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decrease occurs when the deflation ad-
justment is taken into account under 
paragraph (f)(1) of this section. 

(3) Subsequent holders. A holder deter-
mines the amount of acquisition pre-
mium or market discount on an infla-
tion-indexed debt instrument by ref-
erence to the adjusted issue price of 
the instrument on the date the holder 
acquires the instrument. A holder de-
termines the amount of bond premium 
on an inflation-indexed debt instru-
ment by assuming that the amount 
payable at maturity on the instrument 
is equal to the instrument’s inflation- 
adjusted principal amount for the day 
the holder acquires the instrument. 
Any premium or market discount is 
taken into account over the remaining 
term of the debt instrument as if there 
were no further inflation or deflation. 
See section 171 for additional rules re-
lating to the amortization of bond pre-
mium and sections 1276 through 1278 for 
additional rules relating to market dis-
count. 

(4) Minimum guarantee. Under both 
the coupon bond method and the dis-
count bond method, a minimum guar-
antee payment is ignored until the 
payment is made. If there is a min-
imum guarantee payment, the pay-
ment is treated as interest on the date 
it is paid. 

(5) Temporary unavailability of a quali-
fied inflation index. Notwithstanding 
any other rule of this section, an infla-
tion-indexed debt instrument may pro-
vide for a substitute value of the quali-
fied inflation index if and when the 
publication of the value of the quali-
fied inflation index is temporarily de-
layed. The substitute value may be de-
termined by the issuer under any rea-
sonable method. For example, if the 
CPI-U is not reported for a particular 
month, the debt instrument may pro-
vide that a substitute value may be de-
termined by increasing the last re-
ported value by the average monthly 
percentage increase in the qualified in-
flation index over the preceding twelve 
months. The use of a substitute value 
does not result in a reissuance of the 
debt instrument. 

(g) Reopenings. For rules concerning a 
reopening of Treasury Inflation-In-
dexed Securities, see paragraphs (d)(2) 
and (k)(3)(iii) of § 1.1275–2. 

(h) Effective date. This section applies 
to an inflation-indexed debt instru-
ment issued on or after January 6, 1997. 

[T.D. 8709, 62 FR 618, Jan. 6, 1997. Redesig-
nated by T.D. 8838, 64 FR 48547, Sept. 7, 1999, 
as amended by T.D. 8840, 64 FR 60343, Nov. 5, 
1999; T.D. 8934, 66 FR 2817, Jan. 12, 2001] 

§ 1.1275–7T Inflation-indexed debt in-
struments (temporary). 

(a) through (h) [Reserved] For further 
guidance, see § 1.1275–7(a) through (h). 

(i) [Reserved] 
(j) Treasury Inflation-Protected Securi-

ties issued with more than a de minimis 
amount of premium—(1) Coupon bond 
method. Notwithstanding § 1.1275– 
7(d)(2)(i), the coupon bond method de-
scribed in § 1.1275–7(d) applies to Treas-
ury Inflation-Protected Securities 
(TIPS) issued with more than a de 
minimis amount of premium. For this 
purpose, the de minimis amount is de-
termined using the principles of 
§ 1.1273–1(d). 

(2) Example. The following example il-
lustrates the application of the bond 
premium rules to a TIPS issued with 
bond premium: 

Example. (i) Facts. X, a calendar year tax-
payer, purchases at original issuance TIPS 
with a stated principal amount of $100,000 
and a stated interest rate of .125 percent, 
compounded semiannually. For purposes of 
this example, assume that the TIPS are 
issued in Year 1 on January 1, stated interest 
is payable on June 30 and December 31 of 
each year, and that the TIPS mature on De-
cember 31, Year 5. X pays $102,000 for the 
TIPS, which is the issue price for the TIPS 
as determined under § 1.1275–2(d)(1). Assume 
that the inflation-adjusted principal amount 
for the first coupon in Year 1 is $101,225 (re-
sulting in an interest payment of $63.27) and 
for the second coupon in Year 1 is $102,500 
(resulting in an interest payment of $64.06). 
X elects to amortize bond premium under 
§ 1.171–4. (For simplicity, contrary to actual 
practice, the TIPS in this example were 
issued on the date with respect to which the 
calculation of the first coupon began.) 

(ii) Bond premium. The stated interest on 
the TIPS is qualified stated interest under 
§ 1.1273–1(c). X acquired the TIPS with bond 
premium of $2,000 (basis of $102,000 minus the 
TIPS’ stated principal amount of $100,000). 
See §§ 1.171–1(d), 1.171–3(b), and 1.1275–7(f)(3). 
The $2,000 is more than the de minimis 
amount of premium for the TIPS of $1,250 
(.0025 times the stated principal amount of 
the TIPS ($100,000) times the number of com-
plete years to the TIPS’ maturity (5 years)). 
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Under paragraph (j)(1) of this section, X 
must use the coupon bond method to deter-
mine X’s income from the TIPS. 

(iii) Allocation of bond premium. Under 
§ 1.171–3(b), the bond premium of $2,000 is al-
locable to each semiannual accrual period by 
assuming that there will be no inflation or 
deflation over the term of the TIPS. More-
over, for purposes of § 1.171–2, the yield of the 
securities is determined by assuming that 
there will be no inflation or deflation over 
their term. Based on this assumption, for 
purposes of section 171, the TIPS provide for 
semiannual interest payments of $62.50 and a 
$100,000 payment at maturity. As a result, 
the yield of the securities for purposes of sec-
tion 171 is ¥0.2720 percent, compounded 
semiannually. Under § 1.171–2, the bond pre-
mium allocable to an accrual period is the 
excess of the qualified stated interest allo-
cable to the accrual period ($62.50 for each 
accrual period) over the product of the tax-
payer’s adjusted acquisition price at the be-
ginning of the accrual period (determined 
without regard to any inflation or deflation) 
and the taxpayer’s yield. Therefore, the 
$2,000 of bond premium is allocable to each 
semiannual accrual period in Year 1 as fol-
lows: $201.22 to the accrual period ending on 
June 30, Year 1 (the excess of the stated in-
terest of $62.50 over ($102,000 × ¥0.002720/2)); 
and $200.95 to the accrual period ending on 
December 31, Year 1 (the excess of the stated 
interest of $62.50 over ($101,798.78 × ¥0.002720/ 
2)). The adjusted acquisition price at the be-
ginning of the accrual period ending on De-
cember 31, Year 1 is $101,798.78 (the adjusted 
acquisition price of $102,000 at the beginning 
of the accrual period ending on June 30, Year 
1 reduced by the $201.22 of premium allocable 
to that accrual period). 

(iv) Income determined by applying the cou-
pon bond method and the bond premium rules. 
Under § 1.1275–7(d)(4), the application of the 
coupon bond method to the TIPS results in a 
positive inflation adjustment in Year 1 of 
$2,500, which is includible in X’s income for 
Year 1. However, because X acquired the 
TIPS at a premium and elected to amortize 
the premium, the premium allocable to Year 
1 will offset the income on the TIPS as fol-
lows: The premium allocable to the first ac-
crual period of $201.22 first offsets the inter-
est payable for that period of $63.27. The re-
maining $137.95 of premium is treated as a 
deflation adjustment that offsets the posi-
tive inflation adjustment. See § 1.171–3(b). 
The premium allocable to the second accrual 
period of $200.95 first offsets the interest pay-
able for that period of $64.06. The remaining 
$136.89 of premium is treated as a deflation 
adjustment that further offsets the positive 
inflation adjustment. As a result, X does not 
include in income any of the stated interest 
received in Year 1 and includes in Year 1 in-
come only $2,225.16 of the positive inflation 

adjustment for Year 1 
($2,500¥$137.94¥$136.89). 

(k) Effective/applicability date. Not-
withstanding § 1.1275–7(h), this section 
applies to Treasury Inflation-Protected 
Securities issued on or after April 8, 
2011. 

(l) Expiration date. The applicability 
of this section expires on or before De-
cember 2, 2014. 

[T.D. 9561, 76 FR 75781, Dec. 5, 2011] 

§ 1.1286–1 Tax treatment of certain 
stripped bonds and stripped cou-
pons. 

(a) De minimis OID. If the original 
issue discount determined under sec-
tion 1286(a) with respect to the pur-
chase of a stripped bond or stripped 
coupon is less than the amount com-
puted under subparagraphs (A) and (B) 
of section 1273(a)(3) and the regulations 
thereunder, then the amount of origi-
nal issue discount with respect to that 
purchase (other than any tax-exempt 
portion thereof, determined under sec-
tion 1286(d)(2)) shall be considered to be 
zero. For purposes of this computation, 
the number of complete years to matu-
rity is measured from the date the 
stripped bond or stripped coupon is 
purchased. 

(b) Treatment of certain stripped bonds 
as market discount bonds—(1) In general. 
By publication in the Internal Revenue 
Bulletin (see § 601.601(d)(2)(ii)(b) of the 
Statement of Procedural Rules), the 
Internal Revenue Service may (subject 
to the limitation of paragraph (b)(2) of 
this section) provide that certain mort-
gage loans that are stripped bonds are 
to be treated as market discount bonds 
under section 1278. Thus, any purchaser 
of such a bond is to account for any 
discount on the bond as market dis-
count rather than original issue dis-
count. 

(2) Limitation. This treatment may be 
provided for a stripped bond only if, 
immediately after the most recent dis-
position referred to in section 1286(b)— 

(i) The amount of original issue dis-
count with respect to the stripped bond 
is determined under paragraph (a) of 
this section (concerning de minimis 
OID); or 

(ii) The annual stated rate of interest 
payable on the stripped bond is no 
more than 100 basis points lower than 
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