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DEBT INSTRUMENT ELECTION AND ACCRUAL METHOD
Taxpayer rules surrounding elections are complex. Pershing strongly encourages clients to consult with their tax advisor before choosing to 
apply an alternative to the default.

ELECTION 1 – BOND PREMIUM AMORTIZATION (INTERNAL REVENUE CODE (IRC) SECTION 171)
In the past, Pershing had assumed the client made this election and amortized the bond premium by adjusting cost basis downward 
towards the par value of the bond. However, Pershing did not adjust the interest payment for this amortization. Under the new rules, 
Pershing will supply the IRS with the amount of amortized bond premium on purchases after January 1, 2014, unless the client elects not 
to amortize the bond premium.

Default rule: The IRS requires Pershing to assume that you HAVE made this election and will amortize the bond premiums on taxable debt 
instruments.

Alternative election: Pershing will not amortize the bond premium on taxable debt instruments.

ELECTION 2 – MARKET DISCOUNT ACCRUAL METHOD (IRC SECTION 1276(b)(2))
There are two different methods you can use to calculate accruals on market discount:

Ratable (Straight line): This method simply calculates accruals by dividing the discount by the number of years until the bond matures. As an 
example, a bond purchased at $95.00 with a remaining maturity of five years would simply accrue $1.00 of market discount per year.

Constant Yield is a more complex calculation which takes into consideration the value of money over time. For the same bond purchased 
at $95.00, accruals would vary, weighted slightly heavier at the end of the life of the bond. Based on the yield, it may accrue $.95 in year 1 
and $1.05 in the final year.

In the past, Pershing had assumed the client has made the constant yield election. For bonds purchased in 2014, the default will be the 
ratable or straight line method.

Default rule: The IRS requires Pershing to assume that the client has not made the election and will calculate accruals using a ratable 
method as provided in IRC section 1276(b)(1).

Alternative election: Pershing will compute accruals of market discount using a constant yield method rather than a ratable method as 
provided in IRC section 1276(b)(2).

ELECTION 3 – INCLUDE MARKET DISCOUNT AS INCOME (IRC SECTION 1278(b))
The client has a choice of paying the accrued income annually or at the final disposal of the bond. In the past, Pershing adjusted the 
cost of the bond upwards towards par, assuming the accrued income was being paid annually. Beginning with new purchases in 2014, 
Pershing is no longer permitted to assume this election has been made and will no longer adjust the cost basis on discounted bonds 
covered under this election.

If this election is made, cost basis will show as adjusted and the accrued income will be reported to the IRS on an annual basis.

Default rule: The IRS requires Pershing to assume that the election has not been to include market discount as income as it accrues and will 
not report the yearly accruals to the IRS as additional ordinary income.

Alternative election: Pershing will be required to report accruals of market discount as additional ordinary income to the IRS on Forms 1099 
each year the election is in effect.

ELECTION 4 – INCOME AS ORIGINAL ISSUE DISCOUNT (U.S. TREASURY REGULATIONS SECTION 1.1272-3)
This election was not considered by Pershing in the past and is not a commonly made election, according to sources at the IRS. However, 
it is a viable election, and when this election is made, all income will be combined, offset, and reported as one number as original issue 
discount, very similar to how original issue discount bonds are reported.

Default rule: The IRS requires Pershing to assume that this election has not been made and will not treat all interest on taxable debt 
instruments as original issue discount.

Alternative election: Pershing will treat all interest on taxable debt instruments as original issue discount. Interest will be accrued and paid 
based on coupon rate rather than the actual payment. If a bond is in default, the income will still accrue and be reported. Pershing will then 
be required by the IRS to apply the default rule for bond premiums, calculate constant yield for market discount, and report accruals of 
market discount as additional ordinary income to the IRS.
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This form is designed to notify a broker of the elections or revocations you have made directly with the IRS.

Please consult with your tax advisor and check all appropriate boxes. Notifications are retroactive to January 1 of the year the notification is 
received. If a notification is received after December 31, it will be applied beginning in the year that it is received.

Questions? Please call 800-927-3059, Monday - Friday,  8 a.m. - 7 p.m. (ET).

STEP 1: BROKERAGE ACCOUNT INFORMATION (REQUIRED)

Brokerage Account Registration/Name(s) (as it appears on your statement)	 Brokerage Account Number

	                

STEP 2: SELECT ELECTIONS OR REVOCATIONS
Per IRS rules, all Premium On Tax- Exempt Bonds will be amortized using a constant yield to the worst call date regardless of selection.

Election 1 – Bond Premium Amortization (Internal Revenue Code (IRC) section 171)

 �Yes/IRS Default: The default assumes the client has made the 
election to amortize any bond premium on taxable bonds.

 �No/Alternative: Pershing will not amortize the bond premium on 
taxable bonds.

Election 2 – Market Discount Accrual Method (IRC section 1276(b)(2))

 �Ratable/IRS Default: The default is to accrue market discount 
using the ratable method.

 �Constant Yield/Alternative: Compute accruals of market 
discount using a constant yield method.

Election 3 – Include Market Discount as Income (IRC section 1278(b))

 Yes/Alternative: Include market discount in income.  �No/IRS Default: The default is to not include accrued market 
discount annually.

Election 4 – Income as Original Issue Discount (U.S. Treasury Regulations section 1.1272-3)

 Yes/Alternative: Treat all income as original issue discount.  �No/IRS Default: The default is not to treat all income as original 
issue discount (report stated interest payments separately from 
any amortization or accruals)

STEP 3: AGREEMENT AND SIGNATURE(S)
Due to the complexity of these bond elections and accrual methods, you are encouraged to consult your tax professional to determine what 
methods best meet your tax situation. By signing this form, you are notifying your broker of the elections you have either made in the past 
or elections and/or revocations you will be making for all applicable covered bonds. Election notifications will be applied to all applicable 
covered bonds in the account during the calendar year the notification becomes effective and will be applied to all applicable covered bonds 
acquired in the account in future years.

Your Signature (Primary Account Owner) Print Name and Title (if applicable) Today’s Date (mm/dd/yyyy)

	 	  
 

   
 

       

Your Signature (Primary Account Owner)	 Print Name and Title (if applicable)	 Today’s Date (mm/dd/yyyy)

	 	  
 

   
 

       

/ / 2 0

/ / 2 0
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RETURN COMPLETED FORM(S)

Upload your documents easily from your mobile device or computer. 

Use the TIAA mobile app to quickly upload your completed documents. It’s as simple as taking a picture:   

�� Tap the Message Center icon in the upper-right corner of your main screen.
�� Select the Files header and tap Upload. That’s it!

Haven’t downloaded the TIAA mobile app? Get it today in the App Store or Google Play.

Don’t have a smartphone? It’s still easy. From your personal computer, here’s what you’ll need to do:

�� Log in to your TIAA.org account and select the Actions tab.
�� Choose Upload documents from the options presented.
�� Select Upload Files and follow the step-by-step instructions.

Faxing a document or using standard or overnight mail are also available, but can take more time. If you prefer one of these methods, use the 
information provided below to complete the process.

FAX: 
800-914-8922 (within U.S.)

STANDARD MAIL: 
TIAA 
P.O. Box 1280 
Charlotte, NC 28201-1280

OVERNIGHT: 
TIAA 
8500 Andrew Carnegie Blvd. 
Charlotte, NC 28262
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