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(e) Other deductible amounts. This sec-
tion does not preclude the deduction of
otherwise allowable expenses for travel
fares (other than local travel in the
Washington, DC), long distance tele-
phone and telegraph, and travel ex-
penses incurred other than in the
Washington, DC area. However, such
expenses are subject to the substan-
tiation requirements of section 274.

(f) Election. To elect to deduct the
amounts prescribed by this section, a
Member must attach to his return for
the taxable year a statement indi-
cating, (1) that the deduction for travel
expenses while living in the Wash-
ington, DC area are computed pursuant
to §5e.274-8, and (2) whether a separate
deduction is being taken for interest
and taxes paid or incurred with respect
to the personal residence of the Mem-
ber if in the Washington, DC area.

(g) Effective date. This section is ef-
fective for taxable year beginning after
December 31, 1980.

(h) Examples. The following examples
are based on a calendar from a Final
Edition of the Calendar of the United
States, House of Representatives and
History of Legislation. The marked
days indicate days the House of Rep-
resentatives was in session.

Example 1. In determining the number of
Congressional days for 198X for which the
designated amount may be computed, the
number of days in such year is reduced by 125
days determined as follows:

Days

Feb. 14-18 ..o 5
Apr. 3-14 ........ 12
May 23-27 ... . . S 5
JULY B=20 oo I 18
Aug. 2-17 ....... 16
Aug. 29-Sept. 2 .. 5
Oct. 3-Nov. 11 40
Nov. 22—-Nov. 30 . 9
Dec. 17-Dec. 31 ... 15

Total oo 125

Thus for 198X (a leap year) a typical Member
of the House of Representatives will have 241
(366 —125) Congressional days.

Example 2. On August 1, Z a calendar year
taxpayer is elected to the Congress to fill the
unexpired term of Member Y. In determining
the number of Congressional days, Z may
only consider the number of days during the
year for which he was a Member of Congress.
For Z the number of Congressional days is
68.
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Example 3. Member X, a calendar year tax-
payer, owns his own home in Washington,
DC, where he lives with his family. While in
Washington, DC, Member X is away from
home within the meaning of section 162(a). X
maintains no records attributable to his ex-
penses in Washington, DC X has been a Mem-
ber of Congress for the entire year. The max-
imum amount of subsistence for Washington,
DC for 198X is $75. X may deduct for 198X
$18,075 (241 days x $75) attributable to ex-
penses while away from home in Washington,
DC. Even if X maintained records as to living
expenses in Washington, DC, X may choose
to deduct $18,075 as the total amount attrib-
utable to living expenses in Washington, DC.
If X deducts $18,075 X may not deduct any in-
terest and taxes under section 163 or 164 at-
tributable to the residence in Washington,
DC.

Example 4. Member C, a calendar year tax-
payer owns his own home in Washington, DC,
where he lives with his family. While in
Washington, DC. Member C is away from
home within the meaning of section 162(a). C
can establish that he paid $12,000 as interest
on a mortgage and $3,000 in local real estate
taxes. C has been a Member of Congress for
the entire year. C may choose to deduct
$12,050 (241 days x [¥5 x $75]) attributable to
expenses in Washington, DC. Further, C may
deduct under sections 163 and 164 $12,000 of
interest and $3,000 of taxes respectively.

Example 5. Assume the same facts as in Ex-
ample (4). In addition, on March 15, 16, and
17, Member C travels to New York City to de-
liver a speech for which he receives an hono-
rarium which he includes in income. C re-
ceives no additional amounts for travel re-
imbursement. While in New York City C in-
curs $350 for 3 nights lodging at a hotel and
$150 for meals. In addition to the amounts
deductible pursuant to this section, C may
deduct the $500 as a travel expenses. Such de-
duction is subject to the substantiation rules
of section 274.

Example 6. Assume the same facts as exam-
ple (5). Member C receives, in addition to the
honorarium, $600 reimbursement for travel
expenses. C must include the $600 in income
and may deduct the travel expenses he in-
curred.

[T.D. 7802, 47 FR 2987, Jan. 21, 1982; 47 FR
4680, Feb. 2, 1982]

PART 5(—TEMPORARY INCOME TAX
REGULATIONS UNDER THE TAX
EQUITY AND FISCAL RESPONSI-
BILITY ACT OF 1982

Sec.
5f.103-1 Obligations issued after December
31, 1982, required to be in registered form.
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5f.163-1 Denial of interest deduction on cer-
tain obligations issued after December
31, 1982, unless issued in registered form.

AUTHORITY: 26 U.S.C. 7805. Secs. 5£.103-1 and
5f.163-1 also issued under 26 U.S.C. 103(j), 26
U.S.C. 163(f), and 96 Stat. 595.

§5£.103-1 Obligations issued after De-
cember 31, 1982, required to be in
registered form.

(a) Registration; general rule. Interest
on a registration-required obligation
(as defined in paragraph (b) of this sec-
tion) shall not be exempt from tax not-
withstanding section 103 (a) or any
other provision of law, exclusive of any
treaty obligation of the United States,
unless the obligation is issued in reg-
istered form (as defined in paragraph
(c) of this section).

(b)  Registration-required  obligation.
For purposes of this section, the term
“registration-required obligation”
means any obligation except any one of
the following:

(1) An obligation not of a type offered
to the public. The determination as to
whether an obligation is not of a type
offered to the public shall be based on
whether similar obligations are in fact
publicly offered or traded.

(2) An obligation that has a maturity
at the date of issue of not more than 1
year.

(3) An obligation issued before Janu-
ary 1, 1983. An obligation first issued
before January 1, 1983, shall not be con-
sidered to have been issued on or after
that date merely as a result of the ex-
istence of a right on the part of the
holder of such obligation to convert
the obligation from registered form
into bearer form, or as a result of the
exercise of such a right.

(4) An obligation described in §5f.163—
1 (c) (relating to certain obligations
issued to foreign persons).

(c) Registered form—(1) General rule.
An obligation issued after January 20,
1987, pursuant to a binding contract en-
tered into after January 20, 1987, is in
registered form if—

(i) The obligation is registered as to
both principal and any stated interest
with the issuer (or its agent) and trans-
fer of the obligation may be effected
only by surrender of the old instru-
ment and either the reissuance by the
issuer of the old instrument to the new
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holder or the issuance by the issuer of
a new instrument to the new holder,

(ii) The right to the principal of, and
stated interest on, the obligation may
be transferred only through a book
entry system maintained by the issuer
(or its agent) (as described in para-
graph (c¢)(2) of this section), or

(iii) The obligation is registered as to
both principal and any stated interest
with the issuer (or its agent) and may
be transferred through both of the
methods described in subdivisions (i)
and (ii).

(2) Special rule for registration of a
book entry obligation. An obligation
shall be considered transferable
through a book entry system if the
ownership of an interest in the obliga-
tion is required to be reflected in a
book entry, whether or not physical se-
curities are issued. A book entry is a
record of ownership that identifies the
owner of an interest in the obligation.

(d) Effective date. The provisions of
this section shall apply to obligations
issued after December 31, 1982, unless
issued on an exercise of a warrant for
the conversion of a convertible obliga-
tion if such warrant or obligation was
offered or sold outside the United
States without registration under the
Securities Act of 1933 and was issued
before August 10, 1982.

(e) Special rules. The following special
rules apply to obligations issued after
January 20, 1987, pursuant to a binding
contract entered into after January 20,
19817.

(1) An obligation that is not in reg-
istered form under paragraph (c) of this
section is considered to be in bearer
form.

(2) An obligation is not considered to
be in registered form as of a particular
time if it can be transferred at that
time or at any time until its maturity
by any means not described in para-
graph (c) of this section.

(3) An obligation that as of a par-
ticular time is not considered to be in
registered form by virtue of subpara-
graph (2) of this paragraph (e) and that,
during a period beginning with a later
time and ending with the maturity of
the obligation, can be transferred only
by a means described in paragraph (c)
of this section, is considered to be in
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registered form at all times during
such period.

(f) Examples. The application of this
section may be illustrated by the fol-
lowing examples:

Example (1). Municipality X publicly offers
its general debt obligations to United States
persons. The obligations have a maturity at
issue exceeding 1 year. The obligations are
registration-required obligations under
§5£.103-1(b). When individual A buys an obli-
gation, X issues an obligation in A’s name
evidencing A’s ownership of the principal
and interest under the obligation. A can
transfer the obligation only by surrendering
the obligation to X and by X issuing a new
instrument to the new holder. The obligation
is issued in registered form.

Example (2). Municipality Y issues a single
obligation on January 4, 1983 to Bank M pro-
vided that (i) Bank M will not at any time
transfer any interest in the obligation to any
person unless the transfer is recorded on Mu-
nicipality Y’s records (except by means of a
transfer permitted in (ii) of this example)
and (ii) interests in the obligation that are
sold by Bank M (and any persons who ac-
quire interests from M) will be reflected in
book entries. C, an individual, buys an inter-
est in Y’s obligation from Bank M. Bank M
receives the interest or principal payments
with respect to C’s interest in the obligation
as agent for C. Bank M records interests in
the Municipality Y obligation as agent of
Municipality Y. Any transfer of C’s interest
must be reflected in a book entry in accord-
ance with Bank M’s agreement with Munici-
pality Y. Since C’s interest can only be
transferred through a book entry system
maintained by the issuer (or its agent), the
obligation is considered issued in registered
form. Interest received by C is excludable
from gross income under section 103(a).

Example (3). Municipality Z wishes to sell
its debt obligations having a maturity in ex-
cess of 1 year. The obligations are sold to
Banks N, O, and P, all of which are located
in Municipality Z. By their terms the obliga-
tions are freely transferable, although each
of the banks has stated that it acquired the
obligations for purposes of investment and
not for resale. Obligations similar to the ob-
ligations sold by Municipality Z are traded
in the market for municipal securities. The
obligations issued by Municipality Z are of a
type offered to the public and are therefore
registration-required under §5£.103-1 (b).

Example (4). Corporation A issues an obli-
gation that is registered with the corpora-
tion as to both principal and any stated in-
terest. Transfer may be effected by the sur-
render of the old instrument and either the
reissuance by the issuer of the old instru-
ment to the new holder or the issuance by
the issuer of a new instrument to the new
holder. The obligation can be converted into
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a form in which the right to the principal of,
or stated interest on, the obligation may be
effected by physical transfer of the obliga-
tion. Under §5f.103-1 (¢c) and (e), the obliga-
tion is not considered to be in registered
form and is considered to be in bearer form.

Example (5). Corporation B issues its obli-
gations in a public offering in bearer defini-
tive form. Beginning at X months after the
issuance of the obligations, a purchaser (ei-
ther the original purchaser or a purchaser in
the secondary market) may deliver the de-
finitive bond in bearer form to the issuer in
exchange for a registration receipt evidenc-
ing a book entry record of the ownership of
the obligation. The issuer maintains the
book entry system. The purchaser identified
in the book entry as the owner of record has
the right to receive a definitive bearer obli-
gation at any time. Under §5f.103-1 (¢) and
(e), the obligation is not considered to be
issued in registered form and is considered to
be issued in bearer form. All purchasers of
the obligation are considered to hold an obli-
gation in bearer form.

Example (6). Corporation C issues obliga-
tions in bearer form. A foreign person pur-
chases a definitive bearer obligation and
then sells it to a United States person. At
the time of the sale, the United States per-
son delivers the bearer obligation to Cor-
poration C and receives an obligation that is
identical except that the obligation is reg-
istered as to both principal and any stated
interest with the issuer or its agent and may
be transferred at all times until its maturity
only through a means described in §5f.103—
1(c). Under §5f.103-1(e), the obligation is con-
sidered to be in registered form from the
time it is delivered to Corporation C until its
maturity.

(g) Cross-references. See section
103A(j)(1) for the registration require-
ment of certain mortgage subsidy
bonds issued after December 31, 1981,
and §6a.103A-1(a)(5) for the definition
of registered form for such obligations
issued after December 31, 1981, and on
or before December 31, 1982. See also
section 103(h) (requiring registration of
certain energy bonds issued on or after
October 18, 1979).

[T.D. 7852, 47 FR 51361, Nov. 15, 1982, as
amended by T.D. 8111, 51 FR 15463, Dec. 19,
1986]

§5f.163-1 Denial of interest deduction
on certain obligations issued after
December 31, 1982, unless issued in
registered form.

(a) Denial of deduction generally. In-
terest paid or accrued on a registra-
tion-required obligation (as defined in
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paragraph (b) of this section) shall not
be allowed as a deduction under section
163 or any other provision of law unless
such obligation is issued in registered
form (as defined in §5f.103-1(c)).

(b)  Registration-required  obligation.
For purposes of this section, the term
“registration-required obligation”
means any obligation except any one of
the following:

(1) An obligation issued by a natural
person.

(2) An obligation not of a type offered
to the public. The determination as to
whether an obligation is not of a type
offered to the public shall be based on
whether similar obligations are in fact
publicly offered or traded.

(3) An obligation that has a maturity
at the date of issue of not more than 1
year.

(4) An obligation issued before Janu-
ary 1, 1983. An obligation first issued
before January 1, 1983, shall not be con-
sidered to have been issued on or after
such date merely as a result of the ex-
istence of a right on the part of the
holder of such obligation to convert
such obligation from registered form
into bearer form, or as a result of the
exercise of such a right.

(5) An obligation described in sub-
paragraph (1) of paragraph (c) (relating
to certain obligations issued to foreign
persons).

(c) [Reserved]

(d) Effective date. The provisions of
this section shall apply to obligations
issued after December 31, 1982, unless
issued on an exercise of a warrant for
the conversion of a convertible obliga-
tion if such warrant or obligation was
offered or sold outside the United
States without registration under the
Securities Act of 1933 and was issued
before August 10, 1982.

(e) Obligations first issued after Decem-
ber 31, 1982, where the right exists for the
holder to convert such obligation from
registered form into bearer form. [Re-
served]

(f) Examples. The application of this
section may be illustrated by the fol-
lowing examples:

Example (1). All of the shares of Corpora-
tion X are owned by two individuals, A and
B. X desires to sell all of its assets to Cor-
poration Y, all of the shares of which are
owned by individual C. Following the sale,
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Corporation X will be completely liquidated.
As partial consideration for the Corporation
X assets, Corporation Y delivers a promis-
sory note to X, secured by a security interest
and mortgage on the acquired assets. The
note given by Y to X is not of a type offered
to the public.

Example (2). Corporation Z has a credit
agreement with Bank M pursuant to which
Corporation Z may borrow amounts not ex-
ceeding $10X upon delivery of Z’s note to
Bank M. The note Z delivers to M is not of
a type offered to the public.

Example (3). Individuals D and E operate a
retail business through partnership DE. D
wishes to loan partnership DE $6X. DE’s note
evidencing the loan from D is not of a type
offered to the public.

Example (4). Individual F owns one-third of
the shares of Corporation W. F makes a cash
advance to W. W’s note evidencing F’s cash
advance is not of a type offered to the public.

Example (5). Closely-held Corporation R
places its convertible debentures with 30 in-
dividuals who are United States persons. The
offering is not required to be registered
under the Securities Act of 1933. Similar de-
bentures are publicly offered and traded. The
obligations are not considered of a type not
offered to the public.

Example (6). In 1980, Corporation V issued
its bonds due in 1986 through an offering reg-
istered with the Securities and Exchange
Commission. Although the bonds were ini-
tially issued in registered form, the terms of
the bonds permit a holder, at his option, to
convert a bond into bearer form at any time
prior to maturity. Similarly, a person who
holds a bond in bearer form may, at any
time, have the bond converted into reg-
istered form.

(i) Assume G bought one of Corporation V’s
bonds upon the original issuance in 1980. In
1983, G requests that V convert the bond into
bearer form. Except for the change from reg-
istered to bearer form, the terms of the bond
are unchanged. The bond held by G is not
considered issued after December 31, 1982,
under §5f.163-1(b)(4).

(ii) Assume H buys one of Corporation V’s
bonds in the secondary market in 1983. The
bond H receives is in registered form, but H
requests that V convert the obligation into
bearer form. There is no other change in the
terms of the instrument. The bond held by H
is not considered issued after December 31,
1982, under §5£.163-1(b)(4).

(iii) Assume the same facts as in (ii) except
that in 1984 I purchases H’s V Corporation
bond, which is in bearer form. I requests V to
convert the bond into registered form. There
is no other change in the terms of the instru-
ment. In 1985, I requests V to convert the
bond back into bearer form. Again, there is
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no other change in the terms of the instru-
ment. The bond purchased by I is not consid-
ered issued after December 31, 1982, under
§5£.163-1(b)(4).

Example (7). Corporation U wishes to make
a public offering of its debentures to United
States persons. U issues a master note to
Bank N. The terms of the note require that
any person who acquires an interest in the
note must have such interest reflected in a
book entry. Bank N offers for sale interests
in the Corporation U note. Ownership inter-
ests in the note are reflected on the books of
Bank N. Corporation U’s debenture is consid-
ered issued in registered form.

Example (8). Issuer S wishes to make a pub-
lic offering of its debt obligations to United
States persons. The obligations will have a
maturity in excess of one year. On November
1, 1982, the closing on the debt offering oc-
curs. At the closing, the net cash proceeds of
the offering are delivered to S, and S delivers
a master note to the underwriter of the of-
fering. On January 2, 1983, S delivers the debt
obligations to the purchasers in definitive
form and the master note is cancelled. The
obligations are not registration-required be-
cause they are considered issued before Jan-
uary 1, 1983.

Example (9). In July 1983, Corporation T
sells an issue of debt obligations maturing in
1985 to the public in the United States. Three
of the obligations of the issue are issued to
J in bearer form. The balance of the obliga-
tions of the issue are issued in registered
form. The terms of the registered and bearer
obligations are identical. The obligations
issued to J are of a type offered to the public
and are registration-required obligations.
Since the three obligations are issued in
bearer form, T is subject to the tax imposed
under section 4701 with respect to the three
bearer obligations. In addition, interest paid
or accrued on the three bearer obligations is
not deductible by T. Moreover, since the
issuance of the three bearer obligations is
subject to tax under section 4701, J is not
prohibited from deducting losses on the obli-
gations under section 165(j) or from treating
gain on the obligations as capital gain under
section 1232(d). The balance of the obliga-
tions in the issue do not give rise to liability
for the tax under section 4701, and the de-
ductibility of interest on such obligations is
not affected by section 163(f).

Example (10). Broker K acquires a bond
issued in 1980 by the United States Treasury
through the Bureau of Public Debt. Broker K
sells interests in the bond to the public after
December 31, 1982. A purchaser may acquire
an interest in any interest payment falling
due under the bond or an interest in the prin-
cipal of the bond. The bond is held by Custo-
dian L for the benefit of the persons acquir-
ing these interests. On receipt of interest
and principal payments under the bond, Cus-
todian L transfers the amount received to
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the person whose ownership interest cor-
responds to the bond component giving rise
to the payment. Under section 1232B, each
bond component is treated as an obligation
issued with original issue discount equal to
the excess of the stated redemption price at
maturity over the purchase price of the bond
component. The interests sold by K are obli-
gations of a type offered to the public. Fur-
ther, the interests are, in accordance with
section 1232B, considered issued after Decem-
ber 31, 1982. Accordingly, the interests are
registration-required obligations under
§5£.163-1(Db).

[T.D. 7852, 47 FR 51362, Nov. 15, 1982, as
amended by T.D. 7965, 49 FR 33235, Aug. 22,
1984]

PART 6a—TEMPORARY REGULA-
TIONS UNDER TITLE Il OF THE OM-
NIBUS RECONCILIATION ACT OF
1980

Sec.

6a.103A-1 Interest on mortgage subsidy
bonds.

6a.103A-2 Qualified mortgage bond.

6a.103A-3 Qualified veterans’ mortgage

bonds.

6a.66562(g)-1 Failure to make return or fur-
nish statement required under section
6039C.

AUTHORITY: 26 U.S.C. 7805.
Sections 6a.103A-2(k), (1), and (m) also
issued under 26 U.S.C. 103A(j) (3), (4), and (5).

§6a.103A-1 Interest on mortgage sub-
sidy bonds.

(a) In general—(1) Mortgage subsidy
bond. A mortgage subsidy bond shall be
treated as an obligation not described
in section 103 (a)(1) or (a)(2). Thus, the
interest on a mortgage subsidy bond is
includable in gross income and subject
to Federal income taxation.

(2) Exceptions. Any qualified mort-
gage bond and any qualified veterans’
mortgage bond shall not be treated as
a mortgage subsidy bond. See §6a.103A-
2 with respect to requirements of quali-
fied mortgage bonds and §6a.103A-3
with respect to requirements of quali-
fied veterans’ mortgage bonds.

(3) Additional requirement. In addition
to the requirements of §6a.103A-2,
§6a.103A-3, and this section, qualified
mortgage bonds and qualified veterans’
mortgage bonds shall be subject to the
requirements of section 103(c) and the
regulations thereunder.
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