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respect to which the taxpayer has made the
election.
(3) Period to which election applies

An election under this section shall be effec
tive for the taxable year for which it is made
and for all subsequent taxable years, unless
the taxpayer secures the consent of the Sec
retary to the revocation of such election.
(4) Treatment as method of accounting

Except to the extent inconsistent with the
provision! of this section, for purposes of this
subtitle, the computation of taxable income
under an election made under this section
shall be treated as a method of accounting.

(d) 5-year spread of transitional adjustments for
magazines

In applying section 481(c) with respect to any
election under this section which applies to
magazines, the period for taking into account
any decrease in taxable income resulting from
the application of section 481(a)(2) shall be the
taxable year for which the election is made and
the 4 succeeding taxable years.
(e) Suspense account flr paperbacks and records

(1) In general
In the case of any election under this section

which applies to paperbacks or records, In lieu
of applying section 481, the taxpayer shall es
tablish a suspense account for the trade or
business for the taxable year for which the
election is made.
(2) Initial opening balance

The opening balance of the account de
scribed in paragraph (1) for the first taxable
year to which the election applies shall be the
largest dollar amount of returned merchandise
which would have been taken into account
under this section for any of the 3 imme
diately preceding taxable years if this section
had applied to such preceding 3 taxable years.
This paragraph and paragraph (3) shall be ap
plied by taking into account only amounts at
tributable to the trade or business for which
such account is established.
(9) Adjustments in suspense account

At the close of each taxable year the sus
pense account shall be—

(A) reduced the excess (if any) of—
(I) the opening balance of the suspense

account for the taxable year, over
(ii) the amount excluded from gross In

come for the taxable year under subsection
(a), or

(B) increased (but not in excess of the Ini
tial opening balance) by the excess (if any)
of—

(1) the amount excluded from gross in
come for the taxable year under subsection
(a), over

(it) the opening balance of the account
for the taxable year.

(4) Gross Income adjustments
(A) Reductions excluded from gross income
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year, an amount equal to such reduction
shall be excluded from gross income for such
taxable year.
(B) Increases added to gross income

In the case of any increase under para
graph (SXB) in the account for the taxable
year, an amount equal to such increase shall
be included in gross income for such taxable
year.

If the initial opening balance exceeds the dol
lar amount of returned merchandise which
would have been taken into account under
subsection (a) for the taxable year preceding
the first taxable year for which the election is
effective if this section had applied to such
preceding taxable year, then an amount equal
to the amount of such excess shall be includedin grcss income for such first taxable year.
(6) Subchapter C transactions

The application of this subsection with respect to a taxpayer which is a party to any
transaction with respect to which there is
nonrecognition of gain or loss to any party to
the transaction by reason of subchapter C)
shall be determined under regulations pro
scribed by the Secretary.

(Added Pub. L. 98—600, title III, §372(a), Nov. 6,1978, 92 Stat. 2860.)

EFFECTIVE DATE

Section 372(c) of Pub. L. 95-400 provided that: “Theamendments made by this section [enacting this secLion) shall apply to taxable years beginning alter September 30, 1979.”

*48O Special rules for long-term contracts
(a) Requirement that percentage of completionmethod be used

In the ease of say long-term contract, the tax
able income from such contract shall be deter
mined under the percentage of completion meth
od (as modified by subsection (b)).
(b) Percentage of completion method

(1) RequIrements of porccntage of completion
method

Except as provided in paragraph (3). In the
case of any long-term contract with respect to
which the percentage of completion method isused—

(A) the percentage of completion shaU be
determined by comparing costs allocated ft
the contract under subsection (c) and in
curred before the close of the taxable year
with the estimated total contract costs, and

(B) upon completion of the contract (or.
with respect to any amount properly taken
into account after completion of the con
tract, when such amount is so properly
taken Into account), the taxpayer shall pay
(or shall be entitled to receive) Interest com
puted under the look-back method of para
graph (2).

In the case of any long-term contract with re
spect to which the percentage of completion
method Is used, except for purposes of apply
ing the look-back method of paragraph (2).
any income under the contract (to the extent
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In the case of any reduction under para
graph (3)(A) in the account for the taxable
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not previously includible in gross income)
shall be Included In gross Income for the tax
able year following the taxable year in which
the contract was completed. For purposes of
subtitle F (other than sections 6654 and 6655),
any interest required to be paid by the tax
payer under subparagraph (B) shall be treated
as an increase in the tax imposed by this chap
ter for the taxable year in which the contract
is completed (or. in the case of Interest pay
able with respect to any amount properly
taken into account after completion of the
contract, for the taxable year in which the
amount is so properly taken into account).
(2) Look-back method

The interest computed under the look-back
method of this paragraph shah be determined
by—

(A) first1 allocating income under the con
tract among taxable years before the year in
which the contract is completed on the basis
of the actual contract price and costs in
stead of the estimated contract price and
costs,

(B) second, determining (solely for pur
poses of computing such interest) the over
payment or underpayment of tax for each
taxable year referred to in subparagraph (A)
which would result solely from the applica
tion of subparagraph (A), and

(C) then using the adjusted overpayment
rate (as defined In paragraph (7)), com
pounded daily, on the overpayment or under
payment determined under subparagraph
(B).

For purposes of the preceding sentence, any
amount properly taken into account after
completion of the contract shall be taken into
account by discounting (using the Federal
mid-term rate determined under section
1274(d) as of the time such amount was prop
erly taken into account) such amount to its
value as of the completion of the contract.
The taxpayer may elect with respect to any
contract to have the preceding sentence not
apply to such contract.
(3) Special rules

(A) Simplified method of cost allocation
In the case of any long-term contract, the

Secretary may prescribe a simplified proce
dure for allocation of costs to such contract
in lieu of the method of allocation under
subsection (a).
(B) Look-buck method not to apply to certain

contracts
Paragraph (lXB) shall not apply to any

contract—
(I) the gross price of which (as of the

completion of the contract) does not ex
ceed the lesser of—

(I) 31,000,006, or
(II) 1 percent of the average annual

gross receipts of the taxpayer for the a
taxable years preceding the taxable year
in which the contract was completed,
and

(ii) which is completed within 2 years of
the contract commencement date.

For purposes of this subparagraph, riflessimilar to the rules of subsections (e)(2) and
(X3) shall apply.

(4) SimplIfied look-back method kr pass-thru
entitles

(A) In general
In the case of a pass-thru entity—

(1) the look-back method of paragraph (2)shall be applied at the entity level,
(Ii) in determining overpaymenta and ian

derpayments for purposes of applying
paragraph (2)(B)—

(I) any Increase in the income under
the contract for any taxable year by rea
son of the allocation under paragraph
(2)(A) shall be treated as giving rise to
an underpayment determined by apply
ing the highest rate for such year to
such increase, and

(IT) any decrease in such income for
any taxable year by reason of such allo
cation shall be treated as giving rise to
an overpayment determined by applying
the highest rate for such year to such de
crease, and
(Ui) any interest required to be paid by

the taxpayer under paragraph (2) shall be
paid by such entity (and any interest enti
tled to be received by the taxpayer under
paragraph (2) shall be paid to such entity).

(B) Exceptions
(1) Closely held pass-ibm entities

This paragraph shall not apply to anyclosely held pass-thru entity.
(ii) Foreign contracts

This paragraph shall not apply to any
contract unless substantially all of the in
come from such contract is from sources
in the United States.

(C) Other definitions
For purposes of this paragraph—
(I) Bighest rate

The term “highest rate” means—
(I) the highest rate of tax specified in

section 11, or
(IL!) if at all times during the year in

volved more than 50 percent of the inter
ests in the entity are held by individuals
directly or through 1 or more other pass
thru entities, the highest rate of tax
specified in section 1.

(U) Pass-thru entity
The term “pass-thru entity” means

any—
(I) partnership,
(II) S corporation, or
(m) trust.

(lii) Closely held pass4hru entity
The term ‘closely beld pass-thra entity”

means any pans-thmu entity If, at any time
during any taxable year for which there is
income under the contract, 50 percent or
more (by value) of the beneficial interests

‘So In ortjltat Probably ou1d be ronnw.d by ii eon,ma.
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Il such entity si’s held (directly or indirectly) by or for S or fewer persona. Forpurposes of the preceding sentence, rulessimilar to the constructive ownershiprules of section 1563(e) shall apply.

(5) Election to use 10-percent method
(A) General rule

In the case of any long-term contract withrespect to which an election under this paragraph is in effect, the 10-percent method
shall apply in determining the taxable income from such contract.
(B) 10-percent method

For purposes of this paragraph—
(i) In genera)

The 10-percent method is the percentageof completion method, modified so thatany item which would otherwise be takenInto account In computing taxable incomewith respect to a contract for any taxableyear before the 10-percent year is takeninto account in the 10-percent year.
(11) 10-percent year

The term “10-percent year” means the1st taxable year as of the close of which atleast 10 percent of the estimated total con-tract costs have been incurred.
(C) Election

An election under this paragraph shallapply to all long-term contracts of the taxpayer which are entered into during the taxable year in which the -election is made orany subsequent taxable year.
(D) Coordination with other provisions

Ci) Simplified method of cost allocation
This paragraph shall not apply to anytaxpayer which uses a simplified procedurefor allocation of costs under paragraph(3)(A).

(ii) Look-back method
The 10-percent method shall be takeninto account for purposes of applying thelook-back method of paragraph (2) to anytaxpayer making an election under thisparagraph.

(0) Election to have look-back method notapply in do minimis cases
CM Amounts taken into account after completion of contract

Paragraph (13$) shall not apply with respect to any taxable year (beginning asterthe taxable year in which the contract iscompleted) if—
(I) the cumulative taxable Income (orloss) under the contract as of the close ofsuch taxable ,year, Is within
(ii) 10 percent of the cumulative lock-back taxable income (or loss) under thecontract as of the close of the most recenttaxable year to which paragraph (l)(B) aflplied (or would have applied but for subparagraph (B)).

(8)00 minimis discrepancies

For purposes of this paragraph—
Ci) Contract year

The term “contract yea?’ means anytaxable year for which income is takeninto account under the contract.
(ii) Look-back Income or loss

The look-back income (or loss) is theamount which would be the taxable income (or 1083) under the contract if the allocation method set forth in paragraph(2)(A) were used In determining taxable Income.
(iii) Discounting not applicable

The amounts taken into account alterthe completion of the contract shall be determined without regard to any discounting under the 2nd sentence of paragraph(2).
(13) Contracts to which paragraph applies

This paragraph shall only apply if the taxpayer makes an election under this subparagraph. Unless revoked with the consent ofthe Secretary, such an election shall applyto all long-term contracts completed duringthe taxable year for which election ts mada_—or during any subsequent taxable year.
(7) A4usted overpayment rate

(A) In general
The adjusted overpayment rate for any interest accrual period is the overpaymentrate In effect under section 6621 for the calendar quarter in which such interest accrualperiod begins.

(B) Interest accrual period
For purposes of subparagraph (A). the term“interest accrual period” means the period—(i) beginning on the day after the returndue date for any taxable year of the taxpayer, and

(ii) ending on the return due date for thefollowing taxable year.
For purposes of the preceding sentence, theterm “return due date” means the date prescribed for filing the return of the tax imposed by this chapter (detennined withoutregard to extensions).

(c) Allocation of costs to contract
(1) Direct and certain indirect costs

In the case of a long-term contract, all costs(Including research and experimental costs)which directly benefit, or are incurred by reason of, the long-term contract activities of thetaxpayer shall be allocated to such contract inthe same manner as coats are allocated to extended period long-term contracts under section 451 and the regulations thereunder.
(2) Costs identified under cost-plus and certainFederal contracts

(I) the cumulative taxable income (orloss) under the contract as of the close ofeach prior contract year, is within(ii) 10 percent of the cumulative look-back income (or loss) under the contractas of the close of such prior contract year.(C) Definitions

Paragraph (1)03) shall not apply in anycase to which it would otherwise apply if—
In the case of a cost—plus tong-term contractor a Federal long-term contract, any cost not
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GSA Stat. 454, as amended, which is classified generallyto chapter 23 (*3501 et seq.) of this title. For completeclassification of this Act to the Code, see section 3311of this title and Tables.

M,ENDMEN-r5
2001—Subsec. (0. Pub. L. 107—16. 4j532(c)(12), 901, temporarily struck out “section 2011(e) (relating to refundsdue to credit for State taxes).” after “see”. See Effective and Termination Dates of 2001 Amendment notebelow.
1958—Bubsec. (c). Act Juno 29, 1856, inserted referenceto section 6421 of this title.
Act Apr. 2, 1956, Inserted reference to section 6420 ofthis title.

EFFECTIVE AND TERMINATION DATES OF 2001
AMENDMENT

Amendment by Pub. L. 107—16 applIcable to estates ofdecedeats dying, and generation-skipping transfers,after Dec. 31, 2004, see section 532(d) of Pub. L. 107—16,set out as a note under section 2011 of this title.
Amendment by Pub. L. 107—16 Inapplicable to estatesor decedents dying, gifts made, or generation skippingtransfers, after Dec. 31, 2012, and the Internal RevenueCode of 1986 to be applied and administered to such ewtates, gifts, and transfers as If such amendment hadnever been enacted, see section 991 of b. L. 107—18. setout as a note under section 1 of this title.

EyFEcrivE DATa OF 1966 AMENDMENT
Amendment by act June 29, 1956, effective June 29,1956. see section 211 of act June 29, 1956, set out as anEffective Date note under section 4041 of this title.

Subchapter C—Determination of Interest Rate;
Compounding of Interest

Determination of rate of Interest.
Interest compounded daily.

AJSSNOMENTS
1982—Pub. L. 97—248, title lU, 1344(bX3XA), Sept. 3,1282, 96 Stat. 635, inserted “; Compounding of Interest”after “Rate” in heading for subchapter C.
pub. L. 91-248, title In, §344(b)(2), Sept. 3, 1993, 96Stat. 636, added Item 6622.

*6621. Detenniuntion of rate of interest
(a) General rule

(1) Overpayment rate
The overpayment rate established under thissection shall be the sum of—

(A) the Federal short-term rate deter
mined under subsection (b), plus

(B) 3 percentage points (2 percentage
points In the case of a corporation).

To the extent that an overpayment of tax bya corporation for any taxable period (as de
fined in subsection (c)(3), applied by substituting “overpayment” for “underpayment”) exceeds $10,000, subparagraph (B) shall be applied
by substituting “0.5 percentage point” for “2percentage points”.
(2) Underpayment rate

The underpayment rate established
this section shall be the sum of—

tA) the Federal short-term rate
mined under subsection (b), plus

(B) 3 percentage points,
(b) Federal short-term rate

(1) General rule

The Secretary shall determine the Federalshort—term rate for the first month In eachcalendar quarter.
(2) Period during which rate applies

(A) In general
Except as provided in subparagraph (B),the Federal short-term rate determinedunder paragraph (1) for any month shallapply during the first calendar quarter beginning after suck month.

(B) Special rule for individual estimated tax
In determining the addition to tax undersection 6654 for failure to pay estimated taxfor any taxable year. the Federal short-termrate which applies during the 3rd month following such taxable year shall also applyduring the fIrst 15 days of the 4th month follcwftg such taxable year.

(3) Federal short-tenn rate
The Federal short-terut rate for any monthshall be the Federal short-term rate determined during such month by the Secretary Inaccordance with section 1274(d). Any such rateshall be rounded to the nearest full percent(or. If a multiple of ½ of 1 percent, such rateshall be Increased to the next highest hill percent).

(c) Increase In underpayment rate for large cot-potato underpaynients
(1) In general

For purposes of determining the amount ofinterest payable under section 6601 on anylarge corporate underpayment for periodsafter the applicable date, paragraph (3) of subsection (a) shall be applied by substitotlng “5percentage points” for “3 percentage points”.
(2) Appileabte date

For purposes of this subsection—
(A) In general

The applicable date is the 30th day after
the earlier of—

(1) the date on which the let letter ofproposed deficiency which allows the taxpayer an opportunity for administrativereview in the Internal Revenue Service Office of Appeals Is sent, or
(ii) the date on which the deficiency no

tice under section 6212 is sent.
The preceding sentence shall he appliedwithout regard to any such letter or noticewhich Is withdrawn by the Secretary.
(B) Special rules

(I) Nondeflciency procedures
In the case of any underpayment of any

tax imposed by this title to which the deficiency procedures do not apply, subparagraph (A) shall be applied by taking Intoaccount any letter or notice provided bythe Secretary which notifies the taxpayer
of the assessment or proposed assessment
of the tax.
(11) Exception where amounts paid in full
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Ssc.
6631.
6622.

under

deter-

For purposes of this section—
For purposes of subparagraph CAp, a letter or notice shall be dieregarded If, during


