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Tables in Publication 1212, List
of Original Issue Discount
Instruments 

Announcement 99–71

The original issue discount tables of
Publication 1212 will not be available
electronically from the IRS bulletin board
(IRS-BBS) in Martinsburg, WV, after Oc-
tober 1999. Beginning November 1999,
these tables will be available on the IRS
Internet web site at www.irs.ustreas.gov. 

Foreign Contingent Debt;
Request for Comments

Announcement 99–76

I. Summary.

The Department of Treasury (“Trea-
sury”) and the Internal Revenue Service
(the “Service”) intend, in the near future,
to withdraw the proposed regulations
under section 988 regarding contingent
payment debt instruments, dual currency
debt instruments and multi-currency debt
instruments and are considering how new
proposed regulations under section 988
should treat these types of debt instru-
ments.  This announcement is intended to
apprise taxpayers of the general approach
currently being considered by Treasury
and the Service with respect to the taxa-
tion of contingent payment debt instru-
ments that provide for payments denomi-
nated in or determined by reference to a
nonfunctional currency (“nonfunctional
currency contingent instruments”) and to
request comments regarding the proper
treatment of these instruments.  This an-
nouncement also provides details regard-
ing the specific rules under consideration
and presents examples of the application
of these rules to nonfunctional currency
contingent instruments.      

II. Background.

On March 17, 1992, Treasury and the
Service issued proposed regulations 
§§ 1.988–1(a)(3),(4) and (5), regarding
contingent payment debt instruments,
dual currency debt instruments and multi-
currency debt instruments.  The proposed

regulations followed the general approach
in the then proposed § 1.1275–4(g) con-
tingent payment debt regulations (LR–
189–84, 51 F.R. 12022 (1986), amended
FI–189–84 56 F.R. 8308 (1991)) and bi-
furcated debt instruments into contingent
and noncontingent components.  After an
instrument was bifurcated, the proposed
regulations applied the rules in § 1.988–1
through -5, as appropriate, to the resulting
components.

On December 16, 1994, Treasury and
the Service did not adopt the bifurcation
approach by withdrawing the then pro-
posed § 1.1275–4(g) regulations.  At the
same time, they proposed a new set of 
§ 1.1275–4 regulations that adopted the
“noncontingent bond method.”  Under the
noncontingent bond method, interest is
accrued on the issue price of the instru-
ment at a rate equal to the comparable
yield.  Such a yield is the yield at which
an issuer would issue a fixed rate debt in-
strument with terms and conditions simi-
lar to those of the contingent payment
debt instrument.  The interest on the debt
instrument is original issue discount and,
therefore, is taken into account as it ac-
crues, regardless of the taxpayer’s normal
method of accounting.  The comparable
yield is used to construct a projected pay-
ment schedule for the debt instrument,
which includes a projected amount for
each contingent payment.  

If the actual amount of a contingent
payment is greater than the projected
amount, the difference is additional inter-
est.  If the actual amount of a contingent
payment is less than the projected
amount, the difference generally offsets
current interest accruals.  In some cases,
the difference may result in a loss to the
holder and income to the issuer.  The pro-
posed § 1.1275–4 regulations were final-
ized on June 14, 1996.

Treasury and the Service believe that
proposed regulations §§ 1.988–1(a)(3),(4)
and (5) should now be withdrawn and re-
proposed since they incorporate the bifur-
cation approach rather than the noncon-
tingent bond method ultimately adopted
under § 1.1275–4. Treasury and the Ser-
vice continue to believe that, for purposes
of accounting for interest and principal on
nonfunctional currency contingent instru-

ments, the principles that govern the ac-
counting for interest and principal of
functional currency contingent payment
debt instruments should apply.  Treasury
and the Service believe that providing a
consistent set of rules in this area is in the
best interests of taxpayers.  In addition,
Treasury and the Service are concerned
that, in the absence of regulations requir-
ing the application of the principles of 
§ 1.1275–4 to nonfunctional currency
contingent instruments, taxpayers can
avoid the application of these principles
by denominating contingent payment debt
instruments in a nonfunctional currency.

III. General Approach Under Study.

Treasury and the Service generally be-
lieve that with respect to nonfunctional
currency contingent instruments issued
for money or publicly traded property,
regulations should apply the principles of
§ 1.1275–4(b) in the nonfunctional cur-
rency and provide for the translation of
interest and principal into functional cur-
rency by applying principles similar to
those that apply under section 988 to in-
struments with original issue discount.
As explained further below, application of
§ 1.1275–4(b) principles to nonfunctional
currency contingent instruments generally
would require taxpayers to (i) accrue in-
terest in the nonfunctional currency at a
yield at which the issuer would issue a
fixed rate debt instrument denominated in
the nonfunctional currency with terms
and conditions similar to those of the non-
functional currency contingent debt in-
strument, (ii) translate the interest accrued
from the nonfunctional currency into the
functional currency (and account for for-
eign exchange gain or loss) under the
principles of section 988, and (iii) account
for gain or loss arising from non-currency
contingencies consistent with the rules of
§ 1.1275–4(b). 

IV. Description of Instruments.

Treasury and the Service have identi-
fied three classes of instruments for which
guidance is needed: (1) debt instruments
for which all payments of principal and
interest are denominated in, or deter-
mined by reference to, a single nonfunc-
tional currency and which have one or

Part IV. Items of General Interest


