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of the United States in an exchange upon
which gain or loss is not recognized because of
section 1037 (or so much of section 1031 as re-
lates to section 1037),

the increase in redemption value (to the extent
not previously includible in gross income) in ex-
cess of the amount paid for such series E bond
shall be includible in gross income in the tax-
able year in which the obligation is finally re-
deemed or in the taxable year of final maturity,
whichever is earlier. This subsection shall not
apply to a corporation, and shall not apply in
the case of any taxable year for which the tax-
payer’s taxable income is computed under an ac-
crual method of accounting or for which an elec-
tion made by the taxpayer under subsection (a)
applies.

made in such manner as the Secretary may by
regulations prescribe. No election may be
made with respect to a trade or business if in
computing taxable income the cash receipts
and disbursements method of accounting is
used with respect to such trade or business.

(2) Scope of election

An election made under this section shall
apply to all prepaid subscription income re-
ceived in connection with the trade or busi-
ness with respect to which the taxpayer has
made the election; except that the taxpayer
may, to the extent permitted under regula-
tions prescribed by the Secretary, include in
gross income for the taxable year of receipt
the entire amount of any prepaid subscription
income if the liability from which it arose is

(Aug. 16, 1954, ch. 736, 68A Stat. 156; Pub. L.
86-346, title I, §102, Sept. 22, 1959, 73 Stat. 621;
Pub. L. 94455, title XIX, §§1901(c)(2),
1906(b)(13)(A), Oct. 4, 1976, 90 Stat. 1803, 1834; Pub.
L. 97452, §2(c)(2), Jan. 12, 1983, 96 Stat. 2478.)

AMENDMENTS

to end within 12 months after the date of re-
ceipt. An election made under this section
shall not apply to any prepaid subscription in-
come received before the first taxable year for
which the election is made.

(3) When election may be made

(A) With consent

A taxpayer may, with the consent of the
Secretary, make an election under this sec-
tion at any time.

(B) Without consent

A taxpayer may, without the consent of
the Secretary, make an election under this
section for his first taxable year in which he
receives prepaid subscription income in the
trade or business. Such election shall be
made not later than the time prescribed by
law for filing the return for the taxable year
(including extensions thereof) with respect
to which such election is made.

1983—Subsec. (¢)(2). Pub. L. 97-452 substituted ‘‘chap-
ter 31 of title 31" for ‘‘the Second Liberty Bond Act’.

1976—Subsec. (a). Pub. L. 94-455, §1906(b)(13)(A),
struck out ‘‘or his delegate’ after ‘‘Secretary’ in two
places.

Subsec. (b)(2). Pub. L. 94-455, §1901(c)(2), struck out
¢, a Territory,” after ‘‘a State’’.

1959—Subsec. (¢)(2). Pub. L. 86-346 designated existing
provisions as cl. (A), inserted ‘‘of the United States”
after ‘‘an obligation” and struck out ‘‘the maturity
value of”” before ‘‘such series E bond’ and ‘“‘which ma-
tures not more than 10 years from the date of maturity
of such series E bond” after ‘‘income obligation’ in
such cl. (A), and added cl. (B).

¢

§ 455. Prepaid subscription income

(a) Year in which included

Prepaid subscription income to which this sec-
tion applies shall be included in gross income for
the taxable years during which the liability de-
scribed in subsection (d)(2) exists.

(4) Period to which election applies

An election under this section shall be effec-
tive for the taxable year with respect to which
it is first made and for all subsequent taxable
years, unless the taxpayer secures the consent
of the Secretary to the revocation of such
election. For purposes of this title, the com-
putation of taxable income under an election
made under this section shall be treated as a
method of accounting.

(d) Definitions

(b) Where taxpayer’s liability ceases

In the case of any prepaid subscription income
to which this section applies—
(1) If the liability described in subsection
(d)(2) ends, then so much of such income as
was not includible in gross income under sub-

section (a) for preceding taxable years shall be
included in gross income for the taxable year
in which the liability ends.

(2) If the taxpayer dies or ceases to exist,
then so much of such income as was not in-
cludible in gross income under subsection (a)

for preceding taxable years shall be included
in gross income for the taxable year in which

such death, or such cessation of existence, oc-
curs.

(¢) Prepaid subscription income to which this

section applies
(1) Election of benefits

This section shall apply to prepaid subscrip-
tion income if and only if the taxpayer makes
an election under this section with respect to

the trade or business in connection with which

such income is received. The election shall be

For purposes of this section—
(1) Prepaid subscription income

The term ‘‘prepaid subscription income”
means any amount (includible in gross in-
come) which is received in connection with,
and is directly attributable to, a liability
which extends beyond the close of the taxable
year in which such amount is received, and
which is income from a subscription to a news-
paper, magazine, or other periodical.

(2) Liability

The term ‘liability” means a liability to
furnish or deliver a newspaper, magazine, or
other periodical.

(3) Receipt of prepaid subscription income

Prepaid subscription income shall be treated
as received during the taxable year for which



§456

it is includible in gross income under section
451 (without regard to this section).

(e) Deferral of income under established ac-
counting procedures

Notwithstanding the provisions of this sec-
tion, any taxpayer who has, for taxable years
prior to the first taxable year to which this sec-
tion applies, reported his income under an estab-
lished and consistent method or practice of ac-
counting for prepaid subscription income (to
which this section would apply if an election
were made) may continue to report his income
for taxable years to which this title applies in
accordance with such method or practice.

(Added Pub. L. 85-866, title I, §28(a), Sept. 2, 1958,
72 Stat. 1625; amended Pub. L. 94455, title XIX,
§§1901(a)(67), 1906(b)(13)(A), Oct. 4, 1976, 90 Stat.
1775, 1834.)

AMENDMENTS

1976—Subsec. (c). Pub. L. 94455, §1906(b)(13)(A),
struck out ‘‘or his delegate’ after ‘‘Secretary’ wher-
ever appearing.

Subsec. (¢)(3)(B). Pub. L. 94-455, §1901(a)(67), sub-
stituted ‘‘for his first taxable year in which he receives
prepaid subscription income in the trade or business’
for ‘‘for his first taxable year (i) which begins after De-
cember 31, 1957, and (ii) in which he receives prepaid
subscription income in the trade or business’’.

EFFECTIVE DATE OF 1976 AMENDMENT

Amendment by section 1901(a)(67) of Pub. L. 94-455 ef-
fective for taxable years beginning after Dec. 31, 1976,
see section 1901(d) of Pub. L. 94-455, set out as a note
under section 2 of this title.

EFFECTIVE DATE

Pub. L. 85-866, title I, §28(c), Sept. 2, 1958, 72 Stat.
1626, provided that: ‘“The amendments made by sub-
sections (a) and (b) [enacting this section] shall apply
with respect to taxable years beginning after December
31, 1957.”

§456. Prepaid dues income of certain member-
ship organizations

(a) Year in which included

Prepaid dues income to which this section ap-
plies shall be included in gross income for the
taxable years during which the liability de-
scribed in subsection (e)(2) exists.

(b) Where taxpayer’s liability ceases

In the case of any prepaid dues income to
which this section applies—

(1) If the liability described in subsection
(e)(2) ends, then so much of such income as
was not includible in gross income under sub-
section (a) for preceding taxable years shall be
included in gross income for the taxable year
in which the liability ends.

(2) If the taxpayer ceases to exist, then so
much of such income as was not includible in
gross income under subsection (a) for preced-
ing taxable years shall be included in gross in-
come for the taxable year in which such ces-
sation of existence occurs.

(c) Prepaid dues income to which this section ap-
plies
(1) Election of benefits

This section shall apply to prepaid dues in-
come if and only if the taxpayer makes an
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election under this section with respect to the
trade or business in connection with which
such income is received. The election shall be
made in such manner as the Secretary may by
regulations prescribe. No election may be
made with respect to a trade or business if in
computing taxable income the cash receipts
and disbursements method of accounting is
used with respect to such trade or business.

(2) Scope of election

An election made under this section shall
apply to all prepaid dues income received in
connection with the trade or business with re-
spect to which the taxpayer has made the elec-
tion; except that the taxpayer may, to the ex-
tent permitted under regulations prescribed
by the Secretary, include in gross income for
the taxable year of receipt the entire amount
of any prepaid dues income if the liability
from which it arose is to end within 12 months
after the date of receipt. Except as provided in
subsection (d), and election made under this
section shall not apply to any prepaid dues in-
come received before the first taxable year for
which the election is made.

(3) When election may be made

(A) With consent

A taxpayer may, with the consent of the
Secretary, make an election under this sec-
tion at any time.

(B) Without consent

A taxpayer may, without the consent of
the Secretary, make an election under this
section for its first taxable year in which it
receives prepaid dues income in the trade or
business. Such election shall be made not
later than the time prescribed by law for fil-
ing the return for the taxable year (includ-
ing extensions thereof) with respect to
which such election is made.

(4) Period to which election applies

An election under this section shall be effec-
tive for the taxable year with respect to which
it is first made and for all subsequent taxable
years, unless the taxpayer secures the consent
of the Secretary to the revocation of such
election. For purposes of this title, the com-
putation of taxable income under an election
made under this section shall be treated as a
method of accounting.

(d) Transitional rule

(1) Amount includible in gross income for elec-
tion years

If a taxpayer makes an election under this
section with respect to prepaid dues income,
such taxpayer shall include in gross income,
for each taxable year to which such election
applies, not only that portion of prepaid dues
income received in such year otherwise includ-
ible in gross income for such year under this
section, but shall also include in gross income
for such year an additional amount equal to
the amount of prepaid dues income received in
the 3 taxable years preceding the first taxable
year to which such election applies which
would have been included in gross income in
the taxable year had the election been effec-
tive 3 years earlier.
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