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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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