
Part I. Rulings and Decisions Under the Internal Revenue Code of 1986
Section 42.—Low-Income
Housing Credit

Low-income housing credit; satis-
factory bond; “bond factor” amounts
for the period July through September
2002. This ruling announces the monthly
bond factor amounts to be used by
taxpayers who dispose of qualified low-
income buildings or interests therein
during the period July through
September 2002.

Rev. Rul. 2002–51

In Rev. Rul. 90–60, 1990–2 C.B. 3, the
Internal Revenue Service provided guid-

ance to taxpayers concerning the general
methodology used by the Treasury De-
partment in computing the bond factor
amounts used in calculating the amount of
bond considered satisfactory by the Sec-
retary under § 42(j)(6) of the Internal
Revenue Code. It further announced that
the Secretary would publish in the Internal
Revenue Bulletin a table of “bond factor”
amounts for dispositions occurring during
each calendar month.

Rev. Proc. 99–11, 1999–1 C.B. 275,
established a collateral program as an
alternative to providing a surety bond for
taxpayers to avoid or defer recapture of
the low-income housing tax credits under

§ 42(j)(6). Under this program, taxpayers
may establish a Treasury Direct Account
and pledge certain United States Treasury
securities to the Internal Revenue Service
as security.

This revenue ruling provides in Table 1
the bond factor amounts for calculating
the amount of bond considered satisfac-
tory under § 42(j)(6) or the amount of
United States Treasury securities to pledge
in a Treasury Direct Account under Rev.
Proc. 99–11 for dispositions of qualified
low-income buildings or interests therein
during the period July through September
2002.

Table 1
Rev. Rul. 2002–51

Monthly Bond Factor Amounts for Dispositions Expressed
As a Percentage of Total Credits

Calendar Year Building Placed in Service
or, if Section 42(f)(1) Election Was Made,

the Succeeding Calendar Year

Month of
Disposition

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998

Jul ’02 17.76 32.73 45.44 56.24 65.46 64.90 65.42 65.94 66.58 67.29 68.17
Aug ’02 17.76 32.73 45.44 56.24 65.46 64.74 65.26 65.78 66.42 67.13 68.01
Sep ’02 17.76 32.73 45.44 56.24 65.46 64.58 65.10 65.62 66.26 66.98 67.86

Table 1 (cont’d)
Rev. Rul. 2002–51

Monthly Bond Factor Amounts for Dispositions Expressed
As a Percentage of Total Credits

Calendar Year Building Placed in Service
or, if Section 42(f)(1) Election Was Made,

the Succeeding Calendar Year

Month of
Disposition

1999 2000 2001 2002

Jul ’02 69.05 69.94 71.25 72.55
Aug ’02 68.90 69.81 71.14 72.55
Sep ’02 68.76 69.68 71.04 72.55

For a list of bond factor amounts appli-
cable to dispositions occurring during

other calendar years, see: Rev. Rul.
98–3, 1998–1 C.B. 248; Rev. Rul.

2001–2, 2001–2 C.B. 255; and Rev. Rul.
2001–53, 2001–46 I.R.B. 489. For
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dispositions occurring during the period
January through March 2002, see Rev.
Rul. 2002–8, 2002-9 I.R.B. 564. For
dispositions occurring during the period
April through June 2002, see Rev. Rul.
2002–24, 2002–19 I.R.B. 848.

DRAFTING INFORMATION

The principal author of this revenue
ruling is Gregory N. Doran of the Office
of Associate Chief Counsel (Passthroughs
and Special Industries). For further infor-
mation regarding this revenue ruling, con-
tact Mr. Doran at (202) 622–3040 (not a
toll-free number).

Section 706.—Taxable Years
of Partner and Partnership

26 CFR 1.706–1: Taxable years of partner and
partnership.

T.D. 9009

DEPARTMENT OF THE
TREASURY
Internal Revenue Service
26 CFR Part 1

Taxable Years of Partner and
Partnership; Foreign Partners

AGENCY: Internal Revenue Service
(IRS), Treasury.

ACTION: Final regulations and removal
of temporary regulations.

SUMMARY: This document contains fi-
nal regulations on the taxable year of a
partnership with foreign partners and tax-
exempt partners. The final regulations
provide that in certain circumstances the
taxable year of a partnership will be de-
termined without regard to the taxable
year of certain foreign partners and certain
tax-exempt partners.

DATES: Effective date: These regulations
are effective on July 23, 2002.

Applicability date: For dates of appli-
cability of these regulations, see
§§ 1.706–1(b)(5)(iii), (b)(6)(v), and (b)
(11)(ii).

FOR FURTHER INFORMATION CON-
TACT: Dan Carmody, (202) 622–3080
(not a toll-free number). For specific in-

formation regarding international issues,
contact Ronald M. Gootzeit, (202) 622–
3860 (not a toll-free number).

SUPPLEMENTARY INFORMATION:

Introduction

This document finalizes portions of
§ 1.706–1(b) of the Income Tax Regula-
tions (26 CFR part 1) relating to the
determination of the taxable year of a
partnership with tax-exempt partners and
foreign partners. This document also with-
draws § 1.706–3T (26 CFR part 1).

Background

On May 24, 1988, Treasury and the
Internal Revenue Service (IRS) issued
temporary regulations (§ 1.706–3T, pro-
mulgated as part of T.D. 8205 (1998–1
C.B. 56 [53 FR 19688])) with a contem-
poraneous notice of proposed rulemaking
(LR–53–88, 1988–1 C.B. 935 [53 FR
19715]) relating to the determination of
the taxable year of a partnership with
tax-exempt partners (the 1988 Proposed
Regulations). On January 17, 2001, Trea-
sury and the IRS published in the Federal
Register a notice of proposed rulemaking
(REG–104876–00, 2001–1 C.B. 998 [66
FR 3920]) to provide guidance relating to
the determination of the taxable year of a
partnership with foreign partners (the
2001 Proposed Regulations). In that notice
of proposed rulemaking, Treasury and the
IRS also indicated that the 1988 Proposed
Regulations would be finalized. A public
hearing was held on June 6, 2001. After
consideration of the comments, the pro-
posed regulations are adopted as revised
by this Treasury decision.

Explanation of Revisions and
Summary of Comments

I. In General

Section 706 provides rules relating to
the taxable years of a partnership and its
partners. Under section 706(a), in comput-
ing the taxable income of a partner for a
taxable year, the partner must include the
partner’s share of any income, gain, loss,
deduction, or credit of the partnership for
the partnership’s taxable year that ends
within or with the partner’s taxable year.

Section 706(b)(1)(B) provides that, un-
less the partnership establishes a business
purpose for a different taxable year, a

partnership cannot have a taxable year
other than: (i) the majority interest taxable
year; (ii) if there is no majority interest
taxable year, the taxable year of all the
principal partners of the partnership; or
(iii) if there is no taxable year described in
(i) or (ii), the calendar year unless the
Secretary by regulation prescribes another
period. Section 1.706–1(b)(2) of the In-
come Tax Regulations provides that, if
neither section 706(b)(1)(B)(i) nor (ii) ap-
ply, the partnership’s taxable year will be
the taxable year that results in the least
aggregate deferral of partnership income.

As part of a larger guidance project on
accounting periods, the regulations under
section 706 were restructured on May 17,
2002 (T.D. 8996, 2002–24 I.R.B. 1127 [67
FR 35009]). To conform with the restruc-
turing, the regulations finalized by this
document will be finalized as amendments
to § 1.706–1 even though they were pro-
posed under §§ 1.706–3 and 1.706–4. A
small portion of the proposed regulation
under § 1.706–3 dealing with the effect of
partner elections under section 444 has
been finalized as § 1.706–1(b)(11).

II. Treatment of Tax-Exempt Partners

The 1988 Proposed Regulations pro-
vide that, in determining the taxable year
(the current year) of a partnership under
section 706(b) and the regulations there-
under, a partner that is tax-exempt under
section 501(a) is disregarded if such part-
ner was not subject to tax, under chapter 1
of the Internal Revenue Code (Code), on
any income attributable to its investment
in the partnership during the partnership’s
taxable year immediately preceding the
current year. This Treasury decision final-
izes the 1988 Proposed Regulations with-
out substantive change and withdraws the
temporary regulations.

III. Treatment of Foreign Partners

A. General rule

The 2001 Proposed Regulations gener-
ally provide that a foreign partner that is
not subject to U.S. taxation on a net basis
on income earned through the partnership
is disregarded for purposes of section
706(b). For these purposes, a foreign part-
ner will be considered subject to U.S.
taxation on a net basis only if the partner
is allocated gross income of the partner-
ship that is effectively connected (or
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