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income under section 454(c) from the redemp-
tion of the series H bond, that is, the amount 
of the increase in the redemption price of the 
series E bond ($1,000 less $820) occurring be-
tween February 1, 1955, and January 15, 1960, 
the period during which he owned the series 
E bond. 

[T.D. 6500, 25 FR 11719, Nov. 26, 1960, as 
amended by T.D. 6935, 32 FR 15820, Nov. 17, 
1967; T.D. 7154, 36 FR 24997, Dec. 28, 1971] 

§ 1.455–1 Treatment of prepaid sub-
scription income. 

Effective with respect to taxable 
years beginning after December 31, 
1957, section 455 permits certain tax-
payers to elect with respect to a trade 
or business in connection with which 
prepaid subscription income is re-
ceived, to include such income in gross 
income for the taxable years during 
which a liability exists to furnish or 
deliver a newspaper, magazine, or other 
periodical. If a taxpayer does not elect 
to treat prepaid subscription income 
under the provisions of section 455, 
such income is includible in gross in-
come for the taxable year in which re-
ceived by the taxpayer, unless under 
the method or practice of accounting 
used in computing taxable income such 
amount is to be properly accounted for 
as of a different period. 

[T.D. 6591, 27 FR 1798, Feb. 27, 1962] 

§ 1.455–2 Scope of election under sec-
tion 455. 

(a) If a taxpayer makes an election 
under section 455 and § 1.455–6 with re-
spect to a trade or business, all prepaid 
subscription income from such trade or 
business shall be included in gross in-
come for the taxable years during 
which the liability exists to furnish or 
deliver a newspaper, magazine, or other 
periodical. Such election shall be appli-
cable to all prepaid subscription in-
come received in connection with the 
trade or business for which the election 
is made; except that the taxpayer may 
further elect to include in gross income 
for the taxable year of receipt (as de-
scribed in section 455(d)(3) and para-
graph (c) of § 1.455–5) 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 
receipt, hereinafter sometimes referred 
to as ‘‘within 12 months’’ election. 

(b) If the taxpayer is engaged in more 
than one trade or business in which a 
liability is incurred to furnish or de-
liver a newspaper, magazine, or other 
periodical, a separate election 455 with 
respect to each such trade or business. 
In addition, 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 455. 

(c) An election made under section 
455 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 
such election. Thus, in any case where 
the taxpayer has elected a method pre-
scribed by section 455 for the inclusion 
of prepaid subscription income in gross 
income, such method of reporting in-
come may not be changed without the 
prior approval of the Commissioner. In 
order to secure the Commissioner’s 
consent to the revocation of such elec-
tion, an application must be filed with 
the Commissioner in accordance with 
section 446(e) and the regulations 
thereunder. For purposes of subtitle A 
of the Code, the computation of taxable 
income under an election made under 
section 455 shall be treated as a method 
of accounting. For adjustments re-
quired by changes in method of ac-
counting, see section 481 and the regu-
lations thereunder. 

(d) An election made under section 
455 shall not apply to any prepaid sub-
scription income received before the 
first taxable year to which the election 
applies. For example, Corporation M, 
which computes its taxable income 
under an accrual method of accounting 
and files its income tax returns on the 
calendar year basis, publishes a month-
ly magazine and customarily sells sub-
scriptions on a 3-year basis. In 1958 it 
received $135,000 of 3-year prepaid sub-
scription income for subscriptions be-
ginning during 1958, and in 1959 it re-
ceived $142,000 of prepaid subscription 
income for subscriptions beginning 
after December 31, 1958. In February 
1959 it elected, with the consent of the 
Commissioner, to report its prepaid 
subscription income under the provi-
sions of section 455 for the year 1959 
and subsequent taxable years. The 
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$135,000 received in 1958 from prepaid 
subscriptions must be included in gross 
income in full in that year, and no part 
of such 1958 income shall be allocated 
to the years 1959, 1960, and 1961 during 
which M was under a liability to de-
liver its magazine. The $142,000 re-
ceived in 1959 from prepaid subscrip-
tions shall be allocated to the years 
1959, 1960, 1961, and 1962. 

(e) No election may be made under 
section 455 with respect to a trade or 
business if, in computing taxable in-
come, the cash receipts and disburse-
ments method of accounting is used 
with respect to such trade or business. 
However, if the taxpayer is on a ‘‘com-
bination’’ method of accounting under 
section 446(c)(4) and the regulations 
thereunder, it may elect the benefits of 
section 455 if it uses an accrual method 
of accounting for subscription income 

[T.D. 6591, 27 FR 1798, Feb. 27, 1962] 

§ 1.455–3 Method of allocation. 
(a) Prepaid subscription income to 

which section 455 applies shall be in-
cluded in gross income for the taxable 
years during which the liability to 
which the income relates is discharged 
or is deemed to be discharged on the 
basis of the taxpayer’s experience. 

(b) For purposes of determining the 
period or periods over which the liabil-
ity of the taxpayer extends, and for 
purposes of allocating prepaid subscrip-
tion income to such periods, the tax-
payer may aggregate similar trans-
actions during the taxable year in any 
reasonable manner, provided the meth-
od of aggregation and allocation is con-
sistently followed. 

[T.D. 6591, 27 FR 1798, Feb. 27, 1962] 

§ 1.455–4 Cessation of taxpayer’s liabil-
ity. 

(a) If a taxpayer has elected to apply 
the provisions of section 455 to a trade 
or business in connection with which 
prepaid subscription income is re-
ceived, and if its liability to furnish or 
deliver a newspaper, magazine, or other 
periodical ends for any reason, then so 
much of the prepaid subscription in-
come attributable to such liability as 
was not includible in its gross income 
under section 455 for preceding taxable 
years shall be included in its gross in-

come for the taxable year in which 
such liability ends. A taxpayer’s liabil-
ity may end, for example, because of 
the cancellation of a subscription. See 
section 381(c)(4) and the regulations 
thereunder for the treatment of pre-
paid subscription income in a trans-
action to which section 381(a) applies. 

(b) If a taxpayer who has elected to 
apply the provisions of section 455 to a 
trade or business dies or ceases to 
exist, then so much of the prepaid sub-
scription income attributable to such 
trade or business which was not includ-
ible in its gross income under section 
455 for preceding taxable years shall be 
included in its gross income for the 
taxable year in which such death or 
cessation of existence occurs. See sec-
tion 381(c)(4) and the regulations there-
under for the treatment of prepaid sub-
scription income in a transaction to 
which section 381(a) applies. 

[T.D. 6591, 27 FR 1799, Feb. 27, 1962] 

§ 1.455–5 Definitions and other rules. 
(a) Prepaid subscription income. (1) The 

term ‘‘prepaid subscription income’’ 
means any amount includible in gross 
income which is received in connection 
with, and is directly attributable to, a 
liability of the taxpayer which extends 
beyond the close of the taxable year in 
which such amount is received and 
which is income from a newspaper, 
magazine, or other periodical. For ex-
ample where Corporation X, a pub-
lisher of newspapers, magazines, and 
other periodicals makes sales on a sub-
scription basis and the purchaser pays 
the subscription price in advance, pre-
paid subscription income would include 
the amounts actually received by X in 
connection with its liability to furnish 
or deliver the newspaper, magazine, or 
other periodical. 

(2) For purposes of section 455, pre-
paid subscription income does not in-
clude amounts received by a taxpayer 
in connection with sales of subscrip-
tions on a prepaid basis where such 
taxpayer does not have the liability to 
furnish or deliver a newspaper, maga-
zine, or other periodical. The provi-
sions of this subparagraph may be il-
lustrated by the following example. 
Corporation D has a contract with each 
of several large publishers which 
grants it the right to sell subscriptions 
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