
Section 42.—Low-Income
Housing Credit

Low-income housing credit; satisfac-
tory bond; “bond factor” amounts for
the period April through June 2001.
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 April through June 2001.

Rev. Rul. 2001–19 

In Rev. Rul. 90–60, 1990–2 C.B. 4, 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 Inter-
nal Revenue Bulletin a table of “bond fac-
tor” amounts for dispositions occurring
during each calendar month.   

Rev. Proc. 99–11, 1999–1 C.B. 275, es-
tablished a collateral program as an alterna-
tive to providing a surety bond for taxpayers
to avoid or defer recapture of the low-in-

come housing tax credits under § 42(j)(6).
Under this program, taxpayers may estab-
lish 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 inter-
ests therein during the period April
through June  2001.
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Table 1
Rev. Rul. 2001–19

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 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997
Disposition  

Apr ’01 20.36 37.41 51.71 63.80 74.03 75.46 77.76 79.98 82.22 84.67 87.27
May ’01 20.36 37.41 51.71 63.80 74.03 75.25 77.54 79.75 81.98 84.42 87.01
Jun ’01 20.36 37.41 51.71 63.80 74.03 75.05 77.32 79.52 81.75 84.18 86.76

Table 1 (cont’d)
Rev. Rul. 2001–19

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 1998 1999 2000 2001
Disposition

Apr ’01 90.15 93.01 95.60 97.21
May ’01 89.87 92.71 95.31 97.21
Jun ’01 89.61 92.44 95.05 97.21

For a list of bond factor amounts ap-
plicable to dispositions occurring during
other calendar years, see:  Rev. Rul. 98–3,
1998–1 C.B. 248, and Rev. Rul. 2001–2,
2001–2 I.R.B. 255.  For dispositions oc-
curring during the period January through
March 2001, see Rev. Rul. 2001–10,
2001–10 I.R.B. 755.

DRAFTING INFORMATION

The principal author of this revenue
ruling is Gregory N. Doran of the Office
of Associate Chief Counsel (Passthroughs

Section 61.—Gross Income
Defined

26 CFR 1.61–1: Gross income.

Must a lease agreement provide that an entire
construction allowance is for the purpose of con-
structing or improving qualified long-term real

property to satisfy the purpose requirement under
§ 1.110–1(b)(3) of the Income Tax Regulations? See
Rev. Rul. 2001–20, beginning on this page.

Section 110.—Qualified Lessee
Construction Allowances for
Short-Term Leases

26 CFR 1.110–1:  Qualified lessee construction
allowances. (Also § 61; 1.61–1.)

Qualified lessee construction al-
lowances for short-term leases.The



purpose requirement under section
1.110–1(b)(3) of the Income Tax Regula-
tions does not require a lease agreement
to provide that the entire construction al-
lowance is for the purpose of constructing
or improving qualified long-term real
property.  However, only the portion of
the construction allowance actually ex-
pended on qualified long-term real prop-
erty for use in the lessee’s trade or busi-
ness at the retail space may qualify as a
qualified lessee construction allowance.

Rev. Rul. 2001–20

ISSUE

Must a lease agreement provide that an
entire construction allowance is for the pur-
pose of constructing or improving qualified
long-term real property to satisfy the pur-
pose requirement under § 1.110–1(b)(3) of
the Income Tax Regulations?

FACTS

X is in the business of selling tangible
personal property to the general public.
On February 5, 2001, X and Y sign a 10-
year agreement for the lease by X of retail
space located in Y’s newly constructed
shopping center.  The 10-year lease term
starts March 1, 2001.  A provision of the
lease agreement provides that Y will pro-
vide X with a construction allowance in
the amount of $1 million for the retail
space.  The lease agreement provides that,
to the extent the $1 million construction
allowance is spent on qualified long-term
real property, it is for the purpose of con-
structing or improving qualified long-term
real property for use in X’s business at the
retail space located at Y’s shopping center.

During X’s 2001 taxable year, X re-
ceives the $1 million construction al-
lowance and spends $800,000 on quali-
fied long-term real property and $100,000
on section 1245 property for the leased re-
tail space located in Y’s shopping center.
X is permitted to retain any excess over
the amount it actually spends improving
the retail space. 

LAW AND ANALYSIS

Section 61(a) of the Internal Revenue
Code provides that gross income means
“all income from whatever source de-
rived” except as otherwise provided in
subtitle A of the Code.

Section 110(a) provides a safe harbor
excluding from gross income any amount
received in cash (or treated as a rent re-
duction) by a lessee from a lessor under a
short-term lease of retail space, for the
purpose of the lessee’s constructing or im-
proving qualified long-term real property
for use in the lessee’s trade or business at
the retail space, but only to the extent that
the amount does not exceed the amount
expended by the lessee for the construc-
tion or improvement (a qualified lessee
construction allowance).

Section 110(c)(1) defines the term
“qualified long-term real property” as
nonresidential real property which is part
of, or otherwise present at, the retail space
referred to in § 110(a) and which reverts
to the lessor at the termination of the
lease.  Section 1.110–1(b)(2)(i) further
defines qualified long-term real property
as not including property qualifying as
section 1245 property under section
1245(a)(3).

Section 110(c)(2) defines the term
“short-term lease” as a lease (or other
agreement for occupancy or use) of retail
space for 15 years or less (as determined
under the rules of § 168(i)(3)).  Section
110(c)(3) defines the term “retail space”
as real property leased, occupied, or oth-
erwise used by a lessee in its trade or
business of selling tangible personal prop-
erty or services to the general public.

Under the purpose requirement in
§ 1.110–1(b)(3), an amount is excluded
from gross income under § 110(a) only to
the extent that the lease agreement for the
retail space expressly provides that the
construction allowance is for the purpose
of constructing or improving qualified
long-term real property for use in the
lessee’s trade or business at the retail
space.

The intent of the purpose requirement
in § 1.110–1(b)(3), which requires the
lease agreement expressly provide that the
construction allowance is for the purpose
of constructing or improving qualified
long-term real property, is to ensure that
the lessor and the lessee take consistent
tax positions.  The requisite provision in
the lease agreement serves as an acknowl-
edgment by the lessor and the lessee that,
to the extent the construction allowance is
spent on qualified long-term real property,
the improved or constructed property will
be treated as owned by the lessor.  The

purpose requirement in § 1.110–1(b)(3)
does not require a lease agreement to pro-
vide that the entire construction allowance
is for the purpose of constructing or im-
proving qualified long-term real property.
However, only the portion of the construc-
tion allowance actually spent on qualified
long-term real property may qualify as a
qualified lessee construction allowance.
Accordingly, of the $1 million construc-
tion allowance provided by Y to X,
$800,000 qualifies as a qualified lessee
construction allowance that may be ex-
cluded from income under § 110(a).

HOLDING

The purpose requirement under
§ 1.110–1(b)(3) does not require a lease
agreement to provide that the entire con-
struction allowance is for the purpose of
constructing or improving qualified long-
term real property.  However, only the
portion of the construction allowance ac-
tually expended on qualified long-term
real property for use in the lessee’s trade
or business at the retail space may qualify
as a qualified lessee construction al-
lowance.

DRAFTING INFORMATION

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