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Reg. Section 1.163-1(b)
Interest deduction in general

(a) Except as otherwise provided in sections 264 to 267, inclusive, interest paid or accrued within
the taxable year on indebtedness shall be allowed as a deduction in computing taxable income.
For rules relating to interest on certain deferred payments, see section 483 and the regulations
thereunder.

(b) Interest paid by the taxpayer on a mortgage upon real estate of which he is the legal or
equitable owner, even though the taxpayer is not directly liable upon the bond or note secured by
such mortgage, may be deducted as interest on his indebtedness. Pursuant to the provisions of
section 163(c), any annual or periodic rental payment made by a taxpayer on or after January 1,
1962, under a redeemable ground rent, as defined in section 1055(c) and paragraph (b) of
§1.1055-1, is required to be treated as interest on an indebtedness secured by a mortgage and,
accordingly, may be deducted by the taxpayer as interest on his indebtedness. Section 163(c) has
no application in respect of any annual or periodic rental payment made prior to January 1, 1962,
or pursuant to an arrangement which does not constitute a "redeemable ground rent" as defined
in section 1055(c) and paragraph (b) of §1.1055-1. Accordingly, annual or periodic payments of
Pennsylvania ground rents made before, on, or after January 1, 1962, are deductible as interest if
the ground rent is redeemable. An annual or periodic rental payment under a Maryland
redeemable ground rent made prior to January 1, 1962, is deductible in accordance with the rules
and regulations applicable at the time such payment was made. Any annual or periodic rental
payment under a Maryland redeemable ground rent made by the taxpayer on or after January 1,
1962, is, pursuant to the provisions of section 163(c), treated as interest on an indebtedness
secured by a mortgage and, accordingly, is deductible by the taxpayer as interest on his
indebtedness. In any case where the ground rent is irredeemable, any annual or periodic ground
rent payment shall be treated as rent and shall be deductible only to the extent that the payment
constitutes a proper business expense. Amounts paid in redemption of a ground rent shall not be
treated as interest. For treatment of redeemable ground rents and real property held subject to
liabilities under redeemable ground rents, see section 1055 and the regulations thereunder.
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