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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 paragraph (d)(4) of this section, the 
application of the coupon bond method to 
the TIPS results in a positive inflation ad-
justment in Year 1 of $2,500, which is includ-
ible in X’s income for Year 1. However, be-
cause X acquired the TIPS at a premium and 
elected to amortize the premium, the pre-
mium allocable to Year 1 will offset the in-
come on the TIPS as follows: The premium 
allocable to the first accrual period of $201.22 
first offsets the interest payable for that pe-
riod of $63.27. The remaining $137.95 of pre-
mium is treated as a deflation adjustment 
that offsets the positive inflation adjust-
ment. See § 1.171–3(b). The premium allocable 
to the second accrual period of $200.95 first 
offsets the interest payable for that period of 
$64.06. The remaining $136.89 of premium is 
treated as a deflation adjustment that fur-
ther offsets the positive inflation adjust-
ment. As a result, X does not include in in-
come any of the stated interest received in 
Year 1 and includes in Year 1 income only 
$2,225.16 of the positive inflation adjustment 
for Year 1 ($2,500 ¥ $137.94 ¥ $136.89). 

(h) Effective/applicability dates—(1) In 
general. This section applies to an in-
flation-indexed debt instrument issued 
on or after January 6, 1997. 

(2) TIPS issued with more than a de 
minimis amount of premium. Notwith-
standing paragraph (h)(1) of this sec-
tion, paragraph (g)(2) of this section 
applies to TIPS issued with more than 

a de minimis amount of premium on or 
after April 8, 2011. 

[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; T.D. 
9609, 78 FR 668, Jan. 4, 2013] 

§ 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 
the annual stated rate of interest pay-
able on the original bond from which it 
and any other stripped bond or bonds 
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and any stripped coupon or coupons 
were stripped. 

(c) Effective date. This section is ef-
fective on and after August 8, 1991. 

[T.D. 8463, 57 FR 61812, Dec. 29, 1992] 

§ 1.1286–2 Stripped inflation-protected 
debt instruments. 

Stripped inflation-protected debt instru-
ments. If a Treasury Inflation-Pro-
tected Security is stripped under the 
Department of the Treasury’s Separate 
Trading of Registered Interest and 
Principal of Securities (STRIPS) pro-
gram, the holders of the principal and 
coupon components must use the dis-
count bond method (as described in 
§ 1.1275–7(e)) to account for the original 
issue discount on the components. 

[T.D. 8709, 62 FR 621, Jan. 6, 1997. Redesig-
nated by T.D. 8838, 64 FR 48547, Sept. 7, 1999; 
T.D. 9609, 78 FR 668, Jan. 4, 2013] 

§ 1.1287–1 Denial of capital gains treat-
ment for gains on registration-re-
quired obligations not in registered 
form. 

(a) In general. Except as provided in 
paragraph (c) of this section, any gain 
on the sale or other disposition of a 
registration-required obligation held 
after December 31, 1982, that is not in 
registered form shall be treated as or-
dinary income unless the issuance of 
the obligation was subject to tax under 
section 4701. The term registration-re-
quired obligation has the meaning given 
to that term in section 163(f)(2), except 
that clause (iv) of subparagraph (A) 
thereof shall not apply. Therefore, al-
though an obligation that is not in reg-
istered form is described in § 1.163– 
5(c)(1), the holder of such an obligation 
shall be required to treat the gain on 
the sale or other disposition of such ob-
ligation as ordinary income. The term 
holder means the person that would be 
denied a loss deduction under section 
165(j)(1) or denied capital gain treat-
ment under section 1287(a). 

(b) Registered form—(1) Obligations 
issued after September 21, 1984. With re-
spect to any obligation originally 
issued after September 21, 1984, the 
term registered form has the meaning 
given that term in section 103(j)(3) and 
the regulations thereunder. Therefore, 
an obligation that would otherwise be 
in registered form is not considered to 

be in registered form if it can be trans-
ferred at that time or at any time until 
its maturity by any means not de-
scribed in § 5f.103–1(c). An obligation 
that, as of a particular time, is not 
considered to be in registered form be-
cause it can be transferred by any 
means not described in § 5f.103–1(c) is 
considered to be in registered form at 
all times during the period beginning 
with a later time and ending with the 
maturity of the obligation in which the 
obligation can be transferred only by a 
means described in § 5f.103–1(c). 

(2) Obligations issued after December 31, 
1982, and on or before September 21, 1984. 
With respect to any obligation origi-
nally issued after December 31, 1982, 
and on or before September 21, 1984, or 
an obligation originally issued after 
September 21, 1984, pursuant to the ex-
ercise of a warrant or the conversion of 
a convertible obligation, which war-
rant or obligation (including conver-
sion privilege) was issued after Decem-
ber 31, 1982, and on or before September 
21, 1984, that obligation will be consid-
ered to be in registered form if it satis-
fied § 5f.163–1 or the proposed regula-
tions provided in § 1.163.–5(c) and pub-
lished in the FEDERAL REGISTER on 
September 2, 1983 (48 FR 39953). 

(c) Registration-required obligations not 
in registered form which are not subject to 
section 1287(c). Notwithstanding the 
fact than an obligation is a registra-
tion-required obligation that is not in 
registered form, the holder will not be 
subject to section 1287(a) if the holder 
meets the conditions of § 1.165–12(c). 

(d) Effective date. These regulations 
apply generally to obligations issued 
after January 20, 1987. However, a tax-
payer may choose to apply the rules of 
§ 1.1287–1 with respect to an obligation 
issued after December 31, 1982, and on 
or before January 20, 1987, which obli-
gation is held after January 20, 1987. 

[T.D. 8110, 51 FR 45461, Dec. 19, 1986] 

§ 1.1291–0 Treatment of shareholders 
of certain passive foreign invest-
ment companies; table of contents. 

This section contains a listing of the 
headings for §§ 1.1291–1, 1.1291–9, and 
1.1291–10. 

VerDate Mar<15>2010 14:27 May 30, 2013 Jkt 229097 PO 00000 Frm 00648 Fmt 8010 Sfmt 8010 Y:\SGML\229097.XXX 229097w
re

ie
r-

av
ile

s 
on

 D
S

K
5T

P
T

V
N

1P
R

O
D

 w
ith

 C
F

R


		Superintendent of Documents
	2013-07-01T10:47:50-0400
	US GPO, Washington, DC 20401
	Superintendent of Documents
	GPO attests that this document has not been altered since it was disseminated by GPO




