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property by the partnership or S cor-
poration, or 

(4) The exploration for, or exploi-
tation of, geothermal deposits (within 
the meaning of section 613(e)(3)) with 
respect to more than one geothermal 
property by the partnership or S cor-
poration. 
Thus, for example, if a partnership or S 
corporation is engaged in the activity 
of exploring for, or exploiting, oil and 
gas resources with respect to 10 oil and 
gas properties, a partner or S corpora-
tion shareholder may aggregate those 
properties and treat the aggregated oil 
and gas activities as a single activity. 
If that partnership or S corporation 
also is engaged in the activity of farm-
ing with respect to two farms, the part-
ner or shareholder may aggregate the 
farms and treat the aggregated farming 
activities as a single separate activity. 
Except as provided in section 
465(c)(2)(B)(ii), the partner or share-
holder cannot aggregate the farming 
activity with the oil and gas activity. 

(b) Effective date. This section shall 
apply to taxable years beginning after 
December 31, 1983 and before January 1, 
1985. 

(Secs. 465(c)(2)(B) and 7805 of the Internal 
Revenue Code of 1954 (98 Stat. 814, 68A Stat. 
917; 26 U.S.C. 465(c)(2)(B) and 7805)) 

[T.D. 8012, 50 FR 9614, Mar. 11, 1985]

§ 1.465–27 Qualified nonrecourse fi-
nancing. 

(a) In general. Notwithstanding any 
provision of section 465(b) or the regu-
lations under section 465(b), for an ac-
tivity of holding real property, a tax-
payer is considered at risk for the tax-
payer’s share of any qualified non-
recourse financing which is secured by 
real property used in such activity. 

(b) Qualified nonrecourse financing se-
cured by real property—(1) In general. 
For purposes of section 465(b)(6) and 
this section, the term qualified non-
recourse financing means any financ-
ing— 

(i) Which is borrowed by the taxpayer 
with respect to the activity of holding 
real property; 

(ii) Which is borrowed by the tax-
payer from a qualified person or rep-
resents a loan from any federal, state, 
or local government or instrumentality 

thereof, or is guaranteed by any fed-
eral, state, or local government; 

(iii) For which no person is person-
ally liable for repayment, taking into 
account paragraphs (b)(3), (4), and (5) of 
this section; and 

(iv) Which is not convertible debt. 
(2) Security for qualified nonrecourse fi-

nancing—(i) Types of property. For a 
taxpayer to be considered at risk under 
section 465(b)(6), qualified nonrecourse 
financing must be secured only by real 
property used in the activity of holding 
real property. For this purpose, how-
ever, property that is incidental to the 
activity of holding real property will 
be disregarded. In addition, for this 
purpose, property that is neither real 
property used in the activity of holding 
real property nor incidental property 
will be disregarded if the aggregate 
gross fair market value of such prop-
erty is less than 10 percent of the ag-
gregate gross fair market value of all 
the property securing the financing. 

(ii) Look-through rule for partnerships. 
For purposes of paragraph (b)(2)(i) of 
this section, a borrower shall be treat-
ed as owning directly its proportional 
share of the assets in a partnership in 
which the borrower owns (directly or 
indirectly through a chain of partner-
ships) an equity interest. 

(3) Personal liability; partial liability. If 
one or more persons are personally lia-
ble for repayment of a portion of a fi-
nancing, the portion of the financing 
for which no person is personally liable 
may qualify as qualified nonrecourse 
financing. 

(4) Partnership liability. For purposes 
of section 465(b)(6) and this paragraph 
(b), the personal liability of any part-
nership for repayment of a financing is 
disregarded and, provided the require-
ments contained in paragraphs (b)(1)(i), 
(ii), and (iv) of this section are satis-
fied, the financing will be treated as 
qualified nonrecourse financing se-
cured by real property if— 

(i) The only persons personally liable 
to repay the financing are partner-
ships; 

(ii) Each partnership with personal 
liability holds only property described 
in paragraph (b)(2)(i) of this section 
(applying the principles of paragraph 
(b)(2)(ii) of this section in determining 
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the property held by each partnership); 
and 

(iii) In exercising its remedies to col-
lect on the financing in a default or de-
fault-like situation, the lender may 
proceed only against property that is 
described in paragraph (b)(2)(i) of this 
section and that is held by the partner-
ship or partnerships (applying the prin-
ciples of paragraph (b)(2)(ii) of this sec-
tion in determining the property held 
by the partnership or partnerships). 

(5) Disregarded entities. Principles 
similar to those described in paragraph 
(b)(4) of this section shall apply in de-
termining whether a financing of an 
entity that is disregarded for federal 
tax purposes under § 301.7701–3 of this 
chapter is treated as qualified non-
recourse financing secured by real 
property. 

(6) Examples. The following examples 
illustrate the rules of this section:

Example 1. Personal liability of a partner-
ship; incidental property. (i) X is a limited 
liability company that is classified as a part-
nership for federal tax purposes. X engages 
only in the activity of holding real property. 
In addition to real property used in the ac-
tivity of holding real property, X owns office 
equipment, a truck, and maintenance equip-
ment that it uses to support the activity of 
holding real property. X borrows $500 to use 
in the activity. X is personally liable on the 
financing, but no member of X and no other 
person is liable for repayment of the financ-
ing under local law. The lender may proceed 
against all of X’s assets if X defaults on the 
financing. 

(ii) Under paragraph (b)(2)(i) of this sec-
tion, the personal property is disregarded as 
incidental property used in the activity of 
holding real property. Under paragraph (b)(4) 
of this section, the personal liability of X for 
repayment of the financing is disregarded 
and, provided the requirements contained in 
paragraphs (b)(1)(i), (ii), and (iv) of this sec-
tion are satisfied, the financing will be treat-
ed as qualified nonrecourse financing secured 
by real property.

Example 2. Bifurcation of a financing. The 
facts are the same as in Example 1, except 
that A, a member of X, is personally liable 
for repayment of $100 of the financing. If the 
requirements contained in paragraphs 
(b)(1)(i), (ii), and (iv) of this section are satis-
fied, then under paragraph (b)(3) of this sec-
tion, the portion of the financing for which A 
is not personally liable for repayment ($400) 
will be treated as qualified nonrecourse fi-
nancing secured by real property.

Example 3. Personal liability; tiered part-
nerships. (i) UTP1 and UTP2, both limited li-

ability companies classified as partnerships, 
are the only general partners in Y, a limited 
partnership. Y borrows $500 with respect to 
the activity of holding real property. The fi-
nancing is a general obligation of Y. UTP1 
and UTP2, therefore, are personally liable to 
repay the financing. Under section 752, 
UTP1’s share of the financing is $300, and 
UTP2’s share is $200. No person other than Y, 
UTP1, and UTP2 is personally liable to repay 
the financing. Y, UTP1, and UTP2 each hold 
only real property. 

(ii) Under paragraph (b)(4) of this section, 
the personal liability of Y, UTP1, and UTP2 
to repay the financing is disregarded and, 
provided the requirements of paragraphs 
(b)(1)(i), (ii), and (iv) of this section are satis-
fied, UTP1’s $300 share of the financing and 
UTP2’s $200 share of the financing will be 
treated as qualified nonrecourse financing 
secured by real property.

Example 4. Personal liability; tiered part-
nerships. The facts are the same as in Exam-
ple 3, except that Y’s general partners are 
UTP1 and B, an individual. Because B, an in-
dividual, is also personally liable to repay 
the $500 financing, the entire financing fails 
to satisfy the requirement in paragraph 
(b)(1)(iii) of this section. Accordingly, 
UTP1’s $300 share of the financing will not be 
treated as qualified nonrecourse financing 
secured by real property.

Example 5. Personal liability; tiered part-
nerships. The facts are the same as in Exam-
ple 3, except that Y is a limited liability 
company and UTP1 and UTP2 are not person-
ally liable for the debt. However, UTP1 and 
UTP2 each pledge property as security for 
the loan that is other than real property 
used in the activity of holding real property 
and other than property that is incidental to 
the activity of holding real property. The 
fair market value of the property pledged by 
UTP1 and UTP2 is greater than 10 percent of 
the sum of the aggregate gross fair market 
value of the property held by Y and the ag-
gregate gross fair market value of the prop-
erty pledged by UTP1 and UTP2. Accord-
ingly, the financing fails to satisfy the re-
quirement in paragraph (b)(1)(iii) of this sec-
tion by virtue of its failure to satisfy para-
graph (b)(4)(iii) of this section. Therefore, 
the financing is not qualified nonrecourse fi-
nancing secured by real property.

Example 6. Personal liability; Disregarded 
entity. (i) X is a single member limited li-
ability company that is disregarded as an en-
tity separate from its owner for federal tax 
purposes under § 301.7701–3 of this chapter. X 
owns certain real property and property that 
is incidental to the activity of holding the 
real property. X does not own any other 
property. For federal tax purposes, A, the 
sole member of X, is considered to own all of 
the property held by X and is engaged in the 
activity of holding real property through X. 
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X borrows $500 and uses the proceeds to pur-
chase additional real property that is used in 
the activity of holding real property. X is 
personally liable to repay the financing, but 
A is not personally liable for repayment of 
the financing under local law. The lender 
may proceed against all of X’s assets if X de-
faults on the financing. 

(ii) X is disregarded so that the assets and 
liabilities of X are treated as the assets and 
liabilities of A. However, A is not personally 
liable for the $500 liability. Provided that the 
requirements contained in paragraphs 
(b)(1)(i), (ii), and (iv) of this section are satis-
fied, the financing will be treated as quali-
fied nonrecourse financing secured by real 
property with respect to A.

(c) Effective date. This section is ef-
fective for any financing incurred on or 
after August 4, 1998. Taxpayers, how-
ever, may apply this section retro-
actively for financing incurred before 
August 4, 1998. 

[T.D. 8777, 63 FR 41421, Aug. 4, 1998]

§ 1.466–1 Method of accounting for the 
redemption cost of qualified dis-
count coupons. 

(a) Introduction. Section 466 permits 
taxpayers who elect to use the method 
of accounting description in section 466 
to deduct the redemption cost (as de-
fined in paragraph (b) of this section) 
of qualified discount coupons (as de-
fined in paragraph (c) of this section) 
outstanding at the end of the taxable 
year and redeemed during the redemp-
tion period (within the meaning of 
paragraph (d)(2) of this section) in ad-
dition to the redemption cost of quali-
fied discount coupons redeemed during 
the taxable year which were not de-
ducted for a prior taxable year. For the 
taxable year in which the taxpayer 
first uses this method of accounting, 
the taxpayer is not allowed to deduct 
the redemption costs of qualified dis-
count coupons redeemed during the 
taxable year that would have been de-
ductible for the prior taxable year had 
the taxpayer used this method of ac-
counting for such prior year. (See para-
graph (e) of this section for rules de-
scribing how this amount should be 
taken into account.) A taxpayer must 
use the accrual method of accounting 
for any trade or business for which an 
election is made under section 466. Fur-
thermore, the taxpayer must make an 
election in accordance with the rules in 

section 466(d) and § 1.466–3 for that 
trade or business. The method of ac-
counting in section 466 is applicable 
only to the taxpayer’s redemption of 
qualified discount coupons. Section 466 
does not apply to trading stamps or 
premium coupons, which are subject to 
the method of accounting in § 1.451–4, 
or to discount coupons that are not 
qualified discount coupons. 

(b) Redemption costs—(1) Costs deduct-
ible under section 466. The deduction al-
lowed by section 466 applies only to the 
redemption cost of qualified discount 
coupons. The term ‘‘redemption cost’’ 
means an amount equal to: 

(i) The lesser of: 
(A) The amount of the discount stat-

ed on the coupon, or 
(B) The cost incurred by the taxpayer 

for paying the discount; plus 
(ii) The amount payable to the re-

tailer (or other person redeeming the 
coupon from the person receiving the 
price discount) for services in redeem-
ing the coupon. 

The amount payable to the retailer or 
other person for services in redeeming 
the coupon is allowed only if the 
amount payable is stated on the cou-
pon. 

(2) Costs not deductible under section 
466. The term ‘‘redemption cost’’ in-
cludes only the amounts stated in 
paragraph (b)(1) of this section. 
Amounts other than those mentioned 
in paragraph (b)(1) of this section can-
not be deducted under the method of 
accounting described in section 466 
even though such amounts are incurred 
in relation to the redemption of quali-
fied discount coupons. Therefore, those 
amounts must be taken into account as 
if section 466 did not apply. Examples 
of such amounts are fees paid to the re-
demption center or clearinghouse and 
amounts payable to the retailer in ex-
cess of the amount stated on the cou-
pon. 

(c) Qualified discount coupons—(1) 
General rule. In order for a discount 
coupon (as defined in paragraph (c)(2)(i) 
of this section) to be considered a 
qualified discount coupon, all of the 
following requirements must be met: 

(i) The coupon must have been issued 
by and must be redeemable by the tax-
payer; 
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