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contingency, general contractor’s over-
head and profit, architect’s and engi-
neer’s fees, permit and survey fees, in-
surance premiums, real estate taxes 
during construction, title and record-
ing fees, construction period interest, 
financing fees, organizational costs, 
rent-up and marketing costs, account-
ing and auditing costs, working capital 
and operating deficit reserves, syndica-
tion and legal fees, and developer fees; 

(ii) Any proceeds or receipts expected 
to be generated by reason of tax bene-
fits; 

(iii) The percentage of the housing 
credit dollar amount used for project 
costs other than the costs of inter-
mediaries. This requirement should not 
be applied so as to impede the develop-
ment of projects in hard-to-develop 
areas under section 42(d)(5)(C); and 

(iv) The reasonableness of the devel-
opmental and operational costs of the 
project. 

(4) Timing of Agency evaluation—(i) In 
general. The financial determinations 
and certifications required under para-
graph (a)(3) of this section must be 
made as of the following times— 

(A) The time of the application for 
the housing credit dollar amount; 

(B) The time of the allocation of the 
housing credit dollar amount; and 

(C) The date the building is placed in 
service. 

(ii) Time limit for placed-in-service eval-
uation. For purposes of paragraph 
(a)(4)(i)(C) of this section, the evalua-
tion for when a building is placed in 
service must be made not later than 
the date the Agency issues the Form 
8609, ‘‘Low-Income Housing Credit Al-
location Certification.’’ The Agency 
must evaluate all sources and uses of 
funds under paragraph (a)(3)(i) of this 
section paid, incurred, or committed by 
the taxpayer for the project up until 
date the Agency issues the Form 8609. 

(5) Special rule for final determinations 
and certifications. For the Agency’s 
evaluation under paragraph (a)(4)(i)(C) 
of this section, the taxpayer must sub-
mit a schedule of project costs. Such 
schedule is to be prepared on the meth-
od of accounting used by the taxpayer 
for federal income tax purposes, and 
must detail the project’s total costs as 
well as those costs that may qualify for 
inclusion in eligible basis under section 

42(d). For projects with more than 10 
units, the schedule of project costs 
must be accompanied by a Certified 
Public Accountant’s audit report on 
the schedule (an Agency may require 
an audited schedule of project costs for 
projects with fewer than 11 units). The 
CPA’s audit must be conducted in ac-
cordance with generally accepted au-
diting standards. The auditor’s report 
must be unqualified. 

(6) Bond-financed projects. A project 
qualifying under section 42(h)(4) is not 
entitled to any credit unless the gov-
ernmental unit that issued the bonds 
(or on behalf of which the bonds were 
issued), or the Agency responsible for 
issuing the Form(s) 8609 to the project, 
makes determinations under rules 
similar to the rules in paragraphs (a) 
(3), (4), and (5) of this section. 

(b) Effective date. This section is ef-
fective on January 1, 2001. 

[T.D. 8859, 65 FR 2329, Jan. 14, 2000]

§ 1.42A–1 General tax credit for tax-
able years ending after December 
31, 1975, and before January 1, 
1979. 

(a)(1) Allowance of credit for taxable 
years ending after December 31, 1975, and 
beginning before January 1, 1977. Subject 
to the special rules of paragraphs (b)(1), 
(c) and (d) and the limitation of para-
graph (e)(1) of this section, an indi-
vidual is allowed as a credit against 
the tax imposed by chapter 1 for the 
taxable year in the case of taxable 
years ending after December 31, 1975, 
and beginning before January 1, 1977, 
an amount equal to the greater of— 

(i) 2 percent of so much of the indi-
vidual’s taxable income as does not ex-
ceed $9,000, or 

(ii) $35 multiplied by the total num-
ber of deductions for personal exemp-
tions to which the individual is enti-
tled for the taxable year under section 
151 (b) and (e) and the regulations 
thereunder (relating to allowance of 
deductions for personal exemptions 
with respect to the individual, the indi-
vidual’s spouse, and dependents). 
For purposes of applying subdivision 
(ii) of this paragraph (a)(1), the total 
number of deductions for personal ex-
emptions shall not include any addi-
tional exemptions to which the indi-
vidual or his spouse may be entitled
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based upon age of 65 or more or blind-
ness under section 151 (c) or (d) and the 
regulations thereunder.y 

(2) Allowance of credit for taxable years 
beginning after December 31, 1976, and 
ending before January 1, 1979. Subject to 
the special rules of paragraphs (b)(2), 
(c) and (d) and the limitation of para-
graph (e)(2) of this section, an indi-
vidual is allowed as a credit against 
the tax imposed by section 1, or 
against the tax imposed in lieu of the 
tax imposed by section 1, for the tax-
able year in the case of taxable years 
beginning after December 31, 1976, and 
ending before January 1, 1979, an 
amount equal to the greater of— 

(i) 2 percent of so much of the indi-
vidual’s taxable income for the taxable 
year, reduced by the zero bracket 
amount determined under section 63 
(d), as does not exceed $9,000, or 

(ii) $35 multiplied by the total num-
ber of deductions for personal exemp-
tions to which the individual is enti-
tled for the taxable year under section 
151 and the regulations thereunder (re-
lating to allowance of deductions for 
personal exemptions). 

(b) Married individuals filing separate 
returns—(1) For taxable years ending 
after December 31, 1975, and beginning be-
fore January 1, 1977. In the case of tax-
able years ending after December 31, 
1975, and beginning before January 1, 
1977, a married individual who files a 
separate return for the taxable year is 
allowed as a credit for the taxable year 
an amount equal to either— 

(i) 2 percent of so much of the indi-
vidual’s taxable income as does not ex-
ceed $4,500, or 

(ii) $35 multiplied by the total num-
ber of deductions for personal exemp-
tions to which the individual is enti-
tled for the taxable year under section 
151 (b) and (e) and the regulations 
thereunder, but only if both the indi-
vidual and the individual’s spouse elect 
to have the credit determined in the 
manner described in this subdivision 
(ii) for their corresponding taxable 
years. The elections shall be made by 
both married individuals separately 
calculating and claiming the credit in 
the manner and amount described in 
this subdivision (ii) on their separate 
returns for their corresponding taxable 
years. The rules of section 142 (a) and 

the regulations thereunder (relating to 
individuals not eligible for the stand-
ard deduction) in effect for taxable 
years beginning before January 1, 1977, 
apply to determine whether the taxable 
years of the individual and the individ-
ual’s spouse correspond to each other. 
For purposes of applying this subdivi-
sion (ii), the total number of deduc-
tions for personal exemptions shall not 
include any additional exemptions to 
which the individual may be entitled 
based upon age of 65 or more or blind-
ness under section 151 (c) or (d) and the 
regulations thereunder. 

(2) For taxable years beginning after 
December 31, 1976, and ending before Jan-
uary 1, 1979. In the case of taxable 
years beginning after December 31, 
1976, and ending before January 1, 1979, 
a married individual who files a sepa-
rate return for the taxable year shall 
determine the amount of the credit for 
the taxable year under section 42(a)(2) 
and § 1.42A–1(a)(2)(ii). 

(3) Determination of marital status. For 
purposes of this paragraph, the deter-
mination of marital status shall be 
made as provided by section 143 and the 
regulations thereunder (relating to the 
determination of marital status). 

(c) Return for short period on change of 
annual accounting period. In computing 
the credit provided by section 42 and 
this section for a period of less than 12 
months (hereinafter referred to as a 
‘‘short period’’), where income is to be 
annualized under section 443(b)(1) in 
order to determine the tax— 

(1) The credit allowed by paragraphs 
(a) (1)(i) and (2)(i) of this section shall 
be computed based upon the amount of 
the taxable income annualized under 
the rules of section 443(b)(1) and § 1.443–
1(b)(1), or 

(2)(i) The credit allowed by paragraph 
(a)(1)(ii) of this section shall be com-
puted based upon the total number of 
deductions for personal exemptions to 
which the individual is entitled for the 
short period under section 151 (b) and 
(e) and the regulations thereunder (re-
lating to allowance of deductions for 
personal exemptions with respect to 
the individual, the individual’s spouse, 
and dependents), and 

(ii) The credit allowed by paragraph 
(a)(2)(ii) of this section shall be com-
puted based upon the total number of
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deductions for personal exemptions to 
which the individual is entitled for the 
short period under section 151 and the 
regulations thereunder (relating to al-
lowance of deductions for personal ex-
emptions). 
As so computed, the credit allowed by 
section 42 and this section shall be al-
lowed against the tax computed on the 
basis of the annualized taxable income. 
See § 1.443–1(b)(1)(vi). 

(d) Certain persons not eligible—(1) Es-
tates and trusts. The credit provided by 
section 42 and this section shall not be 
allowed in the case of any estate or 
trust. Thus, the credit shall not be al-
lowed to an estate of an individual in 
bankruptcy or to an estate of a de-
ceased individual. However, in the case 
of a deceased individual, the credit 
shall be allowed on the decedent’s final 
return filed by his executor or other 
representative. Also, the credit pro-
vided by section 42 and this section 
shall be allowed in the case of a return 
filed by an estate of an infant, incom-
petent, or an individual under a dis-
ability. 

(2) Nonresident alien individuals. The 
credit provided by section 42 and this 
section shall not be allowed in the case 
of any nonresident alien individual. As 
used in this subparagraph, the term 
‘‘nonresident alien individual’’ has the 
meaning provided by § 1.871–2. See, how-
ever, section 6013(g) for election to 
treat nonresident alien individual as 
resident of the United States. The cred-
it shall be allowed to an alien indi-
vidual who is a resident of the United 
States for part of the taxable year. See 
§ 1.871–2(b) for rules relating to the de-
termination of residence of an alien in-
dividual. For purposes of paragraphs 
(a) (1)(i) and (2)(i) of this section, the 
credit allowed shall be computed by 
taking into account only that portion 
of the individual’s taxable income 
which is attributable to the period of 
his residence in the United States. For 
purposes of paragraph (a)(1)(ii) of this 
section, the credit allowed shall be 
computed by taking into account only 
the total number of deductions for per-
sonal exemptions to which the indi-
vidual is entitled under section 151 (b) 
and (e) for the period of his residence in 
the United States. For purposes of 
paragraph (a)(2)(ii) of this section, the 

credit allowed shall be computed by 
taking into account only the total 
number of deductions for personal ex-
emptions to which the individual is en-
titled under section 151 for the period 
of his residence in the United States. 
See § 1.871–13 for rules relating to 
changes of residence status during a 
taxable year. 

(e) Limitation—(1) For taxable years 
ending after December 31, 1975, and begin-
ning before January 1, 1977. For taxable 
years ending after December 31, 1975, 
and beginning before January 1, 1977, 
the credit allowed by section 42 and 
this section shall not exceed the 
amount of tax imposed by chapter 1 for 
the taxable year. In the case of an alien 
individual who is a resident of the 
United States for a part of the taxable 
year, the credit allowed by section 42 
and this section shall not exceed the 
amount of tax imposed by chapter 1 for 
that portion of the taxable year during 
which the alien individual was a resi-
dent of the United States. See § 1.871–
13. 

(2) For taxable years beginning after 
December 31, 1976, and ending before Jan-
uary 1, 1979. For taxable years begin-
ning after December 31, 1976, and end-
ing before January 1, 1979, the credit 
allowed by section 42 and this section 
shall not exceed the amount of tax im-
posed by section 1, or the amount of 
tax imposed in lieu of the tax imposed 
by section 1, for the taxable year. In 
the case of an alien individual who is a 
resident of the United States for a part 
of the taxable year, the credit allowed 
by section 42 and this section shall not 
exceed the amount of tax imposed by 
section 1, or the amount of tax imposed 
in lieu of the tax imposed by section 1, 
for that portion of the taxable year 
during which the alien individual was a 
resident of the United States. See 
§ 1.871–13. 

(f) Application with other credits. In de-
termining the credits allowed under— 

(1) Section 33 (relating to foreign tax 
credit), 

(2) Section 37 (relating to credit for 
the elderly), 

(3) Section 38 (relating to investment 
in certain depreciable property), 

(4) Section 40 (relating to expenses of 
work incentive programs), and
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(5) Section 41 (relating to contribu-
tions to candidates for public office), 
the tax imposed for the taxable year 
shall first be reduced (before any other 
reduction) by the credit allowed by sec-
tion 42 and this section for the taxable 
year. 

(g) Income tax tables to reflect credit. 
The tables prescribed under section 3 
shall reflect the credit allowed by sec-
tion 42 and this section. 

(h) Effective dates. The credit allowed 
by section 42 and this section applies 
only for taxable years ending after De-
cember 31, 1975, and before January 1, 
1979. 

[T.D. 7547, 43 FR 19653, May 8, 1978]
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