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‘“(A) such corporation was incorporated on May 25,
1984, for the purpose of acquiring all of the stock of
another corporation,

“(B) such acquisition took place on October 23, 1984,

‘(C) in connection with such acquisition, the cor-
poration incurred indebtedness of approximately
$151,000,000, and

‘(D) substantially all of the stock of the corpora-
tion is owned directly or indirectly by employees of
the corporation the stock of which was acquired on
October 23, 1984.

‘“(6) SPECIAL RULE FOR SALES OF REAL PROPERTY BY
DEALERS.—In the case of installment obligations aris-
ing from the sale of real property in the ordinary
course of the trade or business of the taxpayer, any
gain attributable to allocable installment indebtedness
allocated to any such installment obligations which
arise (or are deemed to arise)—

“(A) in the 1st taxable year of the taxpayer ending
after December 31, 1986, shall be taken into account
ratably over the 3 taxable years beginning with such
1st taxable year, and

‘“(B) in the 2nd taxable year of the taxpayer ending
after December 31, 1986, shall be taken into account
ratably over the 2 taxable years beginning with such
2nd taxable year.

‘(T SPECIAL RULE FOR SALES OF PERSONAL PROPERTY
BY DEALERS.—In the case of installment obligations
arising from the sale of personal property in the ordi-
nary course of the trade or business of the taxpayer,
solely for purposes of determining the time for pay-
ment of tax and interest payable with respect to such
tax—

‘‘(A) any increase in tax imposed by chapter 1 of the
Internal Revenue Code of 1986 for the 1st taxable year
of the taxpayer ending after December 31, 1986, by
reason of the amendments made by this section shall
be treated as imposed ratably over the 3 taxable
years beginning with such 1st taxable year, and

‘(B) any increase in tax imposed by such chapter 1
for the 2nd taxable year of the taxpayer ending after
December 31, 1986 (determined without regard to sub-
paragraph (A)), by reason of the amendments made
by this section shall be treated as imposed ratably
over the 2 taxable years beginning with such 2nd tax-
able year.

‘(8) TREATMENT OF CERTAIN INSTALLMENT OBLIGA-
TIONS.—Notwithstanding the amendments made by sub-
title B of title III [section 311 of Pub. L. 99-514, amend-
ing sections 593, 631, 852, 1201, and 1445 of this title and
enacting provisions set out as notes under sections 631
and 1201 of this title], gain with respect to installment
payments received pursuant to notes issued in accord-
ance with a note agreement dated as of August 29, 1980,
where—

‘“(A) such note agreement was executed pursuant to
an agreement of purchase and sale dated April 25,
1980,

‘(B) more than %2 of the installment payments of
the aggregate principal of such notes have been re-
ceived by August 29, 1986, and

‘“(C) the last installment payment of the principal
of such notes is due August 29, 1989,

shall be taxed at a rate of 28 percent.

‘“(9) SPECIAL RULES.—For purposes of section 453C of
the 1986 Code (as added by subsection (a))—

‘‘(A) REVOLVING CREDIT PLANS, ETC.—The term ‘ap-
plicable installment obligation’ shall not include any
obligation arising out of any disposition or sale de-
scribed in paragraph (1) or (2) of section 453(k) of such
Code (as added by section 812(a)).

“(B) CERTAIN DISPOSITIONS DEEMED MADE ON FIRST
DAY OF TAXABLE YEAR.—In the case of a taxpayer’s 1st
taxable year ending after December 31, 1986, disposi-
tions after February 28, 1986, and before the 1st day of
such taxable year shall be treated as made on such
1st day.”

[Pub. L. 105-34, title X, §1088(b), Aug. 5, 1997, 111 Stat.
959, as amended by Pub. L. 105-206, title VI, §6010(q),
July 22, 1998, 112 Stat. 817, provided that:
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[“(1) IN GENERAL.—The amendment made by this sec-
tion [amending section 811(c) of Pub. L. 99-514, set out
above] shall apply to taxable years beginning more
than 1 year after the date of the enactment of this Act
[Aug. 5, 1997].

[‘“(2) COORDINATION WITH SECTION 481.—In the case of
any taxpayer required by this section to change its
method of accounting for any taxable year—

[*“(A) such changes shall be treated as initiated by
the taxpayer,

[*“(B) such changes shall be treated as made with
the consent of the Secretary of the Treasury, and

[*“(C) the net amount of the adjustments required to
be taken into account under section 481(a) of the In-
ternal Revenue Code of 1986 shall be taken into ac-
count ratably over the 4 taxable year period begin-
ning with the first taxable year beginning more than

1 year after the date of the enactment of this Act.”]

§ 454. Obligations issued at discount

(a) Non-interest-bearing obligations issued at a
discount

If, in the case of a taxpayer owning any non-
interest-bearing obligation issued at a discount
and redeemable for fixed amounts increasing at
stated intervals or owning an obligation de-
scribed in paragraph (2) of subsection (c), the in-
crease in the redemption price of such obliga-
tion occurring in the taxable year does not
(under the method of accounting used in com-
puting his taxable income) constitute income to
him in such year, such taxpayer may, at his
election made in his return for any taxable year,
treat such increase as income received in such
taxable year. If any such election is made with
respect to any such obligation, it shall apply
also to all such obligations owned by the tax-
payer at the beginning of the first taxable year
to which it applies and to all such obligations
thereafter acquired by him and shall be binding
for all subsequent taxable years, unless on appli-
cation by the taxpayer the Secretary permits
him, subject to such conditions as the Secretary
deems necessary, to change to a different meth-
od. In the case of any such obligations owned by
the taxpayer at the beginning of the first tax-
able year to which his election applies, the in-
crease in the redemption price of such obliga-
tions occurring between the date of acquisition
(or, in the case of an obligation described in
paragraph (2) of subsection (c), the date of acqui-
sition of the series E bond involved) and the
first day of such taxable year shall also be treat-
ed as income received in such taxable year.

(b) Short-term obligations issued on discount
basis

In the case of any obligation—

(1) of the United States; or
(2) of a State or a possession of the United

States, or any political subdivision of any of

the foregoing, or of the District of Columbia,

which is issued on a discount basis and payable
without interest at a fixed maturity date not ex-
ceeding 1 year from the date of issue, the
amount of discount at which such obligation is
originally sold shall not be considered to accrue
until the date on which such obligation is paid
at maturity, sold, or otherwise disposed of.
(c) Matured United States savings bonds

In the case of a taxpayer who—

(1) holds a series E United States savings
bond at the date of maturity, and
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(2) pursuant to regulations prescribed under
chapter 31 of title 31 (A) retains his invest-
ment in such series E bond in an obligation of
the United States, other than a current in-
come obligation, or (B) exchanges such series
E bond for another nontransferable obligation
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.

(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. 97-452, §2(¢)(2), Jan. 12, 1983, 96 Stat. 2478.)

AMENDMENTS

1983—Subsec. (¢)(2). Pub. L. 97452 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.

(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
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an 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 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
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.

(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
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
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