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an interest in the activity other than 
that of a creditor only if the person has 
either a capital interest in the activity 
or an interest in the net profits of the 
activity. 

(2) Example. The provisions of this 
paragraph (c) may be illustrated by the 
following example: 

Example. X is an investor in an activity de-
scribed in section 465(c)(1). In order to raise 
money for the investment, X borrows money 
from A, the promoter (the person who 
brought X together with other taxpayers for 
the purpose of investing in the activity). The 
loan is secured by stock unrelated to the ac-
tivity which is listed on a national securities 
exchange. X’s stock has a readily ascertain-
able fair market value. A does not have a 
capital interest in the activity or an interest 
in its net profits. Accordingly, with respect 
to the loan secured by X’s stock, A does not 
have an interest in the activity other than 
that of a creditor. 

(d) Nonrecourse loans secured by assets 
without a readily ascertainable fair mar-
ket value—(1) General rule. This para-
graph shall apply in the case of a non-
recourse loan for use in an activity 
where the loan is secured by property 
which does not have a readily ascer-
tainable fair market value. In the case 
of such a loan a person shall be consid-
ered a person with an interest in the 
activity other than that of a creditor if 
the person stands to receive financial 
gain (other than interest) from the ac-
tivity or from the sale of interests in 
the activity. For the purposes of this 
section persons who stand to receive fi-
nancial gain from the activity include 
persons who receive compensation for 
services rendered in connection with 
the organization or operation of the ac-
tivity or for the sale of interests in the 
activity. Such a person will generally 
include the promoter of the activity 
who organizes the activity or solicits 
potential investors in the activity. 

(2) Example. The provisions of this 
paragraph (d) may be illustrated by the 
following example: 

Example. A is the promoter of an activity 
described in section 465(c)(1). As the pro-
moter, A organizes the activity and solicits 
potential investors. For these services A is 
paid a flat fee of $130x. This fee is paid out of 
the amounts contributed by the investors to 
the activity. X, one of the investors in the 
activity, borrows money from A for use in 

the activity. X is not personally liable for re-
payment to A of the amount borrowed. As se-
curity for the loan, X pledges an asset which 
does not have a readily ascertainable fair 
market value. A is considered a person with 
an interest in the activity other than that of 
a creditor with respect to this loan because 
the asset pledged as security does not have a 
readily ascertainable fair market value, X is 
not personally liable for repayment of the 
loan, and A received financial gain from the 
activity. Accordingly, X’s amount at risk in 
the activity is not increased despite the fact 
that property was pledged as security. 

(e) Effective date. This section applies 
to amounts borrowed after May 3, 2004. 

[T.D. 9124, 69 FR 24079, May 3, 2004; 69 FR 
26305, May 12, 2004] 

§ 1.465–20 Treatment of amounts bor-
rowed from certain persons and 
amounts protected against loss. 

(a) General rule. The following 
amounts are treated in the same man-
ner as borrowed amounts for which the 
taxpayer has no personal liability and 
for which no security is pledged— 

(1) Amounts that do not increase the 
taxpayer’s amount at risk because they 
are borrowed from a person who has an 
interest in the activity other than that 
of a creditor or from a person who is 
related to a person (other than the tax-
payer) who has an interest in the activ-
ity other than that of a creditor; and 

(2) Amounts (whether or not bor-
rowed) that are protected against loss. 

(b) Interest other than that of a cred-
itor; cross reference. See § 1.465–8 for addi-
tional rules relating to amounts bor-
rowed from a person who has an inter-
est in the activity other than that of a 
creditor or is related to a person (other 
than the taxpayer) who has an interest 
in the activity other than that of a 
creditor. 

(c) Amounts protected against loss; 
cross reference. See § 1.465–6 for rules re-
lating to amounts protected against 
loss. 

(d) Effective date. This section applies 
to amounts borrowed after May 3, 2004. 

[T.D. 9124, 69 FR 24079, May 3, 2004] 
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