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extend such privileges exists, if such li-
ability does not extend over a period of 
time in excess of 36 months. If the tax-
payer does not elect to treat prepaid 
dues income under section 456, or if 
such income may not be reported under 
section 456, as for example, where the 
income relates to a liability to render 
services or make available membership 
privileges which extends beyond 36 
months, then such income is includible 
in gross income for the taxable year in 
which it is received (as described in 
paragraph (d) of § 1.456–5). 

[T.D. 6937, 32 FR 16394, Nov. 30, 1967]

§ 1.456–2 Scope of election under sec-
tion 456. 

(a) An election made under section 
456 and § 1.456–6, shall be applicable to 
all prepaid dues income received in 
connection with the trade or business 
for which the election is made. How-
ever, the taxpayer may further elect to 
include in gross income for the taxable 
year of receipt the entire amount of 
any prepaid dues income attributable 
to a liability extending beyond the 
close of the taxable year but ending 
within 12 months after the date of re-
ceipt, hereinafter referred to as the 
‘‘within 12 months’’ election. 

(b) If the taxpayer is engaged in more 
than one trade or business in connec-
tion with which prepaid dues income is 
received, a separate election may be 
made under section 456 with respect to 
each such trade or business. In addi-
tion, a taxpayer may make a separate 
‘‘within 12 months’’ election for each 
separate trade or business for which it 
has made an election under section 456. 

(c) A section 456 election and a 
‘‘within 12 months’’ election shall be 
binding for the first taxable year for 
which the election is made and for all 
subsequent taxable years, unless the 
taxpayer secures the consent of the 
Commissioner to the revocation of ei-
ther election. In order to secure the 
Commissioner’s consent to the revoca-
tion of the section 456 election or the 
‘‘within 12 months’’ election, an appli-
cation must be filed with the Commis-
sioner in accordance with section 446(e) 
and the regulations thereunder. How-
ever, an application for consent to re-
voke the section 456 election or the 
‘‘within 12 months’’ election in the 

case of all taxable years which end be-
fore November 30, 1967 must be filed on 
or before February 28, 1968. For pur-
poses of Subtitle A of the Code, the 
computation of taxable income under 
an election made under section 456 or 
under the ‘‘within 12 months’’ election 
shall be treated as a method of ac-
counting. For adjustments required by 
changes in method of accounting, see 
section 481 and the regulations there-
under. 

(d) Except as provided in section 
456(d) and § 1.456–7, an election made 
under section 456 shall not apply to any 
prepaid dues income received before 
the first taxable year to which the 
election applies. For example, Corpora-
tion X, a membership organization 
which files its income tax returns on a 
calendar year basis, customarily sells 
3-year memberships, payable in ad-
vance. In 1961 it received $160,000 of pre-
paid dues income for 3-year member-
ships beginning during 1961, and in 1962 
it received $185,000 of prepaid dues in-
come for 3-year memberships beginning 
on January 1, 1962. In March 1962 it 
elected, with the consent of the Com-
missioner, to report its prepaid dues in-
come under the provisions of section 
456 for the year 1962 and subsequent 
taxable years. The $160,000 received in 
1961 from prepaid dues must be in-
cluded in gross income in full in that 
year, and except as provided in section 
456(d) and § 1.456–7, no part of such in-
come shall be allocated to the taxable 
years 1962, 1963, and 1964 during which 
X was under a liability to make avail-
able its membership privileges. The 
$185,000 received in 1962 from prepaid 
dues income shall be allocated to the 
years 1962, 1963, and 1964. 

(e) No election may be made under 
section 456 with respect to a trade or 
business if, in computing taxable in-
come, the cash receipts and disburse-
ments method (or a hybrid thereof) of 
accounting is used with respect to such 
trade or business, unless the combina-
tion of the section 456 election and the 
taxpayer’s hybrid method of account-
ing does not result in a material distor-
tion of income. 

[T.D. 6937, 32 FR 16394, Nov. 30, 1967; 32 FR 
17479, Dec. 6, 1967]

VerDate Apr<18>2002 09:56 Apr 19, 2002 Jkt 197085 PO 00000 Frm 00147 Fmt 8010 Sfmt 8010 Y:\SGML\197085T.XXX pfrm13 PsN: 197085T


