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that the annuity contract is a contract
to which section 72 applies and was
issued in a transaction where there is
no consideration other than cash or an-
other qualifying annuity contract, pur-
suant to the exercise of an election
under an insurance contract by a bene-
ficiary thereof on the death of the in-
sured party, or in a transaction involv-
ing a qualified pension or employee
benefit plan. The examples are as fol-
lows:

Example 1. Company X is an insurance com-
pany that is organized, licensed and doing
business in Country Y. Company X does not
have a U.S. trade or business and is not,
under section 842, subject to U.S. income tax
under subchapter L with respect to income
earned on annuity contracts. A, a U.S. tax-
payer, purchases an annuity contract from
Company X in Country Y. The annuity con-
tract is not excepted from the definition of a
debt instrument by section 1275(a)(1)(B)(ii).

Example 2. The facts are the same as in Ex-
ample 1, except that Company X has a U.S.
trade or business. A purchased the annuity
from Company X’s U.S. trade or business.
Under section 842(a), Company X is subject
to tax under subchapter L with respect to in-
come earned on the annuity contract. Under
these facts, the annuity contract is excepted
from the definition of a debt instrument by
section 1275(a)(1)(B)(ii).

Example 3. The facts are the same as in Ex-
ample 2, except that there is a tax treaty be-
tween Country Y and the United States.
Company X is a resident of Country Y for
purposes of the U.S.-Country Y tax treaty.
Company X’s activities in the U.S. do not
constitute a permanent establishment under
the U.S.-Country Y tax treaty. Because Com-
pany X does not have a U.S. permanent es-
tablishment, Company X is not subject to
tax under subchapter L with respect to in-
come earned on the annuity contract. Thus,
the annuity contract is not excepted from
the definition of a debt instrument by sec-
tion 1275(a)(1)(B)(ii).

Example 4. The facts are the same as in Ex-
ample 1, except that Company X is a foreign
insurance corporation controlled by a U.S.
shareholder. Company X does not make an
election 1 under section 953(d) to be treated
as a domestic corporation. The controlling
U.S. shareholder is required under sections
953 and 954 to include income earned on the
annuity contract in its taxable income under
subpart F. However, Company X is not sub-
ject to tax under subchapter L with respect
to income earned on the annuity contract.
Thus, the annuity contract is not excepted
from the definition of a debt instrument by
section 1275(a)(1)(B)(ii).

Example 5. The facts are the same as in Ex-
ample 4, except that Company X properly

26 CFR Ch. | (4-1-04 Edition)

elects under section 953(d) to be treated as a
domestic corporation. By reason of its elec-
tion, Company X is subject to tax under sub-
chapter L with respect to income earned on
the annuity contract. Thus, the annuity con-
tract is excepted from the definition of a
debt instrument by section 1275(a)(1)(B)(ii).

(3) Effective date. This paragraph (k)
is applicable for interest accruals on or
after June 6, 2002. This paragraph (k)
does not apply to an annuity contract
that was purchased before January 12,
2001. For purposes of this paragraph
(k), if any additional investment in a
contract purchased before January 12,
2001, is made on or after January 12,
2001, and the additional investment is
not required to be made under a bind-
ing written contractual obligation that
was entered into before that date, then
the additional investment is treated as
the purchase of a contract after Janu-
ary 12, 2001.

[T.D. 8517, 59 FR 4825, Feb. 2, 1994, as amend-
ed by T.D. 8746, 62 FR 68183, Dec. 31, 1997;
T.D. 8754, 63 FR 1057, Jan. 8, 1998; T.D. 8934,
66 FR 2815, Jan. 12, 2001; T.D. 8993, 67 FR
30548, May 7, 2002]

§1.1275-2 Special rules
debt instruments.

(a) Payment ordering rule—(1) In gen-
eral. Except as provided in paragraph
(a)(2) of this section, each payment
under a debt instrument is treated first
as a payment of OID to the extent of
the OID that has accrued as of the date
the payment is due and has not been
allocated to prior payments, and sec-
ond as a payment of principal. Thus, no
portion of any payment is treated as
prepaid interest.

(2) Exceptions. The rule in paragraph
(a)(1) of this section does not apply to—

(i) A payment of qualified stated in-
terest;

(ii) A payment of points deductible
under section 461(g)(2), in the case of
the issuer;

(iii) A pro rata prepayment described
in paragraph (f)(2) of this section; or

(iv) A payment of additional interest
or a similar charge provided with re-
spect to amounts that are not paid
when due.

(b) Debt instruments distributed by cor-
porations with respect to stock—(1) Treat-
ment of distribution. For purposes of de-
termining the issue price of a debt in-
strument distributed by a corporation

relating to
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with respect to its stock, the instru-
ment is treated as issued by the cor-
poration for property. See section
1275(a)(4). Thus, under section
1273(b)(3), the issue price of a distrib-
uted debt instrument that is traded on
an established market is its fair mar-
ket value. The issue price of a distrib-
uted debt instrument that is not traded
on an established market is determined
under section 1274 or section 1273(b)(4).

(2) Issue date. The issue date of a debt
instrument distributed by a corpora-
tion with respect to its stock is the
date of the distribution.

(c) Aggregation of debt instruments—(1)
General rule. Except as provided in
paragraph (c)(2) of this section, debt in-
struments issued in connection with
the same transaction or related trans-
actions (determined based on all the
facts and circumstances) are treated as
a single debt instrument for purposes
of sections 1271 through 1275 and the
regulations thereunder. This rule ordi-
narily applies only to debt instruments
of a single issuer that are issued to a
single holder. The Commissioner may,
however, aggregate debt instruments
that are issued by more than one issuer
or that are issued to more than one
holder if the debt instruments are
issued in an arrangement that is de-
signed to avoid the aggregation rule
(e.g., debt instruments issued by or to
related parties or debt instruments
originally issued to different holders
with the understanding that the debt
instruments will be transferred to a
single holder).

(2) Exception if separate issue price es-
tablished. Paragraph (c)(1) of this sec-
tion does not apply to a debt instru-
ment if—

(i) The debt instrument is part of an
issue a substantial portion of which is
traded on an established market within
the meaning of §1.1273-2(f); or

(ii) The debt instrument is part of an
issue a substantial portion of which is
issued for money (or for property trad-
ed on an established market within the
meaning of §1.1273-2(f)) to parties who
are not related to the issuer or holder
and who do not purchase other debt in-
struments of the same issuer in con-
nection with the same transaction or
related transactions.
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(3) Special rule for debt instruments
that provide for the issuance of additional
debt instruments. If, under the terms of
a debt instrument (the original debt in-
strument), the holder may receive one
or more additional debt instruments of
the issuer, the additional debt instru-
ment or instruments are aggregated
with the original debt instrument.
Thus, the payments made pursuant to
an additional debt instrument are
treated as made on the original debt
instrument, and the distribution by the
issuer of the additional debt instru-
ment is not considered to be a payment
made on the original debt instrument.
This paragraph (c)(3) applies regardless
of whether the right to receive an addi-
tional debt instrument is fixed as of
the issue date or is contingent upon
subsequent events. See §1.1272-1(c) for
the treatment of certain rights to issue
additional debt instruments in lieu of
cash payments.

(4) Examples. The following examples
illustrate the rules set forth in para-
graphs (c)(1) and (c)(2) of this section.

Example 1. Exception for debt instruments
issued separately to other purchasers. On
January 1, 1995, Corporation M issues two se-
ries of bonds, Series A and Series B. The two
series are sold for cash and have different
terms. Although some holders purchase
bonds from both series, a substantial portion
of the bonds is issued to different holders. H
purchases bonds from both series. Under the
exception in paragraph (c)(2)(ii) of this sec-
tion, the Series A and Series B bonds pur-
chased by H are not aggregated.

Example 2. Tiered REMICs. Z forms a dual
tier real estate mortgage investment conduit
(REMIC). In the dual tier structure, Z forms
REMIC A to acquire a pool of real estate
mortgages and to issue a residual interest
and several classes of regular interests. Con-
temporaneously, Z forms REMIC B to ac-
quire as qualified mortgages all of the reg-
ular interests in REMIC A. REMIC B issues
several classes of regular interests and a re-
sidual interest, and Z sells all of those inter-
ests to unrelated parties in a public offering.
Under the general rule set out in paragraph
(c)(1) of this section, all of the regular inter-
ests issued by REMIC A and held by REMIC
B are treated as a single debt instrument for
purposes of sections 1271 through 1275.

(d) Special rules for Treasury securi-
ties—(1) Issue price and issue date. The
issue price of an issue of Treasury secu-
rities is the average price of the securi-
ties sold. The issue date of an issue of
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Treasury securities is the first settle-
ment date on which a substantial
amount of the securities in the issue is
sold. For an issue of Treasury securi-
ties sold from November 1, 1998, to
March 13, 2001, the issue price of the
issue is the price of the securities sold
at auction.

(2) Reopenings of Treasury securities—
(i) Treatment of additional Treasury secu-
rities. Notwithstanding §1.1275-1(f), ad-
ditional Treasury securities issued in a
qualified reopening are part of the
same issue as the original Treasury se-
curities. As a result, the additional
Treasury securities have the same
issue price, issue date, and (with re-
spect to holders) the same adjusted
issue price as the original Treasury se-
curities. This paragraph (d)(2) applies
to qualified reopenings that occur on
or after March 25, 1992.

(ii) Definitions—(A) Additional Treas-
ury securities. Additional Treasury se-
curities are Treasury securities with
terms that are in all respects identical
to the terms of the original Treasury
securities.

(B) Original Treasury securities. Origi-
nal Treasury securities are securities
comprising any issue of outstanding
Treasury securities.

(C) Qualified reopening—reopenings on
or after March 13, 2001. For a reopening
of Treasury securities that occurs on
or after March 13, 2001, a qualified re-
opening is a reopening that occurs not
more than one year after the original
Treasury securities were first issued to
the public or, under paragraph
(k)(3)(iii) of this section, a reopening in
which the additional Treasury securi-
ties are issued with no more than a de
minimis amount of OID.

(D) Qualified reopening—reopenings be-
fore March 13, 2001. For a reopening of
Treasury securities that occurs before
March 13, 2001, a qualified reopening is
a reopening that occurs not more than
one year after the original Treasury se-
curities were first issued to the public.
However, for a reopening of Treasury
securities (other than Treasury Infla-
tion-Indexed Securities) that occurred
prior to November 5, 1999, a qualified
reopening is a reopening of Treasury
securities that satisfied the preceding
sentence and that was intended to al-
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leviate an acute, protracted shortage of
the original Treasury securities.

(e) Disclosure of certain information to
holders. Certain provisions of the regu-
lations under section 163(e) and sec-
tions 1271 through 1275 provide that the
issuer’s determination of an item con-
trols the holder’s treatment of the
item. In such a case, the issuer must
provide the relevant information to the
holder in a reasonable manner. For ex-
ample, the issuer may provide the
name or title and either the address or
telephone number of a representative
of the issuer who will make available
to holders upon request the informa-
tion required for holders to comply
with these provisions of the regula-
tions.

(f) Treatment of pro rata prepayments—
(1) Treatment as retirement of separate
debt instrument. A pro rata prepayment
is treated as a payment in retirement
of a portion of a debt instrument,
which may result in a gain or loss to
the holder. Generally, the gain or loss
is calculated by assuming that the
original debt instrument consists of
two instruments, one that is retired
and one that remains outstanding. The
adjusted issue price, holder’s adjusted
basis, and accrued but unpaid OID of
the original debt instrument, deter-
mined immediately before the pro rata
prepayment, are allocated between
these two instruments based on the
portion of the instrument that is treat-
ed as retired by the pro rata prepay-
ment.

(2) Definition of pro rata prepayment.
For purposes of paragraph (f)(1) of this
section, a pro rata prepayment is a
payment on a debt instrument made
prior to maturity that—

(i) Is not made pursuant to the in-
strument’s payment schedule (includ-
ing a payment schedule determined
under §1.1272-1(c)); and

(ii) Results in a substantially pro
rata reduction of each payment re-
maining to be paid on the instrument.

(9) Anti-abuse rule—(1) In general. If a
principal purpose in structuring a debt
instrument or engaging in a trans-
action is to achieve a result that is un-
reasonable in light of the purposes of
section 163(e), sections 1271 through
1275, or any related section of the Code,
the Commissioner can apply or depart
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from the regulations under the applica-
ble sections as necessary or appro-
priate to achieve a reasonable result.
For example, if this paragraph (g) ap-
plies to a debt instrument that pro-
vides for a contingent payment, the
Commissioner can treat the contin-
gency as if it were a separate position.

(2) Unreasonable result. Whether a re-
sult is unreasonable is determined
based on all the facts and cir-
cumstances. In making this determina-
tion, a significant fact is whether the
treatment of the debt instrument is ex-
pected to have a substantial effect on
the issuer’s or a holder’s U.S. tax li-
ability. In the case of a contingent pay-
ment debt instrument, another signifi-
cant fact is whether the result is ob-
tainable without the application of
§1.1275-4 and any related provisions
(e.g., if the debt instrument and the
contingency were entered into sepa-
rately). A result will not be considered
unreasonable, however, in the absence
of an expected substantial effect on the
present value of a taxpayer’s tax liabil-
ity.

(3) Examples. The following examples
illustrate the provisions of this para-
graph (g):

Example 1. A issues a current-pay, increas-
ing-rate note that provides for an early call
option. Although the option is deemed exer-
cised on the call date under §1.1272-1(c)(5),
the option is not expected to be exercised by
A. In addition, a principal purpose of includ-
ing the option in the terms of the note is to
limit the amount of interest income includ-
ible by the holder in the period prior to the
call date by virtue of the option rules in
§1.1272-1(c)(5). Moreover, the application of
the option rules is expected to substantially
reduce the present value of the holder’s tax
liability. Based on these facts, the applica-
tion of §1.1272-1(c)(5) produces an unreason-
able result. Therefore, under this paragraph
(g9), the Commissioner can apply the regula-
tions (in whole or in part) to the note with-
out regard to §1.1272-1(c)(5).

Example 2. C, a foreign corporation not sub-
ject to U.S. taxation, issues to a U.S. holder
a debt instrument that provides for a contin-
gent payment. The debt instrument is issued
for cash and is subject to the noncontingent
bond method in §1.1275-4(b). Six months after
issuance, C and the holder modify the debt
instrument so that there is a deemed
reissuance of the instrument under section
1001. The new debt instrument is subject to
the rules of §1.1275-4(c) rather than §1.1275-
4(b). The application of §1.1275-4(c) is ex-
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pected to substantially reduce the present
value of the holder’s tax liability as com-
pared to the application of §1.1275-4(b). In ad-
dition, a principal purpose of the modifica-
tion is to substantially reduce the present
value of the holder’s tax liability through
the application of §1.1275-4(c). Based on these
facts, the application of §1.1275-4(c) produces
an unreasonable result. Therefore, under this
paragraph (g), the Commissioner can apply
the noncontingent bond method to the modi-
fied debt instrument.

Example 3. D issues a convertible debt in-
strument rather than an economically equiv-
alent investment unit consisting of a debt
instrument and a warrant. The convertible
debt instrument is issued at par and provides
for annual payments of interest. D issues the
convertible debt instrument rather than the
investment unit so that the debt instrument
would not have OID. See §1.1273-2(j). In gen-
eral, this is a reasonable result in light of
the purposes of the applicable statutes.
Therefore, the Commissioner generally will
not use the authority under this paragraph
(g) to depart from the application of §1.1273-
2(j) in this case.

(4) Effective date. This paragraph (g)
applies to debt instruments issued on
or after August 13, 1996.

(h) Remote and incidental contin-
gencies—(1) In general. This paragraph
(h) applies to a debt instrument if one
or more payments on the instrument
are subject to either a remote or inci-
dental contingency. Whether a contin-
gency is remote or incidental is deter-
mined as of the issue date of the debt
instrument, including any date there is
a deemed reissuance of the debt instru-
ment under paragraph (h)(6) (ii) or (j)
of this section or §1.1272-1(c)(6). Except
as otherwise provided, the treatment of
the contingency under this paragraph
(h) applies for all purposes of sections
163(e) (other than sections 163(e)(5)) and
1271 through 1275 and the regulations
thereunder. For purposes of this para-
graph (h), the possibility of impair-
ment of a payment by insolvency, de-
fault, or similar circumstances is not a
contingency.

(2) Remote contingencies. A contin-
gency is remote if there is a remote
likelihood either that the contingency
will occur or that the contingency will
not occur. If there is a remote likeli-
hood that the contingency will occur,
it is assumed that the contingency will
not occur. If there is a remote likeli-
hood that the contingency will not
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occur, it is assumed that the contin-
gency will occur.

(3) Incidental contingencies—(i) Contin-
gency relating to amount. A contingency
relating to the amount of a payment is
incidental if, under all reasonably ex-
pected market conditions, the poten-
tial amount of the payment is insig-
nificant relative to the total expected
amount of the remaining payments on
the debt instrument. If a payment on a
debt instrument is subject to an inci-
dental contingency described in this
paragraph (h)(3)(i), the payment is ig-
nored until the payment is made. How-
ever, see paragraph (h)(6)(i)(B) of this
section for the treatment of the debt
instrument if a change in cir-
cumstances occurs prior to the date
the payment is made.

(ii) Contingency relating to time. A
contingency relating to the timing of a
payment is incidental if, under all rea-
sonably expected market conditions,
the potential difference in the timing
of the payment (from the earliest date
to the latest date) is insignificant. If a
payment on a debt instrument is sub-
ject to an incidental contingency de-
scribed in this paragraph (h)(3)(ii), the
payment is treated as made on the ear-
liest date that the payment could be
made pursuant to the contingency. If
the payment is not made on this date,
a taxpayer makes appropriate adjust-
ments to take into account the delay
in payment. However, see paragraph
(h)(6)(i)(C) of this section for the treat-
ment of the debt instrument if the
delay is not insignificant.

(4) Aggregation rule. For purposes of
paragraph (h)(2) of this section, if a
debt instrument provides for multiple
contingencies each of which has a re-
mote likelihood of occurring but, when
all of the contingencies are considered
together, there is a greater than re-
mote likelihood that at least one of the
contingencies will occur, none of the
contingencies is treated as a remote
contingency. For purposes of paragraph
(h)(3)(i) of this section, if a debt instru-
ment provides for multiple contin-
gencies each of which is incidental but
the potential total amount of all of the
payments subject to the contingencies
is not, under reasonably expected mar-
ket conditions, insignificant relative
to the total expected amount of the re-
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maining payments on the debt instru-
ment, none of the contingencies Iis
treated as incidental.

(5) Consistency rule. For purposes of
paragraphs (h) (2) and (3) of this sec-
tion, the issuer’s determination that a
contingency is either remote or inci-
dental is binding on all holders. How-
ever, the issuer’s determination is not
binding on a holder that explicitly dis-
closes that its determination is dif-
ferent from the issuer’s determination.
Unless otherwise prescribed by the
Commissioner, the disclosure must be
made on a statement attached to the
holder’s timely filed Federal income
tax return for the taxable year that in-
cludes the acquisition date of the debt
instrument. See §1.1275-2(e) for rules
relating to the issuer’s obligation to
disclose certain information to holders.

(6) Subsequent adjustments—(i) Appli-
cability. This paragraph (h)(6) applies
to a debt instrument when there is a
change in circumstances. For purposes
of the preceding sentence, there is a
change in circumstances if—

(A) A remote contingency actually
occurs or does not occur, contrary to
the assumption made in paragraph
(h)(2) of this section;

(B) A payment subject to an inci-
dental contingency described in para-
graph (h)(3)(i) of this section becomes
fixed in an amount that is not insig-
nificant relative to the total expected
amount of the remaining payments on
the debt instrument; or

(C) A payment subject to an inci-
dental contingency described in para-
graph (h)(3)(ii) of this section becomes
fixed such that the difference between
the assumed payment date and the due
date of the payment is not insignifi-
cant.

(ii) In general. If a change in cir-
cumstances occurs, solely for purposes
of sections 1272 and 1273, the debt in-
strument is treated as retired and then
reissued on the date of the change in
circumstances for an amount equal to
the instrument’s adjusted issue price
on that date.

(iii) Contingent payment debt instru-
ments. Notwithstanding paragraph
(h)(6)(ii) of this section, in the case of
a contingent payment debt instrument
subject to §1.1275-4, if a change in cir-
cumstances occurs, no retirement or

550



Internal Revenue Service, Treasury

reissuance is treated as occurring, but
any payment that is fixed as a result of
the change in circumstances is gov-
erned by the rules in §1.1275-4 that
apply when the amount of a contingent
payment becomes fixed.

(7) Effective date. This paragraph (h)
applies to debt instruments issued on
or after August 13, 1996.

(i) [Reserved]

() Treatment of certain modifications.
If the terms of a debt instrument are
modified to defer one or more pay-
ments, and the modification does not
cause an exchange under section 1001,
then, solely for purposes of sections
1272 and 1273, the debt instrument is
treated as retired and then reissued on
the date of the modification for an
amount equal to the instrument’s ad-
justed issue price on that date. This
paragraph (j) applies to debt instru-
ments issued on or after August 13,
1996.

(k) Reopenings—(1) In general. Not-
withstanding §1.1275-1(f), additional
debt instruments issued in a qualified
reopening are part of the same issue as
the original debt instruments. As a re-
sult, the additional debt instruments
have the same issue date, the same
issue price, and (with respect to hold-
ers) the same adjusted issue price as
the original debt instruments.

(2) Definitions—(i) Original debt instru-
ments. Original debt instruments are
debt instruments comprising any sin-
gle issue of outstanding debt instru-
ments. For purposes of determining
whether a particular reopening is a
qualified reopening, debt instruments
issued in prior qualified reopenings are
treated as original debt instruments
and debt instruments issued in the par-
ticular reopening are not so treated.

(ii) Additional debt instruments. Addi-
tional debt instruments are debt in-
struments that, without the applica-
tion of this paragraph (k)—

(A) Are part of a single issue of debt
instruments;

(B) Are not part of the same issue as
the original debt instruments; and

(C) Have terms that are in all re-
spects identical to the terms of the
original debt instruments as of the re-
opening date.

(iii) Reopening date. The reopening
date is the issue date of the additional
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debt instruments (determined without
the application of this paragraph (k)).

(iv) Announcement date. The an-
nouncement date is the later of seven
days before the date on which the price
of the additional debt instruments is
established or the date on which the
issuer’s intent to reopen a security is
publicly announced through one or
more media, including an announce-
ment reported on the standard elec-
tronic news services used by security
broker-dealers (for example, Reuters,
Telerate, or Bloomberg).

(3) Qualified reopening—(i) Definition.
A qualified reopening is a reopening of
original debt instruments that is de-
scribed in paragraph (k)(3)(ii) or (iii) of
this section. In addition, see paragraph
(d)(2) of this section to determine if a
reopening of Treasury securities is a
qualified reopening.

(i) Reopening within six months. A re-
opening is described in this paragraph
(R 3)(ii) if—

(A) The original debt instruments are
publicly traded (within the meaning of
§1.1273-2(f));

(B) The reopening date of the addi-
tional debt instruments is not more
than six months after the issue date of
the original debt instruments; and

(C) On the date on which the price of
the additional debt instruments is es-
tablished (or, if earlier, the announce-
ment date), the yield of the original
debt instruments (based on their fair
market value) is not more than 110 per-
cent of the yield of the original debt in-
struments on their issue date (or, if the
original debt instruments were issued
with no more than a de minimis
amount of OID, the coupon rate).

(iii) Reopening with de minimis OID. A
reopening (including a reopening of
Treasury securities) is described in this
paragraph (k)(3)(iii) if—

(A) The original debt instruments are
publicly traded (within the meaning of
§1.1273-2(f)); and

(B) The additional debt instruments
are issued with no more than a de
minimis amount of OID (determined
without the application of this para-
graph (k)).

(iv) Exceptions. This paragraph (k)(3)
does not apply to a reopening of tax-ex-
empt obligations (as defined in section
1275(a)(3)) or contingent payment debt
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instruments (within the meaning of
§1.1275-4).

(4) Issuer’s treatment of a qualified re-
opening. See §1.163-7(e) for the issuer’s
treatment of the debt instruments that
are part of a qualified reopening.

(5) Effective date. This paragraph (k)
applies to debt instruments that are
part of a reopening where the reopen-
ing date is on or after March 13, 2001.

[T.D. 8517, 59 FR 4826, Feb. 2, 1994, as amend-
ed by T.D. 8674, 61 FR 30142, June 14, 1996;
T.D. 8840, 64 FR 60343, Nov. 5, 1999; T.D. 8934,
66 FR 2816, Jan 12, 2001]

§1.1275-3 OID information reporting
requirements.

(@) In general. This section provides
legending and information reporting
requirements intended to facilitate the
reporting of OID.

(b) Information required to be set forth
on face of debt instruments that are not
publicly offered—(1) In general. Except
as provided in paragraph (b)(4) or para-
graph (d) of this section, this para-
graph (b) applies to any debt instru-
ment that is not publicly offered (with-
in the meaning of §1.1275-1(h)), is
issued in physical form, and has OID.
The issuer of any such debt instrument
must legend the instrument by stating
on the face of the instrument that the
debt instrument was issued with OID.
In addition, the issuer must either—

(i) Set forth on the face of the debt
instrument the issue price, the amount
of OID, the issue date, the yield to ma-
turity, and, in the case of a debt in-
strument subject to the rules of
§1.1275-4(b), the comparable yield and
projected payment schedule; or

(ii) Provide the name or title and ei-
ther the address or telephone number
of a representative of the issuer who
will, beginning no later than 10 days
after the issue date, promptly make
available to holders upon request the
information described in paragraph
(b)(1)(i) of this section.

(2) Time for legending. An issuer may
satisfy the requirements of this para-
graph (b) by legending the debt instru-
ment when it is first issued in physical
form. Legending is not required, how-
ever, before the first holder of the debt
instrument disposes of the instrument.

(3) Legend must survive reissuance
upon transfer. Any new physical secu-
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rity that is issued (for example, upon
registration of transfer of ownership)
must contain any required legend.

(4) Exceptions. Paragraph (b)(1) of this
section does not apply to debt instru-
ments described in section 1272(a)(2)
(relating to debt instruments not sub-
ject to the periodic OID inclusion
rules), debt instruments issued by nat-
ural persons (as defined in §1.6049-
4(f)(2)), REMIC regular interests or
other debt instruments subject to sec-
tion 1272(a)(6), or stripped bonds and
coupons within the meaning of section
1286.

(c) Information required to be reported
to Secretary upon issuance of publicly of-
fered debt instruments—(1) In general.
Except as provided in paragraph (c)(3)
or paragraph (d) of this section, the in-
formation reporting requirements of
this paragraph (c) apply to any debt in-
strument that is publicly offered and
has original issue discount. The issuer
of any such debt instrument must
make an information return on the
form prescribed by the Commissioner
(Form 8281, as of September 2, 1992).
The prescribed form must be filed with
the Internal Revenue Service in the
manner specified on the form. The tax-
payer must use the prescribed form
even if other information returns are
filed using other methods (e.g., elec-
tronic media), unless the Commis-
sioner announces otherwise in a rev-
enue procedure.

(2) Time for filing information return.
The prescribed form must be filed for
each issue of publicly offered debt in-
struments within 30 days after the
issue date of the issue.

(3) Exceptions. The rules of paragraph
(c)(1) of this section do not apply to
debt instruments described in section
1272(a)(2), debt instruments issued by
natural persons (as defined in §1.6049-
4(f)(2)), certificates of deposit, REMIC
regular interests or other debt instru-
ments subject to section 1272(a)(6), or
(unless otherwise required by the Com-
missioner pursuant to a revenue ruling
or revenue procedure) stripped bonds
and coupons (within the meaning of
section 1286).

(d) Application to foreign issuers and
U.S. issuers of foreign-targeted debt in-
struments. A foreign or domestic issuer
is subject to the rules of this section
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