Section 25.—Interest on Certain proposed regulations under sectiomn amortization schedule that projects

Home Mortgages 25(e)(4) are ao_lopted as revised by thigterest and principal payments over the
26 CFR 1.25-3: Qualified mortgage credit certifi- .Treasury decision, an.d the correspondife of the_loan' By applying the m_ort'
cate. ing temporary regulations are removedgage credit rate to the amount of inter-
The comments and revisions are disest, the holder can calculate the amount
T.D. 8692 cussed below. of tax credit that would have been
DEPARTMENT OF THE TREASURY Explanation of pl’OViSiOI’]S and summarya||0Wab|e for the taxable year.
Internal Revenue Service of comments The amount of tax credit that would
26 CFR Part 1 The temporary regulations permit thehavet been a_lllowalblel ftordab taxa;]blle(:j yeafr
. _ reissuance of a mortgage credit certifi!S MOt as €asily calculated by a holder o
Reissuance of Mortgage Credit cate on or after December 22, 1992, buf mortgage credit certificate who refi-

ances a variable rate loan because the
older cannot project an amortization

Certificates no later than 1 year after the date of th

AGENCY: Internal Revenue Servicerefinancing. Commentators thought thi .
(IRS), Treasury. unnecessarily limited eligibility for the Schedule for the refinanced loan. In-
reissuance of a certificate and limitec®!€@d, each year the holder must calcu-

ACTION: Final and temporary regula- the flexibility of State and local govern- |&1€ the amount of interest that would
tions. ments. The final regulations, reﬂectingha"e been paid on the refinanced loan

SUMMARY: This document contains fi- the goal of giving State and local gov_under thde |Rterest lratle n ehffect for thg-t
nal regulations relating to the reissuanc€nments maximum flexibility to admin- {f;r v%]uldt r?anvecabceueﬁtealfosvaﬁll)é C-:-?]i:
of mortgage credit certificates. ChangeéSter mortgage credit certificate pro- rocedure was described as burdensome
to the applicable law were made by thédrams, remove these limits. A State of{°“~. " © "2 2P0

Tax Reform Act of 1984. The regu|a_local government may reissue a certifi- y _ ) o

tions provide guidance to issuers ang@te to any person who refinanced a The final regulations continue to re-
holders of mortgage credit certificatesmortgage for which a mortgage creditlect the statutory requirement that the

~certificate was issued and who meets theeissued certificate not result in an in-
EFFECTIVE DATE: These regulationsother requirements for a reissued certificrease in the credit that would otherwise

are effective December 17, 1996. cate. The credit for prior years is avail-have been allowable to the certificate

able to the extent that the certificateholder under the existing certificate for
-T-gg-r!:LlfB-,I\_ATCEEEI|N\|,:vg§1'§[l'?ﬂ(gg|2)cgzl\é_ holder may file a claim for refund. any taxable year. The final regulations,
3980 (not a toll-free numbér) The temporary regulations providehoyvever, permit a.certlflcate holder Who
' that the certified mortgage indebtedneskefinances a variable rate loan with
SUPPLEMENTARY amount on the reissued certificate caneither a variable rate loan or a fixed rate
INFORMATION: not exceed the remaining balance of théoan to determine the amount of credit
certified mortgage indebtedness amourihat would have been allowable by
on the existing certificate. CommentaUsing an alternative method instead of
This document adds final regulationstors suggested that the final regulation§alculating the amount based on the
to the Income Tax Regulations (26 CFRpermit the indebtedness amount on thactual interest that would have been
part 1) to provide guidance under secreissued certificate to include costs sucRaid on the refinanced loan. Under the
tion 25(e)(4) of the Internal Revenueas closing costs of the refinancing loanalternative method, the credit that would
Code (Code) with respect to the reissuThis recommendation was not imple-have been allowable is computed using
ance of mortgage credit certificates. Secmented in the final regulations becaus@n amortization schedule of a hypotheti-
tion 25(e)(4) was added to the Code byection 25(e)(4) of the Code limits thecal self-amortizing loan with level pay-
section 612 of the Tax Reform Act of amount of the reissued certificate to thénents projected to the final maturity
1984, 98 Stat. 494, 905. outstanding balance of the existing cerdate of the refinanced loan. The interest
On December 22, 1993, temporarytificate. rate of the hypothetical loan is the
regulations (TD 8502) relating to refi- The temporary regulations provideannual percentage rate (APR) of the
nancing under section 25(e)(4) werghat the reissued certificate may nofefinancing loan determined for pur-
published in theFederal Register (58 result in an increase in the credit thaPoses of the Federal Truth in Lending
FR 67689). A notice of proposedwould otherwise have been allowable tdAct. The principal of the hypothetical
rulemaking (REG-209574-92, previ-the holder under the existing certificatdoan is the remaining outstanding bal-
ously FI-47-92) cross-referencing thefor any taxable year. In the case of a@nce of the certified mortgage indebted-
temporary regulations was published irseries of refinancings, the amount allowness specified on the existing certificate.
the Federal Registerfor the same day able on the refinanced loan would be A certificate holder who refinances a
(58 FR 67744). the amount allowable on the originalvariable rate loan may use the alterna-
Written comments responding to thesdoan, rather than the immediately pretive method or may compute the actual
notices were received. There were needing refinanced loan. amount of credit that would have been
requests to appear in response to publi- A holder of a mortgage credit certifi- allowable. However, the method chosen
cation of a notice of a hearing in thecate who refinances a fixed rate loammust be consistently applied by the
Federal Register(61 FR 15204). There- can determine the amount of interesholder beginning with the first taxable
fore, no public hearing was held. Afterthat would have been paid for anyyear for which the tax credit based upon
consideration of all the comments, thdaxable year on the refinanced loan fromhe reissued certificate is claimed.

Background



The temporary regulations do not ad-Adoption of Amendments to the cate may be the original certificate, a
dress whether a refinancing loan is &egulations certificate issued to a transferee under
financing that is subject to the recapture . . 8§ 1.25-3T(h)(2)(ii), or a certificate pre-
provisions of section 143(m) if the refi- Accordingly, 26 . CFR part 1 Is viously reissued under this paragraph
nanced loan was not subject to recapz-imended as follows: (p).
ture. The final regulations provide thatPART 1—INCOME TAXES (3) Limitations on reissued certifi-
the refinancing loan underlying a reis- o cate. An issuer may reissue a mortgage
sued mortgage credit certificate that re- Para_graph 1. The authorlty citation forgre it certificate only if all of the fol-
places a mortgage credit certificate isPart 1is amended by removing the entry,ing requirements are satisfied:
sued on or before December 31, 1990 1-25-1T-1.25-8T" and adding entries ; The reissued certificate is issued

is not a federally subsidized indebted!N numerical order to read as follows: ‘the holder of an existing certificate

ness that is subject to the recapture Authority: 26 U.S.C. 7805 * * * with respect to the same property to
provisions of section 143(m) of thesection 1.25-1T also issued under 28&hich the existing certificate relates.
Code. U.S.C. 25. (i) The reissued certificate entirely
Commentators asked for clarificationsection 1.25-2T also issued under 2&eplaces the existing certificate (that is,
of whether additional volume cap wasy.s.c. 25. the holder cannot retain the existing
required in order to reissue a mortgag&ection 1.25-3 also issued under 26ertificate with respect to any portion of
credit certificate and whether additionaly s.c. 25. the outstanding balance of the certified
reporting was required by the issuer of &ection 1.25-3T also issued under 2&10rtgage indebtedness specified on the
reissued mortgage certificate. Reissuanqg.s.c. 25. existing certificate).
of a mortgage credit certificate relates tG5ection 1.25-4T also issued under 26 (iii) The certified mortgage indebted-
refinancing by a mortgage credit certifi-y.5.c. 25. ness specified on the reissued certificate
cate holder of a mortgage loan on thesection 1.25-5T also issued under 26l0€s not exceed the remaining outstand-
holder’s principal residence. Volume capj 5 c. 25. ing balance of the certified mortgage
was required to be obtained in connecgection 1.25-6T also issued under 281debtedness specified on the existing
tion with the program under which the g ¢ 25 certificate.
original certificate had been issued. Beggction 1.25-7T also issued under 26 (iv) The reissued certificate does not
cause the reissued certificate is replacing g ¢ 25 increase the certificate credit rate speci-
the existing certificate, it is treated 8Sgaction 1.25-8T also issued under 2lIjed in the existing certificate.
issued in connection with the original ;g = 25 « » (v) The reissued certificate does not
program, and additional volume cap is .Pér. 2 .Section 1.95-3 is added td€sult in an increase in the tax credit
unnecessary for the reissuance. For Simf"ead és beIOWS' ' that would otherwise have been allow-
lar reasons, no additional reporting is ' able to the holder under the existing
required by an issuer of a reissued 1.25-3 Qualified mortgage credit cer-certificate for any taxable year. The
mortgage credit certificate. tificate. holder of a reissued certificate deter-
: mines the amount of tax credit that
Special Analyses (a) through (g)(1)(ii) [Reserved] Forwould otherwise have been allowable by
It has been determined that this Treafurther guidance, see § 1.25-3T(amultiplying the interest that was sched-
sury decision is not a significant regulathrough (g)(1)(ii). uled to have been paid on the refinanced

tory action as defined in EO 12866. It (9)(1)(ii) Reissued certificate excep-loan by the certificate rate of the exist-
also has been determined that sectioiion. See paragraph (p) of this sectioring certificate. In the case of a series of
553(b) of the Administrative Proceduregor rules regarding the exception in therefinancings, the tax credit that would
Act (5 U.S.C. chapter 5) does not applycase of refinancing existing mortgagesotherwise have been allowable is deter-
to these regulations, and because the (9)(2) through (o) [Reserved] For fur- mined from the amount of interest that
notice of proposed rulemaking precedingher guidance, see § 1.25-3T(g)(2was scheduled to have been paid on the

the regulations was issued prior tcathrough (o). original loan and the certificate rate of
March 29, 1996, the Regulatory Flex- (p) Reissued certificates for certainthe original certificate.
ibility Act (5 U.S.C. chapter 6) does notrefinancings—(1) In general. If the is- (A) In the case of a refinanced loan

apply. Pursuant to section 7805(f) of thesuer of a qualified mortgage credit certhat is a fixed interest rate loan, the
Internal Revenue Code, the notice ofificate reissues a certificate in place ofinterest that was scheduled to be paid on
proposed rule making preceding thesan existing mortgage credit certificate tathe refinanced loan is determined using
regulations was submitted to the Chiethe holder of that existing certificate, thethe scheduled interest method described
Counsel for Advocacy of the Smallreissued certificate is treated as satisfyin paragraph (p)(3)(v)(C) of this section.
Business Administration for comment oning the requirements of this section. The (B) In the case of a refinanced loan
its impact on small business. period for which the reissued certificatethat is not a fixed interest rate loan, the
is in effect begins with the date of theinterest that was scheduled to be paid on
refinancing (that is, the date on whichthe refinanced loan is determined using
The principal author of these regula-interest begins accruing on the refinanceither the scheduled interest method de-
tions is L. Michael Wachtel, Office of ing loan). scribed in paragraph (p)(3)(v)(C) of this
the Assistant Chief Counsel (Financial (2) Meaning of existing certificate. section or the hypothetical interest
Institutions and Products), IRS. How-For purposes of this paragraph (p), anethod described in paragraph
ever, other personnel from the IRS andnortgage credit certificate is an existing(p)(3)(v)(D) of this section.
Treasury Department participated incertificate only if it satisfies the require- (C) The scheduled interest method
their development. ments of this section. An existing certifi- determines the amount of interest for

Drafting Information



ead taxabk yea tha was scheduld to
hawe bea pai in the taxabk yea based
on the terms of the refinancel loan
including ary changs in the interest
rate tha would hawe been required by
the terns of the refinancel loan and any
paymens of principd tha would have
bee requiral by the terms of the refi-
nancel loan (othe than repaymerg re-
quired as aresut of any refinancirg of
the loan).

(D) The hypothetic interes method
(which is availabk only for refinanced
loars tha are not fixed interes rate
loang determins the amoun of interest
treatel as having been scheduld to be
pad for a taxabke yea by constructing
an amortizatim schedut for a hypo-
theticd self-amortizig loan with level
payments The hypothetich loan must
haw a principd amoun equa to the
remainirg outstandig balane of the
certified mortgag indebtednes speci-
fied on the existing certificate a matu-
rity equa to that of the refinance loan,
ard interes equd to the annu# percent-
ace rate (APR) of the refinancirg loan
tha is requiral to be calculate for the
Feder& Truth in Lending Act.

(E) A holde mug consistentl apply
the scheduld interes methal or the
hypothetica interes methal for all tax-
able yeas beginnirg with the first tax-
able yea the tax credt is claimed by
the holde base&l upan the reissué cer-
tificate.

(4) Examples The following ex-
amples illustrate the application of para-
grafh (p)(3)(v) of this section:

Exampé 1. A holde of an existing certificate
tha mees the requiremers of this sectin seels to
refinan@ the mortga@ on the propery to which
the existing certificae relates The final payment
on the holde’s existig mortgag is due on
Decembe 31, 200Q the final paymen on the new
mortgag would not be due until Januay 31,
2004 The holde requess tha the issue provide
to the holde a reissué mortgag credt certificate
in place of the existing certificate The requested
certificake would hawe the same certificae credit
rate as the existing certificate For ead calendar
yea through the yea 200Q the credi tha would
be allowabk to the holde with respet to the new
mortga@ unde the requestd certificaie would not
excee the credt allowabk for tha yea unde the
existing certificate The requestd certificate how-
eva, would allow the holde credit for the years
2001 through 2004 yeass for which, due to the
earlie scheduld retiremen of the existing mort-
gage no credt would be allowabe unde the
existing certificate Unde paragrap (p)(3)(v) of
this section the issue may nat reisswe the certifi-
cak as requestd because unde the existing
certificate no credt would be allowabk for the
yeas 2001 throuch 2004 The issue may, how-
eva, provide areissué certificae tha limits the
amour of the credt allowabk in eat yea to the

amoun allowabk unde the existing certificate.
Becaus the existing certificae would allow no
credi after Decembe 31, 200Q the reissued
certificae could expire on Decembe 31, 2000.

Exampé 2. (a) The facts are the sane as
Exampé 1 excep that the existing mortgag loan
has avariabk rate of interes and the refinancing
loan will hawe a fixed rate of interest To dete-
mine whethe the limit unde paragrap (p)(3)(v)
of this sectim is met for ary taxabk yea, the
holde mug calculae the amoun of credi that
otherwie would hawe been allowabke absenh the
refinancing This requires a determinatio of the
amoun of interes tha would hawe been payable
on the refinancel loan for the taxabk yea. The
holde may determire this amourt by—

(1) Applying the terns of the refinancel loan,
including the variabk interes rate or rates for the
taxabk yea as thoudh the refinancel loan contin-
ued to exist or

(2) Obtainirg the amoun of interest ard calcu-
lating the amoun of credi tha would hawe been
available from the schedut of equa payments
tha fully amortiZ a hypothetica loan with the
principd amoun equa to the remainirg outstand-
ing balane of the certified mortgag indebtedness
specifiel on the existing certificate the interest
equa to the annuéd percentag rate (APR) of the
refinancirg loan and the maturity equa to tha of
the refinancel loan.

(b) The holde mug apply the sarme metha for
ead taxabk yea the tax credt is claimed based
upan the reissue mortgag credt certificate.

(5) Coadination- with- sectin
143(m)(3) A refinancirg loan underly-
ing areissue mortgag credt certificate
tha replace a mortgag credi certifi-
cake issual on or before Decembe 31,
199Q is not a federaly subsidizé in-
debtednes for the purposs of section
143(m)(3 of the Internd Revene Code.

§ 1.25-3 [Amended}

Pa. 3. Sectim 1.25-3 is amended
by removirg paragraph (g)(1)(iii) and
(p)-

Margare Milner Richardson,
Commissioneof Internd Revenue.

Approved Novembe 27, 1996.

Donal C. Lubick,
Acting Assistah Secetary
of the Treasuy.

(Filed by the Office of the Federd Registe on
Decembe 16, 1996 8:45 a.m, ard publishe in
the isste of the Federh Registe for Decembe 17,
1996 61 FR. 66212)




