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PREPAID DUES INCOME.OF CERTAIN MEMBERSHIP
ORGANIZATIONS

JuLY 14, 1961.-Ordered to be printed

Mr. BYRD of Virginia, from the Committee on Finance, submitted the
following

REPORT
[To accompany H.R. 929]

The Committee on Finance, to whom was referred tile bill (H.R. 929)
to inmend the Internal Revenue Code of 1954 to permit the prepaid
dues income of certain membership organizations to be included in
gross income for the taxable years to which the dues relate, having
considered the same, report favorably thereon without amendment
and recommend that the bill (1do pass.

I. SUMMARY OF BILL

The bill provides that prepaid membership dues income of member-
ship organizations may, at the election of tile taxpayer, for tax
purposes be spread over the period during which there is a liability on
thle part of the organizations to provide the service, rather than
reported in the earlier year in which the income is received. The
liability involved must extend( beyond thie current year but may not
extend for more than 36 months. The membership organizations to
which the provision applies are limited to those, such as automobile
clubs, which have no capital stock and make no distributions of net
earnings to meill)ers. A special rule is also provided which spreads
over a 5-year period the revenue loss which would otherwise occur in
each of the first 3 years of transition to thle new method for reporting
this prepaid income. Tlihe provision is effective for taxable years
l)egiining with thle calendar year 1961.

II. REASONS FOR THE BILL

rT'is bill is concerned with the relationship of income tax accounting
to generally accepted accounting principles in the case of prepaid
income arising from membership dues.

72006



2 PREPAID DUES INCOME OF CERTAIN ORGANIZATIONS

In adopting the Internal.Revenue Code of 1954 Congress provided
in what was then section 452 that taxpayers might elect to report
prepaid income for tax purposes as income over the current year and
5 succeeding years, to the extent proper under the accounting methods
used by the taxpayer (the period over which the income could be
spread was less than 6 years where the liability to perform services,
etc., was for a lesser period). In 1955, however, Congress became
aware of the fact that a large revenue loss was involved in another
accounting provision, namely, section 462 which related to reserves
for estimated future expenses and which involved the doubling up of
deductions in its first years of application. As a result Congress at
that time repealed not only the provision relating to reserves for
estimated expenses, but also section 452 relating to prepaid income
since this provision was interrelated with section 462 and since in
some cases it was possible to accomplish much the same purpose under
either section. Nevertheless, Congress recognized in the committee
reports describing this action the desirability of following generally
accepted accounting principles for reporting income for tax purposes.
It also indicated that study would be given to ways in which this
could be accomplished without the substantial revenue loss which
would have arisen under sections 452 and 462. Subsequently, in the
Technical Amendments Act of 1958, Congress adopted a section (sec.
455) providing for the spreading forward of prepaid income for tax
purposes in the case of newspaper and periodical subscriptions. The
income in this case may, at the election of the taxpayer, be spread
over the period in which there is a liability to furnish the newspaper
or periodical.
The problem with which this bill is concerned is substantially

similar to the problem dealt with in the case of the prepaid subscription
income provision enacted in 1958. In Automobile Club of Michigan
v. Commissioner (353 U.S. 180), in 1957, the Supreme Court held that
membership dues received 1 year in advance by that automobile
club must be reported for income taxpurposes for the year of receipt
rather than over the 12-month period to which the dues related.
The 1939 Code (and also the 1954 Code) provides that income is to be
computed in accordance with the method of accounting regularly
employed by the taxpayer in keeping his books, unless this method
does not clearly reflect income. The Supreme Court denied this auto-
mobile club the right to spread the income over the period to which the
dues related primarily on the grounds that the services which the club
must render for the member might not be spread in the same manner as
a pro rata allocation of the club dues.
The pro rata allocation of annual membership dues over the 12

months to which the dues relate may not precisely match the periods
in which services are performed for individual members. Neverthe-
less, your committee believes that spreading dues income of these
clubs in this manner will more clearly approximate the period in which
the services are rendered than reporting the income for the year of the
receipt of the membership dues.
To more accurately reflect generally accepted accounting principles

in this case, therefore, your committee has concluded that in the case
of membership dues it is desirable to provide in the code (sec. 456) that
this income, subject to certain restrictions, may at the election of the
taxpayer be reported on a pro rata basis over the period to which the
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*income relates; that is, over the period in which the services to which
the dues relate are required to be performed.
Your committee recognizes that to permit the delay in reporting the

income in this manner would have an initial impact upon revenues,
although because of the limited nature of this provision this impact of
necessity must be small. To further mitigate this revenue loss your
committee's bill provides a device which in effect spreads over a 5-year
period the initial tax benefit from deferring the reporting of each of the
first 3 years' prepaid income.

III. GENERAL EXPLANATION OF THE BILL
Your committee's bill provides that the prepaid dues income- to

which this bill relates is to be included in income for tax purposes
ratably over the period during which the liability to render the services
exists. Prepaid dues income means amounts received by a member-
ship organization which are attributable to liabilities to render serv-
ices. However, the liability involved must extend beyond the end of
the current taxable year, but not beyond a period of more than 36
months.
Membership organizations are the only taxpayers eligible for this

treatment. They are organizations, such as automobile elubs, without
capital stock no part of the net earnings of which may be distributed
to any member.
The tax deferral for this prepaid income is available only if elected

by the taxpayer. However, no election may be made for a trade or
business where the taxpayer is using the cash basis method of account-
ing. Also, if this treatment is elected generally it must apply to all of
the taxpayer's prepaid dues income from any single trade or business.
An exception to this latter rule is provided for prepaid dues income
where the liability to perform the services, although extending beyond
the end of the current taxable year, nevertheless is for less than 12
months. Such dues income (to the extent permitted by regulations)
does not have to be included under any deferral election. Also, pre-
paid dues income received in years before this provision became
effective, even though attributable to the current or future years, is
not (except as affected by the transitional rule) included under the
deferral provision.
The election to apply this provision may be made at any time with

the consent of Treasury .Department or it may be made for the first
year beginning after December 31, 1960, in which the taxpayer receives
prepaid dues income in a particular trade or business. Once an elec-
tion becomes effective for a taxable year it applies not only for that
year but for all subsequent years as well unless the taxpayer obtains
the consent of the Treasury Department to the revocation of the
election.
Where the liability to perform services for which the dues were pre-

paid for any reason ceases, any income remaining unreported at the
time that event occurs is to be included in income for tax purposes in
the year in which the liability ceases. This would apply, for example,
in the case of a cancellation of a membership. Also, where the
membership organization itself ceases to exist, the bill provides that
any income not previously included in income for tax purposes is to
be so included for the year in which the cessation of existence occurs.
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1 As indicated previously, the bill provides, a transitional rule to
minimize the initial revenue impact, of the, new provision. This

* revenue impact, if there were no special transitional rule, would arise
.because most of the income which under present law would have been
.reported in the transitional period, tnder the new provision is to be
*reported in subsequent years as the liability.to which it relates arises.
Thus, without a transitional rule there would be an immediate revenue
,loss in the first 3 years in which the. new provision ia in operation.

The transitional rules provided by the bill have the effect of spread-
ing over a 5-year period the loss which would otherwise occur in each
of the first 3 years. This is accomplished by providing that a tax-
payer who has elected this provision is to include in its income for
tax purposes a special additional amount equal- to the prepaid dues
.received in the 3 years immediately prior to electing this provision,
to the extent that these dues would have been included in the income
of any of the first 3 transitional years had the election been made
3 years earlier. Where a taxpayer has income which is prepaid for
3 years, this means. that, "additional amounts" -are included in the
taxpayer's income for the first 3 years the new provision applies to
him. If the prepayment of income is for 2 years or 1 year, additional
amounts are included for only the first 2 years, or first year. Under
the bill, these additional amounts included in income in this manner
are then deducted ratably over the current year and 4 succeeding
taxable years.

This transitional rule is illustrated in table 1 by the example of a
.club receiving $30 each year, representing a 3-year prepayment of a
single membership. Assume also that the members involved joined
in the middle of the year so that 6 months of these dues payments
are attributable to the current year. Assume further that the club
involved elected the new provision for the calendar year 1961.

Thus, as is indicated in part II of the table. the $30 of receipts in
the year 1961 are, under the bill, to the extent not attributable to the
current year ($5 is attributable to the current year in this case or
-one-half of 1 year's dues) spread,,over the succeeding years during
which the liability exists Thus, $10 of this income is attributed to
1962, $10 to 1963, and the remaining $5 to the first 6 months of 1964.
Part II of the table shows a similar spread of income for the years
1962 through 1968.
Part I of the table indicates the additional amounts which are

required to be included in income as a result of the application of the
transitional rule. Thus, for the first year of the election, 1961, $5
-of receipts from 1958 would be included, plus $10 of receipts for both
of the years 1959 and 1960. In 1962 only receipts from the years
1959 and 1960 are included. since 1962 is more than 3 years beyond
'1958 and liabilities under the bill may not extendbeyond that length
of time. Similarly, in 1963, only receipts of 1960 are taken into
account and in 1964 no additional amounts are included, in income.
As is indicated, the inclusion of these additional amounts, together
with the inclusions regularly required in the year of liability for those
electing the prepaid income provision, results in a uniform $30 of in-
come throughout the entire period, the same amount which would
have been reported as the income without the adoption of jthe new
provision.

Part II[ of the table indicates over what period the additional
amounts included in income (the amounts shown in pt. I of the table)
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are deducted. As is indicated the additional amounts included in
income in each of the 3 transitional years are deducted on a pro rata
basis over the particular transitional year in question and the succeed-
ing 4 years. Thus the $25 of income (attributable to 1958, 1959,
and 1960 receipts) which, as shown in part I of the table, is included
in income in 1961, is deducted ratably at $5 a year in the years 1961
through 1965. Similarly, the $15 of income (attributable to 1959
and 1960 receipts), included in income in 1962, is deducted at the
rate of $3 a year in the years 1962 through 1966. Finally the $5 of
income (attributable only to 1960 receipts), included in income in 1963,
is deducted at the rate of $1 a year in the years 1963 through 1967.
Thus, the total deductions in 1961 are $5, or one-fifth of the additional
amount included in income in that year. Similarly, in 1962 the
total deductions taken into account represent another similar $5
deduction plus $3 representing one-fifth of the additional income of
$15 in 1962, etc.

TABLE 1.-Illustration of application of transitional rule under bill
[Based upon receipt each year of $30, representing a 3-year prepayment of dues]

Total re- Year of reporting income or taking deduction
Year of receipt or to which ceipts or
deduction is attributable deduc-

tions 1961 1 962 1193 1964 1965 1968 1967 1968

Part I--Additional amounts to be taken Into account from receipts in years
prior to elect Ion

$30 $5-
30 10 $5 ---

30 10 10 $5

..-------- 25 15 5

1958-----------
1959.......................1959-..
1960.........----------

Total amount in-
cluded In Income
a second time....

1961... ..--.. .....----

1962..----------
1963 .------.--.

1964 ...------ ..---

1965.....................
1906 ..... ..

1967.......................
19068--------.-..

Total gross income.-

1961 .......-.........- $25 $5
1962 -----. ..... 3 15---
1963..-- ------- 5.....-

Total special deduc-
tion....-.-------

Income after special
deduction ..----.. -.-.- . .

25

Part II-Operation of new provision in years after election

$30 $ $10 $10 $5.-......-o........ -
30 ..... 6 10 10 $5 .. . . ... .. .. .

30--- --. 5 10 10 $5.-- .--

30.---- .-- - . 6 10 10 $5 .------
30. -... ...-........ ........ 5 10 10 $5
30---- - - -------........ 5 10
30- - - ---........ ----- 0
30-.-- ----- - -- - -------- ----- --- - 5

.----..-- 30 30 30 30 30 30 30 30

Part Ill-Special deductions provided by transitional rule

$5 $5 $5
3 3 3
3

1

-- .. 1 1 1

x 91 9

__

221 211 21

$5
3

9

21

$

42

26

1 ........

291 $0

I Year of election.
I The $25 Is attributable to including In incom. for a 2d time (In 1961) $5 of 1958 receipts, $10 of 1959

receipts, and $10 of 1960 receipts.
'T'he $15 Is attributable to Including in Income for a 2d time (in 1962) $5 of 1959 receipts and $10 of

1960 receipts.
4 The $5 is attributable to including in income a 2d time (in 1963) $5 of 1900 receipts.

........ ........

........ ........

........ ........

-------- --------

........I--------

9.869604064

Table: Table 1.--Illustration of application of transitional rule under bill


460406968.9
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The net effect of this transitional rule in this example is to provide
that instead of the income in 1961 being reduced to $5, the reduction
in 1961 is only from $30 to $25, or is $5. The remaining $20 reduction
is spread evenly over the next 4 years. Similarly the reductions which
otherwise would have occurred in 1962 and 1963 are spread evenly
over those years and the succeeding 4 years. The same aggregate
revenue reduction occurs as would be the case if there were no transi.
tional rule. However, it is spread over a 7-year period instead of a
3-year period.

This bill applies to taxable years beginning after December 31, 1960.

IV. TECHNICAL EXPLANATION OF THE BILL

H.R. 929 adds a new section 456 to the Internal Revenue Code of
1954 relating to the treatment of prepaid dues income. Under
subsection (a) of new section 456 qualifying taxpayers shall, at
their election, include prepaid dues income to which that section ap-
plies in gross income for the taxable years during which the liability
exists to render services or make available membership privileges,
provided, however, that the period of time over which the liability
exists extends beyond the taxable year of receipt but (ldoes not exceed
36 months.

Subsection (b) of new section 456 provides that where a taxpayer
goes out of existence or where, for any other reason, the liability with
respect to any prepaid dues income ends, the payments not previously
reported as income become includible in gross income during the
year in which such event occurs. Since a taxpayer may elect to
report the income under the method provided by this section as to
each separate trade or business, merely liquidating the trade or busi-
ness as to which the election was made (loes not cause this provision to
apply, unalless in so doing the taxpayer's liability to render services is
terminated. The liability described in this subsection may end, for
example, by reason of the cancellation of memllbership.

Subsection (c) of new section 456 contains the rules under which a
taxpayer may elect to apply the provisions, of that section. The
election may be made only with respect to a trade or business the in-
come from which is not reported oni the cash receipts and disbursements
method. If tihe taxpayer is engaged in two or more trades or busi-
nesses, it may elect to defer all items of prel)ai(l (ldues income received
in respect of any one or more trades or businesses. The election once
made is generally applicable to all items of prepaid du(tiles income at-
tributablo to selch trade or business. An exception is provided,
however, in the case of prepaid dues income in respect of which the
liability is to end beyond the end of tlhe taxable year but within 12
months after tle (late of receil)t, in wllichl case the entire amount
received fromJI trade nor business may be included in gross income
wiVlen received to the extent permitted by regulations prescribed by
the Secretary or his (elegate. 'Thle election is effective for the taxable
year with respect to which it is first mla(le andl for all subsequent tax-
able years. Computation of taxable inconime under an election shall be
treated as a method of accounting. Except to thle extent provided
under the transitional rules in subsection (d), the election to (lefer
prepaid dues income will not apply to amounts received before the
first taxable year for which tlih election is male.
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'ne taxpayer may make the election to defer prepaid dues income
without consont.Qf the Secretary or his delegate for the first taxable
year beginning after December 31, 1960, ill which it receives such
prepaid income in connection with the particular trade or business.
The election must be made not later than the time prescribed by law
for the filing of the return for such taxable year (including extensions).
If the taxpayer wishes to make an election at a litter time, the consent
of the Secretary or his delegate must be obtained.
Paragraph (1) of subsection (d) of new section 456 provides transi-

tional rules which require a taxpayer making an election under this
section to include in gross income for each taxable year to which such
election applies, not only that portion of prepaid clues income which
is ineludible in gross income for each such taxable year under sub-
section (a), (b), and (c), but also an additional amount equal to the
amount of prepaid idues income received in the 3 taxable years pro-
ce(ling the first taxable year to which such election applies which
woul(l have been included in gross income in tile taxable year had
the election been effective 3 years earlier. Under paragraph (2) of
sul)section (d), a taxpayer vwho hlas made the election with respect to
prepaid dues income, and who includes in gross income for any taxable
year an additional amount described in paragraph (1) shall be per-
illitted t.) deduct, for such taxable year and for each of the 4 succeed-
ilng taxable years, an amount equal to one-fifth of such additional
amount. Such deduction shall only be allowed if such amount was
actually included in tile taxpayer's gross income during any of the
3 taxable years preceding the first taxable year to which such election
al)plies. llowever, section 481 of the 1954 Code sliall have no appli-
cation to tlihe additional amounts described in this subsection. Tihe
provisions of this subsection are illustrated by the example shown in
the general explanation of this bill.
Paragraph (1) of subsection (e) of new section 456 (lefines prepaid

(ldues income. as any amount includiblee in gross income) which is
received by a membership p organization in connection with, and
which is directly attributable to, a liability to render services or make
available nmemnbershii) privileges over a period of time which exten(ls
beyond tle close of thle taxable year ill which such amount is received.
Such1 services or privileges may include, for example, such services as
road service, touring information, and imap service. A membership)
organization (defined ill paragraph (3) of subsection (e)) is a corpora-
tion, association, federation, or other type of organization wihichl is
organized without capital stock of any kind and no part of the net
earnings of which is distriblutabl e either directly or indirectly to any
11i('lm bel'.

''lhe term "liability" is defined ill pragrnpph (2) of subsection (e) as
a liability to rellder services or make, availableC emibermship privileges
over a period of time which (loes not exceed 36 months. Such
liability shall be deemed to exist, ratably over the period of time that
such services are required to be ren1(1red(, or over the period that such
membership privileges are required to ble made available. Accord-
ingly, prepaid dues income shall be included in income ratably over the
period( that the liability exists. Any amount received in connection
with a liability to furnish services or membership privileges over a
period in excess of .36 months or whiich does not extend beyond the
taxable year of receipt shall be included in income without regard
to the enactment of this provision.

7
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Paragraph (4) of subsection (e) provides that prepaid dues income
shall be treated as received during the year it is includible in gross
income without regard to section 456.

Subsection (b) of the bill contains a technical conforming amend.
ment. The amendments made by this bill shall apply with respect to
taxable years beginning after December 31, 1960.

CHANGES IN EXISTING LAW

In compliance with subsection 4 of rule XXIX of the Standing
Rules of the Senate, changes in existing law made by the bill are
shown as follows (existing law proposed to be omitted is enclosed in
black brackets; new matter is printed in italic; existing law in which
no change is proposed is shown in roman):

INTERNAL REVENUE CODE OF 1954
CHAPTER 1-NORMAL TAXES AND SURTAXES
* * * * * * *

Subchapter E. Accounting Periods and Methods
of Accounting

* * * * * * *

PART II-METHODS OF ACCOUNTING

Subpart B-Taxable Year for Which Items of Gross Income Included
Sec. 451. General rule for taxable year of inclusion.

[Sec. 452. Prepaid income-Repealed by Public Law 74, 84th Cong.,
sec. 1(a).]

Sec. 453. Installment method.
Sec. 454. Obligations issued at discount.
Sec. 455. Prepaid subscription income.
Sec. 456. Prepaid dues income of certain membership organizations.

SEC. 451. GENERAL RULE FOR TAXABLE YEAR OF INCLUSION.
(a) GENERnAT RULE.--The amount of any item of gross income shall

be included in the gross income for the taxable year in which received
by the taxpayer, unless, under the method of accounting used in
computing taxable income, such amounts is to be properly accounted
for as of a different period.
Source: Sec. 42(a), 1939 Code, substantially unchanged.

(b) SPECIAL RULE IN CASE OF DEATII.-In the case of the death of
a taxl)ayer whose taxable income is computed under an accrual
method of accounting, any amount accrued only by reason of the
death of the taxpayer shall not be included in computing taxable
income for the period in which falls the date of the taxpayer's death.

SEC. 455. PREPAID SUBSCRIPTION INCOME.
(a) YEAR IN WHICH INCLUDED.-Prepaid subscription income to

which this section applies shall be included in gross income for the
taxable years during which the liability described in subsection (d)(2)
exists.
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(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 subsection (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 includible in gross income under sub-
section (a) for preceding taxable years shall be included in gross
income for the taxable year in which such death, or such cessation
of existence, occurs.

(c) PREPAID SUBSCRIPTION INCOME TO WHICH THIS SECTION
APPLIES.-

(1) ELECTION OF RENEFITS.-This section shall apply to prepaid
subscription income if and only if the taxpayer makes an election
under this section with respect to the trade or business in connec-
tion with which such income is received. The election shall be
:tlade in such manner as the Secretary or his delegate 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 received in con-
nection with the trade or business with respect to which the
taxpayer has made the election; except that the taxpayer may,
to the extent permitted under regulations prescribed by the
Secretary or his delegate, 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 receipt. An election made under this
section shall not apply to any prepaid subscription income
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 or his delegate, make an election under this
section at any time.

(B) WITHOUT CONSENT.--A taxpayer may, without the
consent of the Secretary. or his delegate, make an election
under this section for his first taxable year (i) which begins
after December 31, 1957, and (ii) in which he receives pre-
paid 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 ex-
tensions thereof) with respect to which such election is made.

(4) Pu1,RIOD TO WHICH ELECTIOW APPLIES.--An election under
this section shall be effective 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 or his delegate
Lo the revocation of such election. For purposes of this title, the
computation of taxable income under an election made under this
section shall be treated as a method of accounting.
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(d) DEFINITIONS.-FQr purposes of this section-
(1) PeEPAID SUBSCRIPTION INCOME.-The term "prepaid sub-

scription income" means any amount (includible in gross income)
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 newspaper, magazine, or other periodical.

(2) LIABILITY.-The term "liability" means a liability to fur-
nish or deliver a newspaper, magazine, or other periodical.

(3) RECEIPT OF PREPAID SUBSCRIPTION INCOME,.-Prepaid sub-
scrp)tion income shall be treated as received during the taxable
year for which it is includible in gross income under section 451
(without regard to this section).

(e) DEFElRRAL OF INCOME UNDEi ESTABLISHEl ACCOUNTING PRO-
CEDURES.--Notwithstanding the provisions of this section, any tax-
payer who has, for taxable years prior to the first taxable year to
which this section applies, reported his income under an established
and consistent method or practice of accounting for prepaid subscrip-
tion income (to which this section would apply if an election were
made) may continue to report his income for taxable years to which
this title applies in accordance with such method or practice.
SEC. 456. PREPAID DUES INCOME 01A CERTAIN MEMBERSUIIP OR-

GANIZATIONS.
(a) YEAR IAN WtHICH INCLUDED.-Prepaid dues income to which this

section applies shall be included in gross income for the taxable years
during which the liability described in subsection (e) (2) exists.

(b) WHERE TAXPAYER'S LIABILITY CEASES.-In the case of any
prepaid dues income to which this section applies-

(1) If the liability described in subsection (e) (2) ends, then so
much of such income as was not includible in gross income under
subsection (a:) for preceding taxable years shall be included in gross
income for the taxable year in which the liability ends.

(2) If the taxpayer ceases to exist, then so much of such income
as was not includible in; gross Income under subsection (a) for pre-
ceding taxable years shall be included in gross income for the taxable
year wit which. such ce,sation of existence occurs.

(c) PREPAID DUES INCOME TO WHrICiH THIS SECTION APPLIES.-
(1) ELECTON OF BENEFIToS.--This section shall apply to prepaid

dues income if and only if the taxpayer makes 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 or his delegate 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 O0 ELECTroN.-An election made under this section
shall apply to all prepaid dues income received in connection with
the trade or business with respect to which the taxpa?)er has mode
the election.; except that the taxpayer may, to the extent permitted
under regulations prescribed by the Secretary or his delegate, include
in gross income for the taxable yar of receipt the entire amount of
any prepaid dues income if the liability from which it arose is to end
within 12 months after the date of receipt. Except as provided in
subsection (d), an election made under this section shall not apply

;10
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to any prepaid dues income 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 or his delegate, make an election under this section
at anytime,

(') l'VITPHouT CONSvENT.-A taxpayer may, without the
consent of the Secretary or his delegate, make an election under
this, section for its first taxable, year (i) which begins after
December' 31 1960, and (ii) in which it receives prepaid dues
income in the trade or business. Such election shall be made
not later than the time prescribed by law lor filing the return
for the taxable year (including exteTnsions thereof) with respect
to which such election is made.

(4) PERIOD TO WHICH ELECTION APPLIES.--An election under
this section shall be effective for the taxable year with respect to which
it is first made and for all subsequent taxable years, unless the tax-
payer secures the consent of the Secretary or his delegate to the revo-
cation of such election. For purposes of this title, the computation
of taxable income under an election ma(e un(ler this section shall be
treated as a method of accounting.

(d) TRANSITIONAL RUZLE
(1) AMOUNT INCLUDIBLE IN GROSS INCOME FOR ELECTION

YEARS.-If a taxpayer makes anl election under this section with
respect to prepaid dues income, such taxpayer shall include in gross
income, for each taxable year to which such election applies, not only
that portion of prepaid dues income received in such year otherwise
includible in gross income for such year under this section, but shall
also include in gross income for such year an additional amount
equal to the amount of prepaid dues income received in the 3 taxable
years preceding the first taxable year to which such election applies
which would have been included in gross income in the taxable year
had the election been effective 3 years earlier.

(2) DEDUCTIONS OF AMOUNTS INCLUDED IN INCOME MORE THAN
ONCE.-A taxpayer who makes an election with respect to prepaid
dues income, and who includes in gross income for any taxable year
to which the election applies an additional amount computed under
paragraph (1), shall be permitted to deduct, for such taxable year
and for each, of the I succeeding taxable years, an amount equal to
one-fifth of such additional amount, but only to the extent that such
additional amount was also included in the taxpayer's gross income
during any of the 3 taxable years preceding the first taxable year to
which, such election. applies.

(e) DEFINITIONS.-For purposes of this section-
(1) PREPAID DUES INCOME.--The term "prepaid dues income"

means any amount (inclhulible in gross income) which is received by
a membership organization in connection with, and is directly at-
tributable to, a liability to render services or make available member-
ship privileges over a period of time which extends beyond the close
of the taxable year in. which such amount is received.

(2) LIABILIlrT.-The term. "liability" means a liability to
render services or make available membership privileges over a period
of time which does not exceed 36 months, which liability shall be
deemed to exist ratably over the period of time that such services are
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required to be rendered, or that such membership privileges are
required to be made available.

(3) MEMBERSHIP ORGANIZATION.--The term "membership or-
ganization" means a corporation, association, federation, or other
organization-

(A) organized without capital stock of any kind, and
(B) no part of the net earnings of which is distributable to

any member.
(4) .R'CEIPT OF PREPAID DUES INCoME.-Prepaid dues income

shall be treated as received during the taxable year for which it is
includible in gross income under section 451 (without regard to this
section).
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