit under § 42 i
available “with respect to any project
with respect to which any person ha
been allowed any benefit under [Act
§ 502].”

The transition-rule benefits under Act
§ 502 are not available t8in 1996 and
future years. Thus, no simultaneous ta
benefit under Act § 502 and 8§ 42 is
available after that date. Therefore, Ac
§ 502(e)(3) does not prohibiT from
claiming a 8§ 42 low-income housing
credit for the Building whose credit
period begins after 1995.

HOLDING

Act 8§ 502(e)(3) does not prevent &
taxpayer from claiming a low-income
housing tax credit under 8 42 for a
building whose credit period begins af-
ter 1995.
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