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Section 42.—Low-Income
Housing Credit

26 CFR 1.42–16:  Eligible basis reduced by federal
grants.

Low-income housing tax credit.This
revenue ruling advises taxpayers that cer-
tain rental assistance payments made to a
building owner on behalf of, or in respect
to, a tenant under the Housing Opportuni-
ties for Persons With AIDS (HOPWA)
program are not grants made with respect
to a building or its operation under section
42(d)(5) of the Code.

Rev. Rul. 99–39
Pursuant to § 1.42–16(b)(3) of the In-

come Tax Regulations, the Internal Rev-
enue Service has determined that certain
rental assistance payments made to a
building owner on behalf or in respect of
a tenant under the Housing Opportunities
for Persons With AIDS (HOPWA) pro-
gram (42 U.S.C. 12901–12912) are not
grants made with respect to a building or
its operation under § 42(d)(5) of the Inter-
nal Revenue Code.  These rental assis-
tance payments are provided under 24
C.F.R. 574.300(b)(5).

DRAFTING INFORMATION

The principal author of this revenue
ruling is Christopher J. Wilson of the Of-
fice of Assistant Chief Counsel (Pass-
throughs and Special Industries).  For fur-
ther information regarding this revenue
ruling contact Mr. Wilson on (202) 622-
3040 (not a toll-free call).

Section 1275.—Other
Definitions and Special Rules

26 CFR 1.1275–7: Inflation-indexed debt
instruments.

T.D. 8838

DEPARTMENT OF THE TREASURY
Internal Revenue Service
26 CFR Part 1

Inflation-Indexed Debt
Instruments

AGENCY:  Internal Revenue Service
(IRS), Treasury.

ACTION: Final regulations.

SUMMARY:  This document contains
final regulations relating to the federal in-
come tax treatment of inflation-indexed
debt instruments, including Treasury In-
flation-Indexed Securities.  The regula-
tions in this document provide needed
guidance to holders and issuers of infla-
tion-indexed debt instruments.

EFFECTIVE DATE:  The regulations are
effective September 7, 1999. 

FOR FURTHER INFORMATION CON-
TACT:  Helen Vanek-Bigelow or William
E. Blanchard, (202) 622-3950 (not a toll-
free number).

SUPPLEMENTARY INFORMATION:

Background

On January 6, 1997, temporary regula-
tions (T.D. 8709, 1997–1 C.B. 167) relat-
ing to the federal income tax treatment of
inflation-indexed debt instruments under
sections 1275 and 1286 of the Internal
Revenue Code (Code) were published in
the Federal Register(62 F.R. 615).  A
notice of proposed rulemaking (REG–
242996–96, 1997–1 C.B. 784) cross-ref-
erencing the temporary regulations was
published in the Federal Registerfor the
same day (62 F.R. 694).  A public hearing
was held on April 30, 1997.  However, no
one requested to speak at the hearing.

No written comments responding to the
notice were received.  Therefore, the pro-
posed regulations under sections 1275
and 1286 are adopted by this Treasury de-
cision with no changes, and the corre-
sponding temporary regulations are redes-
ignated as final regulations.  

Explanation of provisions

The following is a general explanation
of the provisions in the final regulations,
which are the same as the provisions in
the temporary regulations. 

A. In General.

The final regulations provide rules for
the treatment of certain debt instruments
that are indexed for inflation and defla-
tion, including Treasury Inflation-Indexed
Securities.  The final regulations gener-

ally require holders and issuers of infla-
tion-indexed debt instruments to account
for interest and original issue discount
(OID) using constant yield principles.  In
addition, the final regulations generally
require holders and issuers of inflation-in-
dexed debt instruments to account for in-
flation and deflation by making current
adjustments to their OID accruals. 

B.  Applicability.

The final  regulations apply to infla-
tion-indexed debt instruments.  In gen-
eral, an inflation-indexed debt instrument
is a debt instrument that (1) is issued for
cash, (2) is indexed for inflation and de-
flation (as described below), and (3) is not
otherwise a contingent payment debt in-
strument.  The final regulations do not
apply, however, to certain debt instru-
ments, such as debt instruments issued by
qualified state tuition programs.

C.  Indexing Methodology.

A debt instrument is considered in-
dexed for inflation and deflation if the
payments on the instrument are indexed
by reference to the changes in the values
of a general price or wage index over the
term of the instrument.  Specifically, the
amount of each payment on an inflation-
indexed debt instrument must equal the
product of (1) the amount of the payment
that would be payable on the instrument
(determined as if there were no inflation
or deflation over the term of the instru-
ment) and (2) the ratio of the value of the
reference index for the payment date to
the value of the reference index for the
issue date.

The reference index for a debt instru-
ment is the mechanism for measuring in-
flation and deflation over the term of the
instrument.  This mechanism associates
the value of a single qualified inflation
index for a particular month with a speci-
fied day of a succeeding month.  For ex-
ample, under the terms of the Treasury In-
flation-Indexed Securities, the reference
index for the first day of a month is the
value of a qualified inflation index for the
third preceding month.  The reference
index must be reset once a month to the
current value of a qualified inflation
index.  Between reset dates, the value of


