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However, the partial call is also a pro-rata 
prepayment within the meaning of § 1.1275– 
2(f)(2). As a result, the call is treated as a re-
tirement of one-half of the bond. Under para-
graph (c)(5)(ii) of this section, M may deduct 
$1,336.68, the excess of its adjusted acquisi-
tion price in the retired portion of the bond 
($107,673.37/2, or $53,836.68) over the amount 
received on redemption ($52,500). M’s ad-
justed basis in the portion of the bond that 
remains outstanding is $53,836.68 
($107,673.37¥$53,836.68). 

[T.D. 8746, 62 FR 68180, Dec. 31, 1997, as 
amended by T.D. 8838, 64 FR 48547, Sept. 7, 
1999] 

§ 1.171–4 Election to amortize bond 
premium on taxable bonds. 

(a) Time and manner of making the 
election—(1) In general. A holder makes 
the election to amortize bond premium 
by offsetting interest income with bond 
premium in the holder’s timely filed 
federal income tax return for the first 
taxable year to which the holder de-
sires the election to apply. The holder 
should attach to the return a state-
ment that the holder is making the 
election under this section. 

(2) Coordination with OID election. If a 
holder makes an election under § 1.1272– 
3 for a bond with bond premium, the 
holder is deemed to have made the 
election under this section. 

(b) Scope of election. The election 
under this section applies to all taxable 
bonds held during or after the taxable 
year for which the election is made. 

(c) Election to amortize made in a sub-
sequent taxable year—(1) In general. If a 
holder elects to amortize bond pre-
mium and holds a taxable bond ac-
quired before the taxable year for 
which the election is made, the holder 
may not amortize amounts that would 
have been amortized in prior taxable 
years had an election been in effect for 
those prior years. 

(2) Example. The following example il-
lustrates the rule of this paragraph (c): 

Example. (i) Facts. On May 1, 1999, C pur-
chases for $130,000 a taxable bond maturing 
on May 1, 2006, with a stated principal 
amount of $100,000, payable at maturity. The 
bond provides for unconditional payments of 
interest of $15,000, payable on May 1 of each 
year. C uses the cash receipts and disburse-
ments method of accounting and the cal-
endar year as its taxable year. C has not pre-
viously elected to amortize bond premium, 
but does so for 2002. 

(ii) Amount to amortize. C’s basis for deter-
mining loss on the sale or exchange of the 
bond is $130,000. Thus, under § 1.171–1, the 
amount of bond premium is $30,000. Under 
§ 1.171–2, if a bond premium election were in 
effect for the prior taxable years, C would 
have amortized $3,257.44 of bond premium on 
May 1, 2000, and $3,551.68 of bond premium on 
May 1, 2001, based on annual accrual periods 
ending on May 1. Thus, for 2002 and future 
years to which the election applies, C may 
amortize only $23,190.88 
($30,000¥$3,257.44¥$3,551.68). 

(d) Revocation of election. The election 
under this section may not be revoked 
unless approved by the Commissioner. 
Because a revocation of the election is 
a change in accounting method, a tax-
payer must follow the rules under 
§ 1.446–1(e)(3)(i) to request the Commis-
sioner’s consent to revoke the election. 
A revocation of the election applies to 
all taxable bonds held during or after 
the taxable year for which the revoca-
tion is effective. The holder may not 
amortize any remaining bond premium 
on bonds held at the beginning of the 
taxable year for which the revocation 
is effective. Therefore, no adjustment 
under section 481 is allowed upon the 
revocation of the election because no 
items of income or deduction are omit-
ted or duplicated. 

[T.D. 8746, 62 FR 68182, Dec. 31, 1997] 

§ 1.171–5 Effective date and transition 
rules. 

(a) Effective date—(1) In general. Sec-
tions 1.171–1 through 1.171–4 apply to 
bonds acquired on or after March 2, 
1998. However, if a holder makes the 
election under § 1.171–4 for the taxable 
year containing March 2, 1998, or any 
subsequent taxable year, §§ 1.171–1 
through 1.171–4 apply to bonds held on 
or after the first day of the taxable 
year in which the election is made. 

(2) Transition rule for use of constant 
yield. Notwithstanding paragraph (a)(1) 
of this section, § 1.171–2(a)(3) (providing 
that the bond premium allocable to an 
accrual period is determined with ref-
erence to a constant yield) does not 
apply to a bond issued before Sep-
tember 28, 1985. 

(b) Coordination with existing election. 
A holder is deemed to have made the 
election under § 1.171–4 for the taxable 
year containing March 2, 1998, if the 
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holder elected to amortize bond pre-
mium under section 171 and that elec-
tion is effective on March 2, 1998. If the 
holder is deemed to have made the 
election under § 1.171–4 for the taxable 
year containing March 2, 1998, §§ 1.171–1 
through 1.171–4 apply to bonds acquired 
on or after the first day of that taxable 
year. See § 1.171–4(d) for rules relating 
to a revocation of an election under 
section 171. 

(c) Accounting method changes—(1) 
Consent to change. A holder required to 
change its method of accounting for 
bond premium to comply with §§ 1.171– 
1 through 1.171–3 must secure the con-
sent of the Commissioner in accord-
ance with the requirements of § 1.446– 
1(e). Paragraph (c)(2) of this section 
provides the Commissioner’s automatic 
consent for certain changes. A holder 
making the election under § 1.171–4 does 
not need the Commissioner’s consent 
to make the election. 

(2) Automatic consent. The Commis-
sioner grants consent for a holder to 
change its method of accounting for 
bond premium with respect to taxable 
bonds to which §§ 1.171–1 through 1.171– 
3 apply. Because this change is made 
on a cut-off basis, no items of income 
or deduction are omitted or duplicated 
and, therefore, no adjustment under 
section 481 is allowed. The consent 
granted by this paragraph (c)(2) applies 
provided— 

(i) The holder elected to amortize 
bond premium under section 171 for a 
taxable year prior to the taxable year 
containing March 2, 1998, and that elec-
tion has not been revoked; 

(ii) The change is made for the first 
taxable year for which the holder must 
account for a bond under §§ 1.171–1 
through 1.171–3; and 

(iii) The holder attaches to its return 
for the taxable year containing the 
change a statement that it has changed 
its method of accounting under this 
section. 

[T.D. 8746, 62 FR 68182, Dec. 31, 1997] 

§ 1.172–1 Net operating loss deduction. 
(a) Allowance of deduction. Section 

172(a) allows as a deduction in com-
puting taxable income for any taxable 
year subject to the Code the aggregate 
of the net operating loss carryovers 
and net operating loss carrybacks to 

such taxable year. This deduction is re-
ferred to as the net operating loss de-
duction. The net operating loss is the 
basis for the computation of the net 
operating loss carryovers and net oper-
ating loss carrybacks and ultimately 
for the net operating loss deduction 
itself. The net operating loss deduction 
shall not be disallowed for any taxable 
year merely because the taxpayer has 
no income from a trade or business for 
the taxable year. 

(b) Steps in computation of net oper-
ating loss deduction. The three steps to 
be taken in the ascertainment of the 
net operating loss deduction for any 
taxable year subject to the Code are as 
follows: 

(1) Compute the net operating loss 
for any preceding or succeeding taxable 
year from which a net operating loss 
may be carried over or carried back to 
such taxable year. 

(2) Compute the net operating loss 
carryovers to such taxable year from 
such preceding taxable years and the 
net operating loss carrybacks to such 
taxable year from such succeeding tax-
able years. 

(3) Add such net operating loss 
carryovers and carrybacks in order to 
determine the net operating loss deduc-
tion for such taxable year. 

(c) Statement with tax return. Every 
taxpayer claiming a net operating loss 
deduction for any taxable year shall 
file with his return for such year a con-
cise statement setting forth the 
amount of the net operating loss de-
duction claimed and all material and 
pertinent facts relative thereto, includ-
ing a detailed schedule showing the 
computation of the net operating loss 
deduction. 

(d) Ascertainment of deduction depend-
ent upon net operating loss carryback. If 
the taxpayer is entitled in computing 
his net operating loss deduction to a 
carryback which he is not able to as-
certain at the time his return is due, 
he shall compute the net operating loss 
deduction on his return without regard 
to such net operating loss carryback. 
When the taxpayer ascertains the net 
operating loss carryback, he may with-
in the applicable period of limitations 
file a claim for credit or refund of the 
overpayment, if any, resulting from 
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