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November 4, 2019 - On October 9, 2019, the IRS 
released proposed regulations (REG-118784-18, 
the “IBOR Conversion Proposed Regulations”) 
that in general favorably address a number of 
the U.S. federal income tax consequences of 
the conversion of existing debt instruments 
and non-debt contracts from interbank 
offered rates (“IBOR”s, which include various 
LIBOR or London Interbank Offered Rates) to 
an alternative reference rate. In the U.S., the 
Alternative Reference Rate Committee (“ARRC”) 
selected the Secured Overnight Financing Rate 
(“SOFR”) as the replacement for LIBOR. Other 
countries are also identifying alternative rate 
mechanisms to replace IBORs.1

The IBOR Conversion Proposed Regulations 
provide guidance that is in many respects 
responsive to the demands and concerns 
expressed by various industry groups and 
constituents. In general, the IBOR Conversion 
Proposed Regulations would permit 
taxpayers to apply its generally favorable 
rules to alterations and modifications of 
debt instruments and non-debt contracts in 
advance of the finalization of the regulations.

Because of the significant impact of the 
conversion of debt instruments and non-debt 
contracts from reference to IBORs to other 
floating rate mechanisms such as SOFR, many 
commentators have addressed the details of 
the IBOR Conversion Proposed Regulations. 
We will not add to that chorus. Instead, this 
article focuses on what we believe are some of 
the remaining calculation challenges for debt 
instruments that may arise in connection with 
IBOR conversions.

These issues are most relevant for holders of 
affected debt instruments as discussed below. 
However, it is important to note that brokers 
and others responsible for information return 
reporting relating to Forms 1099-B, 1099-INT 
and 1099-OID should also carefully consider 
the issues discussed below. In connection with 
the implementation of the cost basis reporting 
rules, reporting brokers responsible for filing 
Forms 1099-B must generally provide the cost 
basis of covered securities determined at the 

1 SONIA in the U.K., TONAR in Japan, SARON in 
Switzerland and various others for Australia, Canada, 
Hong Kong, the EU, among others.



time of sale to both the IRS and the seller by 
the applicable reporting deadline. Most newly 
acquired taxable and tax-exempt variable 
rate debt instruments (other than certain 
short-term debt and mortgage or debt-backed 
debt instruments or REMIC regular interests) 
are generally considered covered securities 
subject to cost basis reporting under Treas. 
Reg. Sec. 1.6045-1.2 The computations discussed 
below involve original issue discount (and by 
inference, acquisition discount), bond premium 
and market discount. All of these computations 
can affect the calculation of the cost basis of 
a covered security at time of sale. In addition, 
Forms 1099-INT and 1099-OID were updated 
to include reporting of market discount, bond 
premium, and acquisition discount amounts 
for debt instruments in certain cases.3

Computational Challenges for Debt 
Instruments Relating to IBOR Conversions
General OID Background for Debt Instruments 
Relating to IBOR Conversions

Purchasers of debt instruments generally 
expect to receive earnings (positive yield) 
on principal invested via payments of stated 
interest or the purchase or acquisition of debt 
instruments at a discount.4 Generally, federal 
income tax law does not simply respect the 
character of payments on debt instruments 
based on whether they are labeled interest 
or principal. Instead, debt instruments must 
be analyzed under the original issue discount 
(“OID”) rules of the Code in order to assess 
whether the character of payments labeled 
as interest or principal will be respected.5 In 
general, only payments on debt instruments 
that qualify as “qualified stated interest” (QSI) 
under federal income tax rules and definitions 
will be treated as interest for federal income 
tax purposes. All other payments on a debt 
instrument are generally treated as part of the 
debt instrument’s “stated redemption price 
at maturity” (“SRPM”). The difference between 
a debt instrument’s issue price (as generally 
determined under Sec. 1273 for a debt 
instrument issued for cash or publicly traded 
property) and its SRPM is treated as OID and 
is generally accrued and included in taxable 
income by a holder on a daily basis under the 
OID rules.6

Debt instruments that provide for payments 
that are not fully determinable in amount at 
issue (such as debt instruments providing for 
payments based on an IBOR or some other 
variable reference) must generally be analyzed 
under special rules to assess whether such 
instruments constitute variable rate debt 
instruments (“VRDI”s) governed by Treas. Reg. 
Sec. 1.1275-5 (the “VRDI Regs”).7 If not, such 
debt instruments are generally considered 
contingent payment debt instruments (“CPDIs”) 
and are governed by the CPDI rules of Treas. 
Reg. Sec. 1275-4.8

OID Issues Addressed by the IBOR Conversion 
Proposed Regulations

Because debt instruments with floating 
interest rate payments linked to an IBOR 
qualify as VRDIs, the VRDI Regs provide the 
tax rules for accruing and recognizing interest 
and OID. The preamble to the IBOR Conversion 
Proposed Regulations describes the applicable 
OID rules for assessing a debt instrument that 
provides for a qualified floating rate but also 
provides for payments that may be subject 
to a contingency. It is typical for floating rate 
debt instruments to provide for alternative 
payments in the event that the floating rate 
cannot be established. The preamble lays out 
how such alternative payment provisions, if 
activated by the inability to compute payments 
pursuant to an IBOR rate that is no longer 
supported, could trigger various consequences 

2 See the definition of “covered securities” in Treas. 
Reg. Sec. 1.6045-1(a)(15) and the exclusion of certain 
debt instruments in the definition of “specified 
securities” in Treas. Reg. Sec. 1.6045-1(a)(14)(ii).

3  See, e.g., the relevant Form 1099s and related 
instructions. See also generally Treas. Regs. 1.6049-7, 
9 and 10.

4 This article does not address federal income tax 
issues relating to debt instruments providing for a 
negative yield to investors.

5 See generally, Secs. 1271-1275, the OID rules.
6 See generally, Sec. 1272(a)(1).
7 There are also special rules for debt instruments 

under Treas. Reg. Sec. 1.1272-1 that provide for 
differing payments based on alternative payment 
schedules that are not discussed here.

8 It is presumed for purposes of this article that IBOR 
rate debt instruments qualify as VRDIs governed by 
Treas. Reg. Sec. 1.1275-5. Accordingly, the CPDI rules 
are not discussed. 
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under the OID rules. For example, without 
the beneficial rules of the IBOR Conversion 
Proposed Regulations, a modification to a debt 
instrument can cause it to be treated as retired 
and reissued for OID purposes. The treatment 
of a debt instrument as retired and reissued 
for OID purposes is important because the 
OID schedule would generally need to be 
recomputed. Such a reissuance would trigger 
the need to determine future OID accruals 
(from the date of reissuance until maturity). 
This could be challenging. The IBOR Conversion 
Proposed Regulations eliminate this particular 
challenge. The preamble also describes 
additional challenges that could arise for 
calculations involving contingent payment debt 
instruments.

The IBOR Conversion Proposed Regulations 
include three special rules relating to OID (the 
“Special VRDI OID IBOR Conversion Rules”) 
that apply in the case of a debt instrument 
that provides for interest at an IBOR and 
that also provide “for a fallback rate that is 
triggered when the IBOR becomes unavailable 
or unreliable.” The first special rule provides 
that the IBOR-related interest rate and the 
“different rate are treated as a single qualified 
floating rate for purposes of Treas. Reg. 1.1275-
5.”9 The second special rule provides that “the 
possibility that the relevant IBOR will become 
unavailable or unreliable is treated as a 
remote contingency… .”10 And the third special 
rule provides that “the fact that the IBOR 
has become unavailable or unreliable is not 
treated as a change in circumstances… .”11

The core rules of the IBOR Conversion 
Proposed Regulations favorably state that the 
replacement of an IBOR rate with a qualified 
rate (as defined therein) is not treated as a 
modification and therefore does not result 
in an exchange of the debt instrument for 
purposes of Sec. 1.1001-3.12

The core rules, when coupled with the special 
rules relating to OID, effectively mean that a 
variable rate debt instrument that satisfies 
all such applicable rules will not be treated 
as modified or reissued for purposes of both 
sale or exchange (gain or loss) or for OID 
recomputation (or OID reissuance).

Although such treatment is generally 
favorable, it does not fully address potential 

9 Prop. Treas. Reg. Sec. 1.1275-2(m)(2).
10 Prop. Treas. Reg. Sec. 1.1275-2(m)(3).
11 Prop. Treas. Reg. Sec. 1.1275-2(m)(4).
12 Prop. Treas. Reg. Sec. 1.1001-6(a)(1).
13 See generally, Treas. Reg. Sec. 1.1272-1.
14 Treas. Reg. Sec. 1.1275-5(e)(1).
15 Treas. Reg. Sec. 1.1275-5(e)(2).
16 Treas. Reg. Sec. 1.1275-5(e)(2)(ii)(A). It can be 

challenging applying the rules for VRDI’s that do not 
qualify for the special rules of Treas. Reg. Sec. 1.1275-
5(e)(2). See Treas. Reg. Sec. 1.1275-5(e)(3).

computational challenges that can arise in 
connection with computations of OID, bond 
premium, or market discount for variable rate 
debt instruments that undergo IBOR-related 
alterations.

OID Computations for Variable Rate Debt 
Instruments

In general, OID on a fixed rate debt instrument 
accrues on a daily basis under a constant yield 
method that compounds accruals.13 Accruing 
OID on a VRDI is conceptually more difficult 
since payments change by reference to a 
floating rate index and there is not a constant 
yield. The VRDI Regs address the challenge of 
computing the accrual of OID on a VRDI under 
special rules set forth in Treas. Reg. 1.1275-5(e) 
(the “-5(e) Rules”).

Under the -5(e) Rules, if a VRDI is issued with 
OID (as determined based on the general 
issue price rules of Sec. 1273), it is essentially 
converted into a fixed rate debt instrument 
and an OID accrual schedule is constructed 
that compounds at a constant yield.14 The 
appropriate interest rate (or rates) must be 
determined in order to construct the OID 
schedule.

Of course, the math is easier if only one 
applicable interest rate must be determined. 
Fortunately, if a VRDI “provides for stated 
interest at a single qualified floating 
rate or objective rate and the interest is 
unconditionally payable in cash or in property” 
(the “Single Rate Requirements”)15, the fixed 
rate needed to construct the OID accrual 
schedule for the VRDI is the fixed rate as of the 
issue date of the VRDI’s “qualified floating rate 
or qualified inverse floating rate.”16
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Importantly, as referenced earlier, the IBOR 
Conversion Proposed Regulations provide, in 
part, that an IBOR-related interest rate and 
the “different rate are treated as a single 
qualified floating rate for purposes of Treas. 
Reg. 1.1275-5.”17 Thus, provided the other Single 
Rate Requirements are met, the construction 
of the OID schedule: (1) is straightforward; (2) 
does not change when the IBOR interest rate 
terms are modified (in compliance with the 
rules of Prop. Treas. Reg. 1.1001-6); and (3) is 
based on the fixed rate that was equivalent 
to the IBOR rate as of the date the VRDI was 
issued. This generally means that issuers, 
investors and Form 1099 reporting brokers (due 
to rules promulgated in connection with the 
cost basis law) can continue to use pre-existing 
OID accrual schedules even after such VRDIs 
are modified to reference new interest rate 
indices (in connection with the pending demise 
of IBOR).18

Note that holders (or reporting brokers) may 
have difficulty obtaining the OID accrual 
schedules for such debt. For example, 
IRS Pub. 1212 (which provides OID-related 
information) does not report (among other 
types of debt instruments) tax-exempt 
obligations, mortgage-backed securities 
and mortgage participation certificates, and 
foreign obligations not traded in the U.S. 
and obligations not issued in the U.S. Some 
of these debt instruments (and other debt 
instruments not reported in IRS Pub. 1212) may 
provide for payments determined by reference 
to an IBOR and may have OID. Holders and 
reporting brokers may be challenged to 
properly compute OID accruals for such IBOR 
debt instruments with OID (because they may 
not have access to the needed OID accrual 
information). 

Such OID accrual schedules will be needed 
to determine whether a debt instrument is 
acquired at a price other than its adjusted 
issue price (which will in turn determine 
whether a debt instrument is acquired with 
bond premium, acquisition discount or market 
discount that holders and reporting brokers 
must take into account in their tax reporting). 
The OID accrual schedules are also needed to 
determine future accruals of OID and related 
basis adjustments as well as to compute any 
acquisition discount adjustments under the 
OID rules. Importantly, holders and reporting 

brokers will generally need to access historical 
data relating to IBOR rates (as of the date such 
debt instruments were issued) to compute OID 
accruals for VRDI debt instruments that are 
modified.

Bond Premium Computations for Variable Rate 
Debt

Bond premium is defined as the amount by 
which a holder’s basis in a debt instrument 
exceeds the amount payable on maturity (or 
an earlier call date), or if issued with OID, its 
adjusted issue price at time of acquisition.19

The Tax Reform Act of 1986 generally 
conformed the bond premium rules of Section 
171 to the constant yield compounding method 
set forth under the OID rules of the Code.20 
Final bond premium regulations were issued in 
1997 that address the updated rules for many, 
but not all, types of debt instruments (bond 
premium rules for REMIC regular interests, 
mortgage-backed securities and similar debt 
instruments governed by Section 1272(a)(6) 
have yet to be promulgated).21

Treas. Reg. 1.171-3 generally provides that bond 
premium should be amortized by a holder 
under a method similar to that applicable 
for OID on VRDIs under the -5(e) Rules. An 
equivalent fixed rate debt instrument is 
constructed. Importantly, the bond premium 
regulations provide that the equivalent is 
constructed “as of the date the holder acquires 
the variable rate debt instrument… .”22 This 
implies that the applicable floating rate and 
future payments used would be based on facts 
as of the date of acquisition rather than on the 
date of issuance.

17 Supra, note 5.
18 Assuming all the necessary technical requirements 

of the IBOR Conversion Proposed Regulations (or the 
successor final regulations) are met.

19 Sec. 171(b)(1). Adjusted issue price is defined in 
the OID rules as the sum of the issue price of a 
debt instrument plus all adjustments under the 
subsection. Sec. 1272(a)(4). 

20 Treas. Reg. Sec. 1.171-1(a)(1).
21  Treas. Reg. Sec. 1.171-1(b)(2).
22  Treas. Reg. Sec. 1.171-3(a).
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A complexity in computing the amount of 
bond premium that can be amortized for 
any tax year involves the so-called bond 
premium carryforward rules of Treas. Reg. 
Sec. 1.171-2(a)(4)(i)(B). In general, these rules 
limit the amount of bond premium that can 
be amortized in any tax year to the amount 
of interest income on the related bond. This 
rule is nettlesome generally, but particularly 
problematic for VRDIs because the amount 
of interest payable on a VRDI for any tax year 
can change significantly as the related interest 
rate index changes, while the bond premium 
accrual schedule is developed based on an 
equivalent fixed rate determined at the time 
the debt instrument is acquired.23 Moreover, 
Form 1099-INT and OID reporting does not 
provide for specific reporting of any amounts 
of amortizable bond premium carried forward, 
which creates additional computational 
burdens on holders.24

Presumably, because the bond premium rules 
have been explicitly conformed to the OID 
rules, the Special VRDI OID IBOR Conversion 
Rules (by treating a qualifying VRDI as a single 
fixed rate debt instrument) should apply for 
purposes of bond premium computations. 
However, the IBOR Conversion Proposed 
Regulations do not explicitly provide for 
that approach.25 Thus, if a holder acquires a 
qualifying VRDI that references an IBOR, and 
the VRDI has been modified to also reference 
a replacement rate mechanism (provided the 
requirements of both the IBOR Conversion 
Proposed Regulations and the Single Rate 
Requirements are satisfied), it seems that the 
IBOR on the date of acquisition should be 
used to construct the bond premium accrual 
schedule (if the acquisition occurs while the 
IBOR rate is still applicable). If such a VRDI is 
acquired at a premium after IBOR is retired 
and the replacement rate mechanism goes into 
effect, presumably the new rate as of the date 
of acquisition should be used to construct the 
bond premium accrual schedule. And beware 
the potential impact of the bond premium 
carryforward rules in actual accruals, given 
the necessary comparative analysis between 
the bond premium accrual schedules and the 
actual amount of interest determined for any 
tax year based on the applicable rate index.

Note also that, as discussed above relating to 
OID, it may be difficult for holders of certain 

types of debt instruments (tax-exempt, 
mortgage-backed, foreign issued, etc.) to 
determine the adjusted issue price (due to 
potential difficulties in obtaining the necessary 
information to compute it).26

Market Discount Computations for Variable 
Rate Debt

The market discount rules set forth in Sections 
1276 through 1278 (the market discount rules) 
were originally added to the Internal Revenue 
Code in 1984.27 These rules generally provide 
for the recognition of “market discount 
income” as ordinary income by holders upon 
sale, exchange, maturity or certain other 
events (although holders can elect to include 
market discount in taxable income as it 
accrues).28 The underlying theory is as follows: 
an investor who purchases a bond issued 
with original issue discount includes such OID 
into ordinary income—so why shouldn’t an 
investor who purchases such a bond in the 
secondary market several weeks later with 
market discount treat such market discount as 
ordinary income when such bond is sold?29 

23 For an example of how the bond premium 
carryforward rules apply to VRDIs, see Treas. Reg. Sec. 
1.171-3(e), Ex. 1(v).

24 See Company Concerned About Rules for Reporting 
Complex Debt, Aug. 20, 2015. 2015 TNT 174-22. 
Unless a reporting broker choses to provide bond 
carryforward details to a holder as supplemental 
information, a holder may be challenged to reconcile 
actual reportable bond premium with the amounts 
calculated by reference to the terms of the equivalent 
fixed rate instrument used to construct the bond 
premium accrual schedule.

25 We believe it would have been helpful if the IBOR 
Conversion Proposed Regulations or the related 
preamble had clearly addressed this.

26 There are a number of classification and 
computational challenges with many VRDIs and CPDIs 
that are beyond the scope of this article.

27 Pub. L. 98-369, Deficit Reduction Act of 1984.
28 See generally, Sec. 1276. In 1993, the scope of the 

market discount rules was expanded to apply to tax-
exempt bonds and bonds issued on or before July 31, 
1984. See Pub. L. 103-66.

29 ”The Congress recognized that, from the standpoint 
of the holder of a bond, market discount is 
indistinguishable from OID.” Staff of the Joint 
Committee on Taxation, General Explanation of the 
Revenue Provisions of the Deficit Reduction Act of 1984 
at 93, JCS-41-84. 
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Substantive regulations generally clarifying 
many important aspects of the market 
discount rules have never been issued.30

Commentators have also noted computational 
challenges in integrating the OID rules with the 
market discount rules, and although solutions 
have been offered, there is no clear regulatory 
guidance.31 In addition, market discount rules 
specifically relating to VRDIs have never been 
issued.

Thus, holders and reporting brokers are left to 
their own devices to structure market discount 
accrual schedules for VRDIs. In general, the 
structuring of such market discount accrual 
schedules should presumably parallel those 
applicable under (and per commentators, 
appropriately integrate with) the OID rules. 
However, it must be recognized that holders 
and their advisors may be self-interested to 
defer accruals of market discount to either 
reduce the amount of market discount 
accrued for cases where debt instruments are 
sold, exchanged, retired or otherwise trigger 
recognition of market discount ordinary 
income before scheduled maturity, or to defer 
the timing of market discount accrual amounts 
(for taxpayers who have elected to include 
such market discount in income as it accrues).32

For starters, as is the case with bond premium, 
clarification that the Special VRDI OID IBOR 
Conversion Rules also apply for purposes 
of constructing a market discount accrual 
schedule for affected IBOR debt instruments 
would be helpful. Such clarification would at 
least simplify computations to a sort of binary 
choice: use the existing applicable IBOR rate to 
create the market discount accrual schedule 
if the debt instrument is acquired while IBOR 
is still in use; or use the replacement rate to 
create the schedule if the debt instrument 
is acquired after the replacement rate is in 
effect. A consistency requirement could be 
added to mitigate against aggressive rule 
and computation method cherry-picking by 
holders.

One-Time Payments in the Context of Debt 
Instruments

Prop. Treas. Reg. Sec. 1.1001-6(d) addresses the 
source and character of a one-time payment. 
It begins by noting that “[f ]or all purposes of 

the Internal Revenue Code, the source and 
character of a one-time payment that is made 
by a payor in connection with the alteration or 
modification described in [the IBOR Conversion 
Proposed Regulations] is the same as the 
source and character that would otherwise 
apply to a payment made by the payor… .”33

In the context of a debt instrument, such 
a one-time payment occurring before the 
maturity or retirement of a debt instrument 
must presumably either be of the source 
and character of an interest payment or 
the source and character of an additional 
payment of principal.34 Characterization 
of the payment as interest or ordinary 
income would be consistent with a number 
of IRS private letter rulings.35 Although it is 
understandable that holders may wish to avoid 
such characterization, it would generally seem 
appropriate based on such rulings (and as a 
matter of consistency, it should be considered 
how issuers characterize such amounts). If 
treated as principal, it could ultimately result 
in payments to the holder in excess of the 
holder’s tax basis in the debt instrument. 
Should the payment be treated as an 
adjustment that would be taken into account in 
computing market discount, or would it simply 
be a payment that would result in capital 
gain? For the holder, if treated as a principal 

30 See Garlock, David, Federal Income Taxation of Debt 
Instruments at 1101.

31 See, e.g., Garlock, David, Federal Income Taxation of 
Debt Instruments at 1103.02[B].

32 Subject to all the penalty, information reporting 
rules and more that drive taxpayer behavior towards 
voluntary compliance.

33 Treas. Reg. Sec. 1.1001-6(d) (emphasis added). 
The preamble to the IBOR Conversion Proposed 
Regulations explains that the Alternative Reference 
Rates Committee (ARRC) noted that one time, lump-
sum payments may be made in lieu of an adjustment 
to the spread above the base reference rate when the 
rate is amended. See discussion at 84 Fed Reg 196, at 
54070 (Oct. 9, 2019).

34 Other than the potential treatment of such a payment 
as a “fee” (likely taxable to recipients as ordinary 
income), there does not seem to be any other option, 
given that there is no sale or exchange occurring in 
light of the operative effect of Treas. Reg. 1.1001-6.

35 See, e.g., PLR 201105016 (Oct. 19, 2010). See also PLR 
201431003 (Aug. 1, 2014) and PLR 201546009 (Aug. 
12, 2015), both treating an additional payment on a 
contingent payment debt instrument as a positive 
adjustment (and therefore equivalent to interest).
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payment at the time of the modification (and 
not treated in the computation of market 
discount), subsequent payments of principal 
could result in the recognition of capital gain 
(assuming the payment reduces the holder’s 
basis in the debt instrument). It could also 
result in the immediate recognition of any 
existing market discount because market 
discount is recognized to the extent accrued 
upon the payment of any partial principal 
payment.36 Presumably, this rule could result 
in the recognition of any pre-existing accrued 
market discount upon the receipt of a one-
time payment—even if the one-time payment is 
characterized as a payment of principal.

Challenges Relating to IBOR Conversions

Many have noted that replacement floating 
rate mechanisms for IBOR (such as SOFR-
based rates) are not one-for-one equivalents 
of IBORs. This is likely to give rise to one-
time payments to holders in connection 
with IBOR sunsetting related rate conversion 
modifications. Moreover, the fact that such 
replacement rate mechanisms are generally 
not perceived as one-for-one equivalents 
of IBORs will likely give rise to trading at a 
price other than par, face amount or adjusted 
issue price at time of acquisition. Thus, bond 
premium and market discount may be more 
prevalent and significant for modified IBOR-
linked debt instruments than for secondary 
market debt instrument acquisitions generally.

In addition, there may be certain VRDIs that 
do not satisfy the Single Rate Requirements 
of the VRDI Regs (before considering IBOR 
modification). Holders and reporting brokers 
may already be facing computational 
challenges for such debt under the OID, bond 
premium and market discount rules.37 The 
IBOR Conversion Proposed Regulations will 
likely permit issuers to continue to rely on 
previously constructed OID schedules, but may 
not help holders and reporting brokers with 
more complex multiple rate computational 
challenges under the bond premium and 
market discount rules.

Conclusion
Overall, the IBOR Conversion Proposed 
Regulations provide generally favorable 
guidance that should be helpful to holders and 
issuers that need to modify debt instruments 
to address the sunsetting of IBOR-based 
interest rates. Many of the technical issues 
that have just been discussed are not limited 
to IBOR conversions, but the necessity of 
such conversions will likely bring attention to 
the difficulties of these issues. Accordingly, 
reporting brokers for, and holders of, IBOR-
based debt instruments, along with their 
tax advisors that are assessing the tax 
consequences of modifications to such debt 
instruments should carefully consider the 
issues discussed regarding bond premium 
and market discount computations and the 
consequences of one-time payments. Get out 
your calculators and spreadsheets and make 
sure your software systems are ready!
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DISCLAIMER: The information and views set forth in 
this Wolters Kluwer Financial Services’ communication 
are general in nature and are not intended as legal, 
tax, or professional advice. Although based on the 
law and information available as of the date of 
publication, general assumptions have been made by 
Wolters Kluwer Financial Services that may not take 
into account potentially important considerations to 
specific taxpayers. Therefore, the views and information 
presented in this Wolters Kluwer Financial Services’ 
communication may not be appropriate for you. 
Readers must also independently analyze and consider 
the consequences of subsequent developments and/
or other events. Readers must always make their own 
determinations in light of their specific circumstances.

36 See Sec. 1276(a)(3) regarding the recognition of 
accrued market discount by a holder upon receipt of 
partial principal payments.

37 See Treas. Reg. Sec. 1.1275-5(e)(3) and related 
examples. Presumably, similar rules should apply for 
bond premium and market discount purposes.
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