§1.483-1

market as well as continuing technical sup-
port and improvements to the process. Com-
pany Y uses the process to fabricate compact
disks which it supplies to related and unre-
lated parties.

(ii) The process licensed to Company Y is
unique and highly valuable and no uncon-
trolled transfers of intangible property can
be found that are sufficiently comparable to
permit reliable application of the com-
parable uncontrolled transaction method.
Company X is a large, complex company en-
gaged in a variety of activities that owns
unique and highly valuable intangible prop-
erty. Consequently, no uncontrolled compa-
nies can be found that are similar to Com-
pany X. Furthermore, application of the
profit split method in this case would in-
volve the difficult and problematic tasks of
allocating Company X’s costs and assets be-
tween the relevant business activity and
other activities and assigning a value to
Company X’s intangible contributions. On
the other hand, Company Y performs rel-
atively routine manufacturing and mar-
keting activities and there are a number of
similar uncontrolled companies. Thus, appli-
cation of the comparable profits method
using Company Y as the tested party is like-
ly to produce a more reliable measure of an
arm’s length result than a profit split in this
case.

[T.D. 8552, 59 FR 35028, July 8, 1994]

§1.483-1 Interest on certain deferred
payments.

(a) Amount constituting interest in cer-
tain deferred payment transactions—(1)
In general. Except as provided in para-
graph (c) of this section, section 483 ap-
plies to a contract for the sale or ex-
change of property if the contract pro-
vides for one or more payments due
more than 1 year after the date of the
sale or exchange, and the contract does
not provide for adequate stated inter-
est. In general, a contract has adequate
stated interest if the contract provides
for a stated rate of interest that is at
least equal to the test rate (determined
under §1.483-3) and the interest is paid
or compounded at least annually. Sec-
tion 483 may apply to a contract
whether the contract is express (writ-
ten or oral) or implied. For purposes of
section 483, a sale or exchange is any
transaction treated as a sale or ex-
change for tax purposes. In addition,
for purposes of section 483, property in-
cludes debt instruments and invest-
ment units, but does not include
money, services, or the right to use
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property. For the treatment of certain
obligations given in exchange for serv-
ices or the use of property, see sections
404 and 467. For purposes of this para-
graph (a), money includes functional
currency and, in certain cir-
cumstances, nonfunctional currency.
See §1.988-2(b)(2) for circumstances
when nonfunctional currency is treated
as money rather than as property.

(2) Treatment of contracts to which sec-
tion 483 applies—(i) Treatment of
unstated interest. If section 483 applies
to a contract, unstated interest under
the contract is treated as interest for
tax purposes. Thus, for example,
unstated interest is not treated as part
of the amount realized from the sale or
exchange of property (in the case of the
seller), and is not included in the pur-
chaser’s basis in the property acquired
in the sale or exchange.

(ii) Method of accounting for interest
on contracts subject to section 483. Any
stated or unstated interest on a con-
tract subject to section 483 is taken
into account by a taxpayer under the
taxpayer’s regular method of account-
ing (e.g., an accrual method or the cash
receipts and disbursements method).
See §§1.446-1, 1.451-1, and 1.461-1. For
purposes of the preceding sentence, the
amount of interest (including unstated
interest) allocable to a payment under
a contract to which section 483 applies
is determined under §1.446-2(e).

(b) Definitions—(1) Deferred payments.
For purposes of the regulations under
section 483, a deferred payment means
any payment that constitutes all or a
part of the sales price (as defined in
paragraph (b)(2) of this section), and
that is due more than 6 months after
the date of the sale or exchange. Ex-
cept as provided in section 483(c)(2) (re-
lating to the treatment of a debt in-
strument of the purchaser), a payment
may be made in the form of cash, stock
or securities, or other property.

(2) Sales price. For purposes of section
483, the sales price for any sale or ex-
change is the sum of the amount due
under the contract (other than stated
interest) and the amount of any liabil-
ity included in the amount realized
from the sale or exchange. See §1.1001-
2. Thus, the sales price for any sale or
exchange includes any amount of
unstated interest under the contract.
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(c) Exceptions to and limitations on the
application of section 483—(1) In general.
Sections 483(d), 1274(c)(4), and 1275(b)
contain exceptions to and limitations
on the application of section 483.

(2) Sales price of $3,000 or less. Section
483(d)(2) applies only if it can be deter-
mined at the time of the sale or ex-
change that the sales price cannot ex-
ceed $3,000, regardless of whether the
sales price eventually paid for the
property is less than $3,000.

(3) Other exceptions and limitations—(i)
Certain transfers subject to section 1041.
Section 483 does not apply to any
transfer of property subject to section
1041 (relating to transfers of property
between spouses or incident to di-
vorce).

(ii) Treatment of certain obligees. Sec-
tion 483 does not apply to an obligee
under a contract for the sale or ex-
change of personal use property (within
the meaning of section 1275(b)(3)) in the
hands of the obligor and that evidences
a below-market loan described in sec-
tion 7872(c)(1).

(iii) Transactions involving certain de-
mand loans. Section 483 does not apply
to any payment under a contract that
evidences a demand loan that is a
below-market loan described in section
7872(c)(1).

(iv) Transactions involving certain an-
nuity contracts. Section 483 does not
apply to any payment under an annu-
ity contract described in section
1275(a)(1)(B) (relating to annuity con-
tracts excluded from the definition of
debt instrument).

(v) Options. Section 483 does not
apply to any payment under an option
to buy or sell property.

(d) Assumptions. If a debt instrument
is assumed, or property is taken sub-
ject to a debt instrument, in connec-
tion with a sale or exchange of prop-
erty, the debt instrument is treated for
purposes of section 483 in a manner
consistent with the rules of §1.1274-5.

(e) Aggregation rule. For purposes of
section 483, all sales or exchanges that
are part of the same transaction (or a
series of related transactions) are
treated as a single sale or exchange,
and all contracts calling for deferred
payments arising from the same trans-
action (or a series of related trans-
actions) are treated as a single con-
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tract. This rule, however, generally
only applies to contracts and to sales
or exchanges involving a single buyer
and a single seller.

(f) Effective date. This section applies
to sales and exchanges that occur on or
after April 4, 1994. Taxpayers, however,
may rely on this section for sales and
exchanges that occur after December
21, 1992, and before April 4, 1994.

[T.D. 8517, 59 FR 4805, Feb. 2, 1994]

§1.483-2 Unstated interest.

(@) In general—(1) Adequate stated in-
terest. For purposes of section 483, a
contract has unstated interest if the
contract does not provide for adequate
stated interest. A contract does not
provide for adequate stated interest if
the sum of the deferred payments ex-
ceeds—

(i) The sum of the present values of
the deferred payments and the present
values of any stated interest payments
due under the contract; or

(ii) In the case of a cash method debt
instrument (within the meaning of sec-
tion 1274A(c)(2)) received in exchange
for property in a potentially abusive
situation (as defined in §1.1274-3), the
fair market value of the property re-
duced by the fair market value of any
consideration other than the debt in-
strument, and reduced by the sum of
all principal payments that are not de-
ferred payments.

(2) Amount of unstated interest. For
purposes of section 483, unstated inter-
est means an amount equal to the ex-
cess of the sum of the deferred pay-
ments over the amount described in
paragraph (a)(1)(i) or (a)(1)(ii) of this
section, whichever is applicable.

(b) Operational rules—(1) In general.
For purposes of paragraph (a) of this
section, rules similar to those in
§1.1274-2 apply to determine whether a
contract has adequate stated interest
and the amount of unstated interest, if
any, on the contract.

(2) Present value. For purposes of
paragraph (a) of this section, the
present value of any deferred payment
or interest payment is determined by
discounting the payment from the date
it becomes due to the date of the sale
or exchange at the test rate of interest
applicable to the contract in accord-
ance with §1.483-3.
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