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Years ending Dec. 31— 

1977 1978 1979 1980 1981 1982 

Net amount deductible for the year for coupons redeemed during 
the redemption period ................................................................... ........ ........ 6 7 11 ........

(f) Subchapter C transactions—(1) Gen-
eral rule. If a transfer of substantially 
all the assets of a trade or business in 
which discount coupons are redeemed 
is made to an acquiring corporation, 
and if the acquiring corporation deter-
mines its bases in these assets, in 
whole or part, with reference to the 
basis of these assets in the hands of the 
transferor, then for the purposes of sec-
tion 466(e) the principles of section 381 
and § 1.381(c)(4)–1 will apply. The appli-
cation of this rule is not limited to the 
transactions described in section 381(a). 
Thus, the rule also applies, for exam-
ple, to transactions described in sec-
tion 351. 

(2) Special rules. If, in the case of a 
transaction described in paragraph 
(f)(1) of this section, an acquiring cor-
poration acquires assets that were used 
in a trade or business that was not sub-
ject to a section 466 election from a 
transferor that is owned or controlled 
directly (or indirectly through a chain 
of corporations) by the same interests, 
and if the acquiring corporation uses 
the acquired assets in a trade or busi-
ness for which the acquiring corpora-
tion later makes an election to use sec-
tion 466, then the acquiring corpora-
tion must establish a suspense account 
by taking into account not only its 
own experience but also the trans-
feror’s experience when the transferor 
held the assets in its trade or business. 
Furthermore, the transferor is not al-
lowed a deduction for qualified dis-
count coupons redeemed after the date 
of the transfer attributable to discount 
coupons issued by the transferor before 
the date of the transfer. Such redemp-
tions shall be considered to be made by 
the acquiring corporation. 

(3) Example. The provisions of para-
graph (f)(2) of this section may be illus-
trated by the following example: 

Example. Corporation S, a calendar year 
taxpayer, is a wholly owned subsidiary of 
Corporation P, a calendar year taxpayer. On 
December 31, 1982, S acquires from P 
sustantially all of the assets used in a trade 

or business in which qualified disount cou-
pons are redeemed. P had not made an elec-
tion under section 466 with respect to the re-
demption costs of the qualified discount cou-
pons issued in connection with that trade or 
business. S makes an election to use section 
466 for its taxable year ending December 31, 
1983, for the trade or business in which the 
acquired assets are used, and selects a re-
demption period of 6 months. Assume that 
P’s qualified discount coupon redemption 
costs in the first 6 months of 1981 and 1982 
were $120 and $140 respectively. Assume fur-
ther that S’s qualified discount coupon re-
demption costs in the first 6 months of 1983 
were $130, and that there are no accounting 
change adjustments that increase income 
with respect to the election. S must estab-
lish a suspense account by taking into ac-
count the largest dollar amount of deduc-
tions that would have been allowed under 
section 466(a)(1) for the 3 immediately pre-
ceding taxable years of P, including both P’s 
and S’s experience with respect to costs ac-
tually incurred during the redemption peri-
ods relating to those years. Thus, the initial 
opening balance of S’s suspense account is 
$140. S must also make an initial year ad-
justment of $10 ($140–$130), which S must in-
clude in income for S’s taxable year ending 
December 31, 1983. P may not take a deduc-
tion for the qualified coupon redemptions 
made after December 31, 1982, that are at-
tributable to coupons issued by P before De-
cember 31, 1982. Thus, none of the $130 quali-
fied discount coupon redemption costs in-
curred by S during the first six months of 
1983 may be deducted by P. 

[T.D. 8022, 50 FR 18474, May 1, 1985, as amend-
ed at 50 FR 21046, May 22, 1985] 

§ 1.466–2 Special protective election 
for certain taxpayers. 

(a) General rule. Section 373(c) of the 
Revenue Act of 1978 (92 Stat. 2865) al-
lows certain taxpayers, who in prior 
years have accounted for discount cou-
pons under a method of accounting rea-
sonably similar to the method de-
scribed in § 1.451–4, to elect to treat 
that method of accounting as a proper 
one for those prior years. There are 
several differences between this protec-
tive election and the section 466(d) 
election. First, the protective election 
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applies only to a single continuous pe-
riod of taxable years the last year of 
which ends before January 1, 1979. Sec-
ond, an otherwise qualifying protective 
election may apply to coupons which 
are discount coupons but which would 
not be treated as qualified discount 
coupons under Code section 466. Third, 
certain expenses such as the cost of re-
demption center service fees, and 
amounts that are payable to the re-
tailer (or other person redeeming the 
coupons from the person receiving the 
price discount) for services in redeem-
ing the coupons but that are not stated 
on the coupon, can be subtracted from 
gross receipts for prior years covered 
by a protective election (if treated as 
deductible under the accounting meth-
od for such years), even though such 
expenses would not be deductible under 
Code section 466. 

(b) Requirements. In order to qualify 
for this special protective election, the 
following conditions must be met: 

(1) For a continuous period of one or 
more prior taxable years, (the last year 
of which ends before Jan. 1, 1979), the 
taxpayer must have used a method of 
accounting for discount coupons that is 
reasonably similar to the method pro-
vided in § 1.451–4 or its predecessors 
under the Internal Revenue Code of 
1954; 

(2) The taxpayer must make an elec-
tion under section 466 of the Internal 
Revenue Code of 1954 according to the 
rules contained in § 1.466–3 for its first 
taxable year ending after December 31, 
1978; and 

(3) The taxpayer must make an elec-
tion under section 373(c) of the Rev-
enue Act of 1978 according to the rules 
contained in § 1.466–4 for its first tax-
able year ending after December 31, 
1978. 

(c) Amount to be subtracted from gross 
receipts. The amount the taxpayer may 
subtract under this section for the re-
demption costs of coupons shall include 
only: 

(1) Costs of the type permitted by 
§ 1.451–4 to be included in the estimated 
average cost of redeeming coupons, 
plus 

(2) Any amount designated or re-
ferred to on the coupon payable by the 
taxpayer to the person who allowed the 

discount on a sale by such person to 
the user of the coupon. 
Nothing in this paragraph shall allow 
an item to be deducted more than once. 

(d) Right to amend prior tax returns. 
This paragraph applies only to those 
taxpayers who have agreed in a prior 
year to discontinue the use of the 
method of accounting described in 
§ 1.451–4 for discount coupon redemp-
tions. If the taxpayer used such method 
of accounting on the original return 
filed for the prior taxable year, and if 
any such year is not closed under the 
statute of limitations or by reason of a 
closing agreement with the Internal 
Revenue Service, a taxpayer who has 
made a protective election may file an 
amended return and a claim for refund 
for such years. In this amended return, 
the taxpayer should account for its dis-
count coupon redemptions, according 
to the method of accounting described 
in § 1.451–4. This is not to be construed, 
however, to abrogate in any way the 
rules regarding the close of taxable 
years due to the statute of limitations 
or a binding closing agreement between 
the Internal Revenue Service and the 
taxpayer. 

(e) Suspense account not required. If 
the following three conditions are sat-
isfied, the taxpayer need not establish 
the suspense account otherwise re-
quired by section 466(e). First, the tax-
payer must make a timely election 
under these rules to protect prior 
years. Second, the method of account-
ing used in those years must have been 
used for all discount coupons issued by 
the taxpayer in those years in all the 
taxpayer’s separate trades or 
businesses in which coupons were 
issued. Third, either before or after an 
amendment to the taxpayer’s tax re-
turns as described in paragraph (d) of 
this section, a method of accounting 
reasonably similar to the method of ac-
counting described in § 1.451–4 must 
have been used for the taxable year 
ending on or before December 31, 1978. 
If these conditions are met, the tax-
payer will treat the election of the 
method under section 466 as a change 
in method of accounting to which the 
rules in section 481 and the regulations 
thereunder apply. 

(f) Definition: reasonably similar. For 
purposes of paragraphs (b)(1) and (e) of 
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this section, a taxpayer will be consid-
ered to have used a method of account-
ing for discount coupons that is ‘‘rea-
sonably similar’’ to the method of ac-
counting provided in § 1.451–4 if the tax-
payer followed the method of account-
ing described in § 1.451–4 as if that 
method were a valid method of ac-
counting for discount coupon redemp-
tions. 

[T.D. 8022, 50 FR 18476, May 1, 1985] 

§ 1.466–3 Manner of and time for mak-
ing election under section 466. 

(a) In general. Section 466 provides a 
special method of accounting for ac-
crual basis taxpayers who issue quali-
fied discount coupons (as defined in 
section 466(b)). In order to use the spe-
cial method under section 466, a tax-
payer must make an election with re-
spect to the trade or business in con-
nection with which the qualified dis-
count coupons are issued. If a taxpayer 
issues qualified discount coupons in 
connection with more than one trade 
or business, the taxpayer may use the 
special method of accounting under 
section 466 only with respect to the 
qualified discount coupons issued in 
connection with a trade or business for 
which an election is made. The election 
must be made in the manner prescribed 
in this section. The election does not 
require the prior consent of the Inter-
nal Revenue Service. An election under 
section 466 is effective for the taxable 
year for which it is made and for all 
subsequent taxable years, unless the 
taxpayer secures the prior consent of 
the Internal Revenue Service to revoke 
such election. 

(b) Manner of and time for making elec-
tion—(1) General rule. Except as pro-
vided in paragraph (b)(2) of this sec-
tion, an election is made under section 
466 and this section by filing a state-
ment of election containing the infor-
mation described in paragraph (c) of 
this section with the taxpayer’s income 
tax return for the taxpayer’s first tax-
able year for which the election is 
made. The election must be made not 
later than the time prescribed by law 
(including extensions thereof) for filing 
the income tax return for the first tax-
able year for which the election is 
made. Thus, the election may not be 
made for a taxable year by filing an 

amended income tax return after the 
time prescribed (including extensions) 
for filing the original return for such 
year. 

(2) Transitional rule. If the last day of 
the time prescribed by law (including 
extensions thereof) for filing a tax-
payer’s income tax return for the tax-
payer’s first taxable year ending after 
December 31, 1978, falls before Decem-
ber 3, 1979, and the taxpayer does not 
make an election under section 466 
with respect to such taxable year in 
the manner prescribed by paragraph 
(b)(1) of this section, an election is 
made under section 466 and this section 
with respect to such taxable year if— 

(i) Within the time prescribed by law 
(including extensions thereof) for filing 
the taxpayer’s income tax return for 
such taxable year, the taxpayer has 
made a reasonable effort to notify the 
Commissioner of the taxpayer’s intent 
to make an election under section 466 
with respect to such taxable year, and 

(ii) Before January 2, 1980, the tax-
payer files a statement of election 
containing the information described 
in paragraph (c) of this section to be 
associated with the taxpayer’s income 
tax return for such taxable year. 
For purposes of paragraph (b)(2)(i) of 
this section, a reasonable effort to no-
tify the Commissioner of an intent to 
make an election under section 466 
with respect to a taxable year includes 
the timely filing of an income tax re-
turn for such taxable year if the tax-
able income reported on the return re-
flects a deduction for the redemption 
costs of qualified discount coupons as 
determined under section 466(a). 

(c) Required information. The state-
ment of election required by paragraph 
(b) of this section must indicate that 
the taxpayer (identified by name, ad-
dress, and taxpayer identification num-
ber) is making an election under sec-
tion 466 and must set forth the fol-
lowing information: 

(1) A description of each trade or 
business for which the election is 
made; 

(2) The first taxable year for which 
the election is made; 

(3) The redemption period (as defined 
in section 466(c)(2)) for each trade or 
business for which the election is 
made; 
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