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in re: Letter Auling Request Regarding A Daduction For State income Taxes

LEGEND:
A

b=

State X =
Cradit =

Dear ‘

Thig letter 1s in response 1o your requnst for a privale lstter ruling conceming the
application of § 184 of the Intemnal Ravenue Cade fo stata income texes offset by
purchassad state tax cradits.

FACTS:

State X allows & Gredii againat State X Income taxes for a perceniage of tha cosats of
rerovating or rehabliitating certgin historic structures. The Credlis are transferable. B
has inumred creditable expensee renovating a histotle structure owned by B. A, an
Indlvidual using the cash-reeelpts and disburssmants methad of accounting, intends to
purchase a portion of B's Credits,

The Cradit is allowabls sgainst state incorne tax for the year that the renovatad
structure is placed In savice, Unused Credits may be carred forward up to 10 years,
Tha Credit is evidencad by a certiilcate issued by State X. The Cradlt ia assignable by
andorsing the certificate. State X requlres that it be notifiad of any assignment, To
claim the Cradh, the certificate must be attached to the State X income tax retum.
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RULING REQUESTED:

A, a purchaser of transferable Cradits will be allowed a deduction under § 184 for State
X incoma taxes paid with the purchazed Cradits.

Law & Analysis:

Section 164{a)(3) provides for the daduction of state income taxes pald or accruad
whthin the taxable year.

The payment to B In exchange for the Credit s clearly not 2 payment of tax or a

« paymentin lleu of tax. Rev. Rul, 61-152, 1961-2 C.B, 42, In addiion, ganarally the
application of a credit against tax liabllity is merely a reduction of the {ax Nabliity. See
Rev. Rul, 79-315, 1879-2 C.B. 27.

Howevar, in this Instance A has purchased the Cradit for value and the Credit Is
“property”™ In A's hands rather than a factor in the calculation of A's tax due. In ordsr to
claim the cradit A must submit the Cradit carlificade to State X's taxing authority. The
use of tha Credit 10 offsat A's State X Income taxes I8 analogous to the transfer of
proparty to State X in satisfaction of A's tax liabilitly, Thus A’s transtar of tha Cradit
cariificate to Stata X is a payment of state Income taxes, deductitle under § 164,

RULING:

A, a purchaser of transtarabile Crodite will be allowed a deduction under § 164 for State
X inoame taxes paid with the purohasad Crecdlta.

Except as expressly provided hereln, no opinkon is exprasesd or Impled conceming the
tax congequencas of any aspect of any ltem discussed or referanced in this tetter.
Specifically, no opinion is expreased regarding any consequences arising trom the
tranaaction diacussed under § 1001 or any other provision of the Coda. This muling iz
dlrected only to the taxpayers requesting It. Section 8110(k){3) provides that it may not
ba used or cited as precedent.

in accordance with a Power of Attorney and Declaration of Reprasentative, or other

proper authorization currently on file with the Internal Revenue Service we are sending
a copy of this lettar 1o the texpayer's authorized representative.
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A copy of thlg letter must be attachad to any incoms tax return to which i is refevant.
We encilose a copy of the latter for this purpose, Also enclosed I8 a copy of the latter
nifing showing the delations proposed 1o be made in the letter when it is disclosad
under § 6110 of the Intemal Hevenue Cods.

Sincerely,

ANDREW M. IRVING

Senlor Couneel, CC;ITA:{

Offics of Asscciate Chief Gaunssl {Ingome
Tax and Acepunting)



