
(m) Amortization. For rules relating to
amortization of certain intangible assets, see
§ 1.167(a)–3.

(n) Intangible interests in land. [Re-
served].

(o) Effective Date — (1) In general. This
section applies to amounts paid or incurred
on or after the date the final regulations are
published in the Federal Register.

(2) Automatic consent to change method
of accounting. A taxpayer seeking to change
a method of accounting to comply with this
section must follow the applicable admin-
istrative procedures issued under § 1.446–
1(e)(3)(ii) for obtaining the Commissioner’s
automatic consent to a change in account-
ing method (Revenue Procedure 2002–9 or
its successor). Any change in method of ac-
counting to comply with this section must
be made using an adjustment under sec-
tion 481(a). However, for this purpose, the
adjustment under section 481(a) is deter-
mined by taking into account only amounts
paid or incurred on or after the date the fi-
nal regulations are published in the Fed-
eral Register. The final regulations may
provide additional terms and conditions for
changes under this paragraph (o)(2).

Par. 4. Section 1.446–5 is added to read
as follows:

§ 1.446–5 Debt issuance costs.

(a) In general. This section provides
rules for allocating debt issuance costs over
the term of the debt. For purposes of this
section, the term debt issuance costs means
those transaction costs incurred by an is-
suer of debt (that is, a borrower) that are
required to be capitalized under § 1.263(a)–
4(e). If these costs are otherwise deduct-
ible, they are deductible by the issuer over
the term of the debt as determined under
paragraph (b) of this section.

(b) Method of allocating debt issuance
costs — (1) In general. Solely for pur-
poses of determining the amount of debt is-
suance costs that may be deducted in any
period, these costs are treated as if they ad-
justed the yield on the debt. To effect this,
the issuer treats the costs as if they de-
creased the issue price of the debt. See
§ 1.1273–2 to determine issue price. Thus,
debt issuance costs increase or create origi-
nal issuance discount and decrease or elimi-
nate bond issuance premium.

(2) Original issue discount. Any result-
ing original issue discount is taken into ac-

count by the issuer under the rules in
§ 1.163–7, which generally require the use
of a constant yield method (as described in
§ 1.1272–1) to compute how much origi-
nal issue discount is deductible for a pe-
riod. However, see § 1.163–7(b) for special
rules that apply if the total original issue dis-
count on the debt is de minimis.

(3) Bond issuance premium. Any re-
maining bond issuance premium is taken
into account by the issuer under the rules
of § 1.163–13, which generally require the
use of a constant yield method for pur-
poses of allocating bond issuance premium
to accrual periods.

(c) Example. The following example il-
lustrates the rules of this section:

Example. (i) On January 1, 2004, X borrows
$10,000,000. The principal amount of the loan
($10,000,000) is repayable on December 31, 2008, and
payments of interest in the amount of $500,000 are
due on December 31 of each year the loan is out-
standing. X incurs debt issuance costs of $130,000 to
facilitate the borrowing.

(ii) Under § 1.1273–2, the issue price of the loan
is $10,000,000. However, under paragraph (b) of this
section, X reduces the issue price of the loan by the
debt issuance costs of $130,000, resulting in an is-
sue price of $9,870,000. As a result, X treats the loan
as having original issue discount in the amount of
$130,000 (stated redemption price at maturity of
$10,000,000 minus the issue price of $9,870,000). Be-
cause this amount of original issue discount is more
than a de minimis amount (within the meaning of
§ 1.1273–1(d)), X must allocate the original issue dis-
count to each year based on the constant yield method
described in § 1.1272–1(b). See § 1.163–7(a). Based
on this method and a yield of 5.30%, compounded an-
nually, the original issue discount is allocable to each
year as follows: $23,385 for 2004, $24,625 for 2005,
$25,931 for 2006, $27,306 for 2007, and $28,753 for
2008.

(d) Effective date. This section applies
to debt issuance costs incurred for debt in-
struments issued on or after the date final
regulations are published in the Federal
Register.

(e) Accounting method changes — (1)
Consent to change. An issuer required to
change its method of accounting for debt
issuance costs to comply with this sec-
tion must secure the consent of the Com-
missioner in accordance with the
requirements of § 1.446–1(e). Paragraph
(e)(2) of this section provides the Com-
missioner’s automatic consent for certain
changes.

(2) Automatic consent. The Commis-
sioner grants consent for an issuer to change
its method of accounting for debt issu-
ance costs incurred for debt instruments is-
sued on or after the date final regulations

are published in the Federal Register. Be-
cause this change is made on a cut-off ba-
sis, no items of income or deduction are
omitted or duplicated and, therefore, no ad-
justment under section 481 is allowed. The
consent granted by this paragraph (e)(2) ap-
plies provided—

(i) The change is made to comply with
this section;

(ii) The change is made for the first tax-
able year for which the issuer must ac-
count for debt issuance costs under this
section; and

(iii) The issuer attaches to its federal in-
come tax return for the taxable year con-
taining the change a statement that it has
changed its method of accounting under this
section.

David A. Mader,
Assistant Deputy Commissioner of

Internal Revenue.

(Filed by the Office of the Federal Register on December 18,
2002, 8:45 a.m., and published in the issue of the Federal Reg-
ister for December 19, 2002, 67 F.R. 77701)

Correction to Rev. Proc.
2003–7

Announcement 2003–4

PURPOSE

This announcement removes Section 7
relating to the Paperwork Reduction Act
from Rev. Proc. 2003–7, 2003–1 I.R.B. 233.
That section was included in Rev. Proc.
2003–7 by error.

EFFECTIVE DATE

This announcement is effective as of
January 6, 2003, the effective date of pub-
lication of Rev. Proc. 2003–7 in 2003–1
I.R.B. 233.

EFFECT ON OTHER DOCUMENTS

Rev. Proc. 2003–7 is corrected.

DRAFTING INFORMATION

The principal author of this announce-
ment is Gerard Traficanti of the Office of
the Associate Chief Counsel (International).
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