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not relevant. In fact, under this test,
the building itself may never have been
taken out of service during the rehabilitation process. If the building is rehabilitated over several years in stages
(e.g., by floors), section 38 property attributable to qualified rehabilitation
expenditures to a qualified rehabilitated building placed in service in each
taxable year shall, generally, be treated as a separate item of section 38
property.
(iii) Example. The application of this
paragraph (f)(2) may be illustrated by
the following example:
Example. Assume that A, a calendar year
taxpayer, purchases a four-story building on
January 1, 1983, for $100,000, and incurs
$10,000 of qualified rehabilitation expenditures in 1983 to rehabilitate floor one, $50,000
of qualified rehabilitation expenditures in
1984 to rehabilitate floor two, $70,000 of qualified rehabilitation expenditures in 1985 to rehabilitate floor three, and $60,000 of qualified
rehabilitation expenditures in 1986 to rehabilitate floor four. Assume further that A
places the property attributable to these expenditures in service on the last day of the
year in which the respective expenditures
were incurred and that the building is never
taken out of service since as each floor is rehabilitated, the other three floors are occupied by tenants. Under the rule in this paragraph (f)(2), the portion of the basis of the
building that is attributable to qualified rehabilitation expenditures incurred with respect to floor one and two are deemed to be
placed in service in 1985, because that is the
first year that the substantial rehabilitation
test described in paragraph (b) of this section
is met ($120,000 of expenditures incurred by A
during a measuring period ending on December 31, 1985 is greater than the $110,000 basis
at the beginning of the period). Assume that
as of December 31, 1985, at least 75 percent of
the external walls of the building have been
retained during the rehabilitation process
and that A has a reasonable expectation that
no work during the remainder of the rehabilitation process will result in less than 75
percent of the external walls being retained.
A may claim a credit for A’s 1985 taxable
year on $130,000 of qualified rehabilitation
expenditures ($10,000 in 1983, $50,000 in 1984,
and $70,000 in 1985). (See paragraph (c)(6) of
this section for rules applicable to when
qualified expenditures may be incurred. In
addition, see section 46 (d) and § 1.46–5 for
rules relating to qualified progress expenditures.) The fact that the building was a
qualified rehabilitated building for A’s 1985
taxable year, however, has no effect on
whether the building is a qualified rehabilitated building for A’s 1986 taxable year. In

order to determine whether A is entitled to
claim a credit on A’s 1986 return for the
$60,000 of qualified rehabilitation expenditures incurred in 1986, A must select a measuring period ending in 1986 and must determine whether the building is a qualified rehabilitated building for that year. Solely for
purposes of determining whether the building was substantially rehabilitated, expenditures incurred in 1984 and 1985, even though
considered in determining whether the building was substantially rehabilitated for A’s
1985 taxable year, may be used in addition to
the expenditures incurred in 1986 to determine whether the building was substantially
rehabilitated for A’s 1986 taxable year, provided the expenditures were incurred during
any measuring period selected by A that
ends in 1986.

(3) Coordination with section 47. If
property described in section 48(a)(1)(E)
is disposed of by the taxpayer, or otherwise ceases to be ‘‘section 38 property,’’ section 47 may apply. Property
will cease to be section 38 property,
and therefore section 47 may apply, in
any case in which the Department of
Interior revokes or otherwise invalidates a certification of rehabilitation
after the property is placed in service
or a building (other than a certified
historic structure) is moved from the
place where it is rehabilitated after the
property is placed in service. If, for example, the taxpayer made modifications to the building inconsistent with
Department of Interior standards, the
Secretary of the Interior might revoke
the certification. In addition, if all or a
portion of a substantially rehabilitated
building becomes tax-exempt use property (see paragraph (c)(7)(vi) of this
section) for the first time within five
years after the credit is claimed, the
credit will be recaptured under section
47 at that time as if the building or
portion of the building which becomes
tax-exempt use property had then been
sold.
[T.D. 8233, 53 FR 39592, Oct. 11, 1988; 53 FR
43866, Oct. 31, 1988, as amended by T.D. 8989,
67 FR 20030, Apr. 24, 2002; T.D. 9040, 68 FR
4920, Jan. 31, 2003; T.D. 9283, 71 FR 51737, Aug.
31, 2006]

§ 1.50–1 Restoration of credit.
(a) In general. Section 49(a) (relating
to termination of credit) does not
apply to property—
(1) The construction, reconstruction,
or erection of which by the taxpayer—
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(i) Is completed after August 15, 1971,
or
(ii) Is begun after March 31, 1971, or
(2) Which is acquired by the taxpayer—
(i) After August 15, 1971, or
(ii) After March 31, 1971, and before
August 16, 1971, pursuant to an order
which the taxpayer establishes was
placed after March 31, 1971.
(b) Transitional rule. In the case of
property (other than pretermination
property) the construction, reconstruction, or erection of which by the taxpayer is begun before April 1, 1971, and
completed after August 15, 1971, there
shall be taken into account as the basis
of new section 38 property in determining qualified investment only that
portion of the basis which is properly
attributable to construction, reconstruction, or erection after August 15,
1971.
(c) Principles to be applied. The principles of § 1.48–2 (b) and (c) shall be applied in determining when property is
acquired and in determining that portion of the basis of property properly
attributable to construction, reconstruction, or erection after August 15,
1971.
[T.D. 7203, 37 FR 17133, Aug. 25, 1972]
RULES FOR COMPUTING CREDIT FOR
EXPENSES OF WORK INCENTIVE PROGRAMS
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Determination of amount.

(a) In general. Except as otherwise
provided in this section and in § 1.50A–
2, the amount of the work incentive
program (WIN) credit allowed by section 40 for the taxable year is equal to
20 percent of the taxpayer’s WIN expenses (as determined under paragraph
(a) of § 1.50B–1). The amount equal to 20
percent of the WIN expenses shall be
referred to in this section and §§ 1.50A–
2 through 1.50B–5 as the ‘‘credit
earned.’’
(b) Limitation based on amount of tax.
Notwithstanding the amount of the
credit earned for the taxable year,
under section 50A(a)(2) the credit allowed by section 40 for the taxable year
is limited to—
(1) If the liability for tax (as defined
in paragraph (c) of this section) is
$25,000 or less, the liability for tax; or

(2) If the liability for tax is more
than $25,000, then, the first $25,000 of
the liability for tax plus 50 percent of
the liability for tax in excess of $25,000.
However, such $25,000 amount may be
reduced in the case of certain married
individuals filing separate returns (see
paragraph (e) of this section); corporations which are members of a controlled group (see paragraph (f) of this
section); estates and trusts (see paragraph (c) of § 1.50B–3); and organizations to which section 593 applies, regulated investment companies or real estate investment trusts subject to taxation under subchapter M, chapter 1 of
the Code, and cooperative organizations described in section 1381(a) (see
§ 1.50B–5). The excess of the credit
earned for the taxable year over the
limitations described in this paragraph
for such taxable year is an unused credit which may be carried back or forward to other taxable years in accordance with § 1.50A–2.
(c) Liability for tax. For the purpose of
computing the limitation based on
amount of tax, section 50A(a)(3) defines
the liability for tax as the income tax
imposed for the taxable year by chapter 1 of the Code, reduced by the sum of
the credits allowable under—
(1) Section 33 (relating to taxes of
foreign countries and possessions of the
United States,
(2) Section 37 (relating to credit for
the elderly),
(3) Section 38 (relating to investment
in certain depreciable property), and
(4) Section 41 (relating to contributions to candidates for public office).
For purposes of this paragraph, the tax
imposed for the taxable year by section
56 (relating to imposition of minimum
tax for tax preferences), section
72(m)(5)(B) (relating to 10 percent tax
on premature distributions to owneremployees), section 402(e) (relating to
tax on lump sum distributions), section
408(f) (relating to additional tax on income from certain retirement accounts), section 531 (relating to imposition of accumulated earnings tax), section 541 (relating to imposition of personal holding company tax), or section
1378 (relating to tax on certain capital
gains of subchapter S corporations),
and any additional tax imposed for the
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