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as payable on the last day of the rental 
period; and 

(E) Any amount payable at the mid-
point of a rental period is treated, in 
applying this paragraph (j)(2), as an 
amount payable during the first half of 
the rental period. 

(ii) Time amount is payable. For pur-
poses of this section and §§ 1.467–2 
through 1.467–9, an amount is payable 
on the last day for timely payment 
(that is, the last day such amount may 
be paid without incurring interest, 
computed at an arm’s-length rate, a 
substantial penalty, or other substan-
tial detriment (such as giving the les-
sor the right to terminate the agree-
ment, bring an action to enforce pay-
ment, or exercise other similar rem-
edies under the terms of the agreement 
or applicable law)). This paragraph 
(j)(2)(ii) applies to section 467 rental 
agreements entered into after March 6, 
2001. However, taxpayers may choose to 
apply this paragraph (j)(2)(ii) to any 
rental agreement that is described in 
§ 1.467–9(a) and is entered into on or be-
fore March 6, 2001. 

(3) Annualized fixed rent. Annualized 
fixed rent is determined by multiplying 
the fixed rent allocated to the rental 
period under paragraph (c)(2)(ii) of this 
section by the number of periods of the 
rental period’s length in a calendar 
year. Thus, if the fixed rent allocated 
to a rental period is $10,000 and the 
rental period is one month, the 
annualized fixed rent for that rental 
period is $120,000 ($10,000 times 12). 

(4) Allocation of fixed rent within a pe-
riod. A rental agreement that allocates 
fixed rent to any period is treated as 
allocating fixed rent ratably within 
that period. Thus, if a rental agree-
ment provides that $120,000 is allocated 
to each calendar year in the lease 
term, $10,000 of rent is allocated to 
each calendar month. 

(5) Rental period length. Except as pro-
vided in § 1.467–3(d)(1) (relating to 
agreements for which constant rental 
accrual is required), rental periods may 
be of any length, may vary in length, 
and may be different as between the 
lessor and the lessee as long as— 

(i) The rental periods are one year or 
less, cover the entire lease term, and 
do not overlap; 

(ii) Each scheduled payment under 
the rental agreement (other than a 
payment scheduled to occur before or 
after the lease term) occurs within 30 
days of the beginning or end of a rental 
period; and 

(iii) In the case of a rental agreement 
that does not provide a specific alloca-
tion of fixed rent, the rental periods se-
lected do not cause the agreement to 
be treated as a section 467 rental agree-
ment unless all alternative rental pe-
riod schedules would result in such 
treatment. 

[T.D. 8820, 64 FR 26853, May 18, 1999, as 
amended by T.D. 8917, 66 FR 1039, Jan. 5, 2001] 

§ 1.467–2 Rent accrual for section 467 
rental agreements without ade-
quate interest. 

(a) Section 467 rental agreements for 
which proportional rental accrual is re-
quired. Under § 1.467–1(d)(2)(ii), the fixed 
rent for each rental period is the pro-
portional rental amount, computed 
under paragraph (c) of this section, if— 

(1) The section 467 rental agreement 
is not a disqualified leaseback or long- 
term agreement under § 1.467–3(b); and 

(2) The section 467 rental agreement 
does not provide adequate interest on 
fixed rent under paragraph (b) of this 
section. 

(b) Adequate interest on fixed rent—(1) 
In general. A section 467 rental agree-
ment provides adequate interest on 
fixed rent if, disregarding any contin-
gent rent— 

(i) The rental agreement has no de-
ferred or prepaid rent as described in 
§ 1.467–1(c)(3); 

(ii) The rental agreement has de-
ferred or prepaid rent, and— 

(A) The rental agreement provides in-
terest (the stated rate of interest) on 
deferred or prepaid fixed rent at a sin-
gle fixed rate (as defined in § 1.1273– 
1(c)(1)(iii)); 

(B) The stated rate of interest on 
fixed rent is no lower than 110 percent 
of the applicable Federal rate (as de-
fined in paragraph (e)(3) of this sec-
tion); 

(C) The amount of deferred or prepaid 
fixed rent on which interest is charged 
is adjusted at least annually to reflect 
the amount of deferred or prepaid fixed 
rent as of a date no earlier than the 
date of the preceding adjustment and 
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no later than the date of the suc-
ceeding adjustment; and 

(D) The rental agreement requires in-
terest to be paid or compounded at 
least annually; 

(iii) The rental agreement provides 
for deferred rent but no prepaid rent, 
and the sum of the present values 
(within the meaning of paragraph (d) of 
this section) of all amounts payable by 
the lessee as fixed rent (and interest, if 
any, thereon) is equal to or greater 
than the sum of the present values of 
the fixed rent allocated to each rental 
period; or 

(iv) The rental agreement provides 
for prepaid rent but no deferred rent, 
and the sum of the present values of all 
amounts payable by the lessee as fixed 
rent, plus the sum of the negative 
present values of all amounts payable 
by the lessor as interest, if any, on pre-
paid fixed rent, is equal to or less than 
the sum of the present values of the 
fixed rent allocated to each rental pe-
riod. 

(2) Section 467 rental agreements that 
provide for a variable rate of interest. For 
purposes of the adequate interest test 
under paragraph (b)(1) of this section, 
if a section 467 rental agreement pro-
vides for variable interest, the rental 
agreement is treated as providing for 
fixed rates of interest on deferred or 
prepaid fixed rent equal to the fixed 
rate substitutes (determined in the 
same manner as under § 1.1275–5(e), 
treating the agreement date as the 
issue date) for the variable rates called 
for by the rental agreement. For pur-
poses of this section, a rental agree-
ment provides for variable interest if 
all stated interest provided by the 
agreement is paid or compounded at 
least annually at a rate or rates that 
meet the requirements of § 1.1275– 
5(a)(3)(i)(A) or (B) and (a)(4). 

(3) Agreements with both deferred and 
prepaid rent. If an agreement has both 
deferred and prepaid rent, the agree-
ment provides adequate interest under 
paragraph (b)(1) of this section if the 
conditions set forth in paragraph 
(b)(1)(ii)(A) through (D) of this section 
are met for both the prepaid and the 
deferred rent. For purposes of this 
paragraph (b)(3), an agreement will be 
considered to meet the condition set 
forth in paragraph (b)(1)(ii)(A) of this 

section if the agreement provides a sin-
gle fixed rate of interest on the de-
ferred rent and a single fixed rate of in-
terest on the prepaid rent, even if those 
rates are not the same. This paragraph 
(b)(3) applies to section 467 rental 
agreements entered into after March 6, 
2001. However, taxpayers may choose to 
apply this paragraph (b)(3) to any rent-
al agreement that is described in 
§ 1.467–9(a) and is entered into on or be-
fore March 6, 2001. 

(c) Computation of proportional rental 
amount—(1) In general. The propor-
tional rental amount for a rental pe-
riod is the amount of fixed rent allo-
cated to the rental period under § 1.467– 
1(c)(2)(ii), multiplied by a fraction. The 
numerator of the fraction is the sum of 
the present values of the amounts pay-
able under the terms of the section 467 
rental agreement as fixed rent and in-
terest thereon. The denominator of the 
fraction is the sum of the present val-
ues of the fixed rent allocated to each 
rental period under the rental agree-
ment. 

(2) Section 467 rental agreements that 
provide for a variable rate of interest. To 
calculate the proportional rental 
amount for a section 467 rental agree-
ment that provides for a variable rate 
of interest, see § 1.467–5. 

(d) Present value. For purposes of de-
termining adequate interest under 
paragraph (b) of this section or the pro-
portional rental amount under para-
graph (c) of this section, the present 
value of any amount is determined 
using a discount rate equal to 110 per-
cent of the applicable Federal rate. In 
general, present values are determined 
as of the first day of the first rental pe-
riod in the lease term. However, if a 
section 467 rental agreement calls for 
payments of fixed rent prior to the 
lease term, present values are deter-
mined as of the first day a fixed rent 
payment is called for by the agree-
ment. For purposes of the present 
value determination under paragraph 
(b)(1)(iv) of this section, the fixed rent 
allocated to a rental period must be 
discounted from the first day of the 
rental period. For other conventions 
and rules relating to the determination 
of present value, see § 1.467–1(g) and (j). 

(e) Applicable Federal rate—(1) In gen-
eral. The applicable Federal rate for a 

VerDate Mar<15>2010 13:08 May 22, 2012 Jkt 226091 PO 00000 Frm 00325 Fmt 8010 Sfmt 8010 Y:\SGML\226091.XXX 226091er
ow

e 
on

 D
S

K
2V

P
T

V
N

1P
R

O
D

 w
ith

 C
F

R



316 

26 CFR Ch. I (4–1–12 Edition) § 1.467–2 

section 467 rental agreement is the ap-
plicable Federal rate in effect on the 
agreement date. The applicable Federal 
rate for a rental agreement means— 

(i) The Federal short-term rate if the 
term of the rental agreement is not 
over 3 years; 

(ii) The Federal mid-term rate if the 
term of the rental agreement is over 3 
years but not over 9 years; and 

(iii) The Federal long-term rate if the 
term of the rental agreement is over 9 
years. 

(2) Source of applicable Federal rates. 
The Internal Revenue Service publishes 
the applicable Federal rates, based on 
annual, semiannual, quarterly, and 
monthly compounding, each month in 
the Internal Revenue Bulletin (see 
§ 601.601(d) of this chapter). However, 
the applicable Federal rates may be 
based on any compounding assumption. 
To convert a rate based on one 
compounding assumption to an equiva-
lent rate based on a different 
compounding assumption, see § 1.1272– 
1(j), Example 1. 

(3) 110 percent of applicable Federal 
rate. For purposes of § 1.467–1, this sec-
tion and §§ 1.467–3 through 1.467–9, 110 
percent of the applicable Federal rate 
means 110 percent of the applicable 
Federal rate based on semiannual 
compounding or any rate based on a 
different compounding assumption that 
is equivalent to 110 percent of the ap-
plicable Federal rate based on semi-
annual compounding. The Internal 
Revenue Service publishes 110 percent 
of the applicable Federal rates, based 
on annual, semiannual, quarterly, and 
monthly compounding, each month in 
the Internal Revenue Bulletin (see 
§ 601.601(d)(2) of this chapter). 

(4) Term of the section 467 rental agree-
ment—(i) In general. For purposes of de-
termining the applicable Federal rate 
under this paragraph (e), the term of 
the section 467 rental agreement in-
cludes the lease term, any period be-
fore the lease term beginning with the 
first day an amount of fixed rent is 
payable under the terms of the rental 
agreement, and any period after the 
lease term ending with the last day an 
amount of fixed rent or interest there-
on is payable under the rental agree-
ment. 

(ii) Section 467 rental agreements with 
variable interest. If a section 467 rental 
agreement provides variable interest 
on deferred or prepaid fixed rent, the 
term of the rental agreement for pur-
poses of calculating the applicable Fed-
eral rate is the longest period between 
interest rate adjustment dates, or, if 
the rental agreement provides an ini-
tial fixed rate of interest on deferred or 
prepaid fixed rent, the period between 
the agreement date and the last day 
the fixed rate applies, if this period is 
longer. If, as described in § 1.1274– 
4(c)(2)(ii), the rental agreement pro-
vides for a qualified floating rate (as 
defined in § 1.1275–5(b)) that in sub-
stance resembles a fixed rate, the ap-
plicable Federal rate is determined by 
reference to the lease term. 

(f) Examples. The following examples 
illustrate the application of this sec-
tion. In each of these examples it is as-
sumed that the rental agreement is not 
a disqualified leaseback or long-term 
agreement subject to constant rental 
accrual. The examples are as follows: 

Example 1. (i) C agrees to lease property 
from D for five years beginning on January 
1, 2000, and ending on December 31, 2004. The 
section 467 rental agreement provides that 
rent of $100,000 accrues in each calendar year 
in the lease term and that rent of $500,000 
plus $120,000 of interest is payable on Decem-
ber 31, 2004. Assume that the parties select 
the calendar year as the rental period and 
that 110 percent of the applicable Federal 
rate is 10 percent, compounded annually. 

(ii) The rental agreement has deferred rent 
under § 1.467–1(c)(3)(i) because the fixed rent 
allocated to calendar years 2000, 2001, and 
2002 is not paid until 2004. In addition, be-
cause the rental agreement does not state an 
interest rate, the rental agreement does not 
satisfy the requirements of paragraph 
(b)(1)(ii) of this section. 

(iii)(A) Because the rental agreement has 
deferred fixed rent and no prepaid rent, the 
agreement has adequate interest only if the 
present value test provided in paragraph 
(b)(1)(iii) of this section is met. The present 
value of all fixed rent and interest payable 
under the rental agreement is $384,971.22, de-
termined as follows: $620,000/(1.10) 5 = 
$384,971.22. The present value of all fixed rent 
allocated under the rental agreement (dis-
counting the amount of fixed rent allocated 
to a rental period from the last day of the 
rental period) is $379,078.68, determined as 
follows: 
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$379, . $100,
( . )

.
078 68 000

1 110

10

5

= × − −

(B) The rental agreement provides ade-
quate interest on fixed rent because the 
present value of the single amount payable 
under the section 467 rental agreement ex-
ceeds the sum of the present values of fixed 
rent allocated. 

(iv) For an example illustrating the com-
putation of the yield on the rental agree-
ment and the allocation of the interest and 
rent provided for under the rental agree-
ment, see § 1.467–4(f), Example 2. 

Example 2. (i) E and F enter into a section 
467 rental agreement for the lease of equip-
ment beginning on January 1, 2000, and end-
ing on December 31, 2004. The rental agree-
ment provides that rent of $100,000 accrues 
for each calendar month during the lease 
term. All rent is payable on December 31, 
2004, together with interest on accrued rent 
at a qualified floating rate set at a current 
value (as defined in § 1.1275–5(a)(4)) that is 
compounded at the end of each calendar 
month and adjusted at the beginning of each 
calendar month throughout the lease term. 
Therefore, the rental agreement provides for 
variable interest within the meaning of para-
graph (b)(2) of this section. 

(ii) On the agreement date the qualified 
floating rate is 7.5 percent, and 110 percent of 
the applicable Federal rate, as defined in 
paragraph (e)(3) of this section, based on 
monthly compounding, is 7 percent. Under 
paragraph (b)(2) of this section, the fixed 
rate substitute for the qualified floating rate 
is 7.5 percent and the agreement is treated as 
providing for interest at this fixed rate for 
purposes of determining whether adequate 
interest is provided under paragraph (b) of 

this section. Accordingly, the requirements 
of paragraph (b)(1)(ii) of this section are sat-
isfied, and the rental agreement has ade-
quate interest. 

Example 3. (i) X and Y enter into a section 
467 rental agreement for the lease of real 
property beginning on January 1, 2000, and 
ending on December 31, 2002. The rental 
agreement provides that rent of $800,000 is al-
locable to 2000, $1,000,000 is allocable to 2001, 
and $1,200,000 is allocable to 2002. Under the 
rental agreement, Y must make a $3,000,000 
payment on December 31, 2002. Assume that 
both X and Y choose the calendar year as the 
rental period, X and Y are calendar year tax-
payers, and 110 percent of the applicable Fed-
eral rate is 8.5 percent compounded annually. 

(ii) The rental agreement fails to provide 
adequate interest under paragraph (b)(1) of 
this section. Therefore, under § 1.467– 
1(d)(2)(ii), the fixed rent for each rental pe-
riod is the proportional rental amount. 

(iii)(A) The proportional rental amount is 
computed under paragraph (c) of this sec-
tion. Because the rental agreement does not 
call for any fixed rent payments prior to the 
lease term, under paragraph (d) of this sec-
tion, the present value is determined as of 
the first day of the first rental period in the 
lease term. The present value of the single 
amount payable by the lessee under the rent-
al agreement is computed as follows: 

$2, , .
$3, ,

( . )
348 724 30

000 000

1 085 3=
+

(B) The sum of the present values of the 
fixed rent allocated to each rental period 
(discounting the fixed rent allocated to a 
rental period from the last day of such rental 
period) is computed as follows: 

$2, ,272.
$800,

( . )

$1, ,

( . )

$1,200,

( . )
526 20

000

1 085

000 000
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000
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(C) Thus, the fraction for determining the 
proportional rental amount is .9297194 
($2,348,724.30/$2,526,272.20). The section 467 in-
terest for each of the taxable years within 
the lease term is computed and taken into 
account as provided in § 1.467–4. The section 
467 rent for each of the taxable years within 
the lease term is as follows: 

Taxable year Section 467 rent 

2000 ........................... $743,775.52 
($ 800,000×.9297194). 

2001 ........................... 929,719.40 
($1,000,000×.9297194). 

2002 ........................... 1,115,663.28 
($1,200,000×.9297194). 

[T.D. 8820, 64 FR 26859, May 18, 1999, as 
amended by T.D. 8917, 66 FR 1040, Jan. 5, 2001] 

§ 1.467–3 Disqualified leasebacks and 
long-term agreements. 

(a) General rule. Under § 1.467– 
1(d)(2)(i), constant rental accrual (as 
described under paragraph (d) of this 
section) must be used to determine the 
fixed rent for each rental period in the 
lease term if the section 467 rental 
agreement is a disqualified leaseback 
or long-term agreement within the 
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