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Internal Revenue Code Section 7872(f)(2)(A)
Treatment of loans with below-market interest rates

(F) Other definitions and special rules. For purposes of this section—

(1) Present value. The present value of any payment shall be determined in the
manner provided by regulations prescribed by the Secretary—

(A) as of the date of the loan, and
(B) by using a discount rate equal to the applicable Federal rate.
(2) Applicable Federal rate.

- (A) Term loans. In the case of any term loan, the applicable Federal rate
shall be the applicable Federal rate in effect under section 1274(d) (as of
the day on which the loan was made), compounded semiannually.

(B) Demand loans. In the case of a demand loan, the applicable Federal rate
shall be the Federal short-term rate in effect under section 1274(d) for

the period for which the amount of forgone interest is being determined,
compounded semiannually.
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