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respect to which the taxpayer has made the
election.

(3) Period to which election applies

An election under this section shail be effec-
tive for the taxable year for which it i made
and for all subsequent taxable years, unless
the taxpayer secures the consent of the Sec-
retary to the revocation of snch election.

(1) Treatment as method of accounting

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

(d) 8-year gpread of transitional adjustments for
magazines

In applying section 481(c) with respect to any
election under this section which applies to
magazines, the pariod 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 ¢ succeeding taxable years,

() SBuspense account for paperbacks and records

(1) In general

In the case of any election under this section
which applies to paperbacks or records, in lien
of applying section 481, the taxpayer shall es-
tablish a suspense acoount for the trade or
business for the taxahle year for which the
election is made.

12 Iniitial oponing balance

The opening balance of the account de-
soribed in paragraph (1) for the first taxable

Year to which the election applies shall be the

largest dollar amount of returned merchandise

which wounld have been taken into account
under this section for any of the 3 imme-
dlately 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.

(8) Adjustients in suspense account

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

(A) reduced the excess (If any) of—

(1) the opening balance of the suspense
account for the taxable year, over

(il) the amount excluded from groes in-
come for the taxable year under subsection
(a), or

(B) increased (but not {n excess of the ini-
tial opening balance) by the excess (if any)
of—

(1) the amount excluded from gross in-
coms for the taxable year undsr subsection
(a), over

(1) the opening balance of the account
for the taxable year. ;

(4) Gross income adjustments
(A) Reductions excluded from gross income

In the case of any reduction under para-
graph (3)(A) in the account for the taxable
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year, an amount equal to suck reduction
ghall be excluded from gross tnoome for such
taxable year.

(B) Increases added to gross income

In the case of any increase under para-
graph (3XB) 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 retnrned merchandise which
would have been taken into account under
subsection (a) for the taxable year preceding
the first taxable year for which the elsction is
effective if this section had applied to such
preceding taxable year, then an amount equal
to the amount of such excess shall be included
in gross income for such first taxable year.

(6) Subchapter C transactions

The application of this subsection with re-
apecttoatamyerwhlchisapartytoany
transaction with respect to which there is
nonrecognition of galn or loss to any party to
the transaction by reason of subchapter C
shall be determined under regulations pre-
gcribed by the Secretary.

(Added Pub. L, 85-600, title III, §373(a), Nov. §,
1978, 92 Stat. 2860.)

EFFECTIVE DATE

SBectdon 372(¢c) of :'ub. L. 95-600 provided that: “The
amendmenta made this eection [enacting this seo.
K] ehall apply to 't{ub'lo ¥oars beginning after Bep-
tember 30, 1970."

§460. Bpecial rules for Jong-term contracts

(a) Requirement that percentage of completion
method be used

In the case of any 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 percentage 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 is
used—

(A) the percentage of completion shall be
determined by comparing costs allocated to
the coatract under subseotion () 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-
traot, when such amount is so properly
taken into account), the textpayer 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 campletion
method {s used, except for purposes of apply-
ing the look-baclk method of paragraph (2),
any income under the contract (to the extent
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not previously includible in gross 1ncome)
shall be included in groes income for the tax-
able year following the taxable year {n which
the contract was completed. For purposes of
subtitle F (other than sections 6854 and 6655),
any interest required to be paid by the tax-
payer under subparagraph (B) ehall be treated
28 an increase in the tax tmposed by this chap-
ter for the taxable year in which the contract
is completed (or, in the case of interest pay-
abie with respect to any amount properly
taken into account after completion of ths
contract, for the taxable year in which the
amount is 80 properly taken into account),

{2) Look-back method

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

(A) first! 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 (sclely for pur-
boses 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 sebparagraph (A), and

(C) then ueing the adjnsted overpayment
rate (as defined in paragraph (7)), com-
vounded daily, on the overpayment or under-
?girment determined under suhparagraph

For purposes of the preceding gentence, any
amount properly taken into account after
completion of the contract shall be taken into
account by discounting (using the Federal
mid-terrn 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 respeoct to any
contract to have the preceding sentence not
apply to such contract.

(8) 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 0osta to such contract
in lleu of the method of allocation under
suhsection (o).

(B) Look-back method not to apply to certain
contracts

Paragraph (1)(B) shall not apply to ahy
contract—

(1) the gross price of which (as of the
completion of the contract) does not ex-
ceed the lesser of—

(I) $1,000,000, or
(I 1 percent of the average annual

gross receipts of the taxpayer for the 3

taxable years preceding the taxable year

in which the contract was completed,
and

'S80 In original. Probably sbould be followed by & comma.
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(ii) which is completed within 2 years of
the contract commencement date.

For purposes of this sub ph, ruales
similar to the rules of subsections (€)(2) and
(£(3) shall apply.

(4) Simplified look-back method for pass-thru
entities

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

(1) the look-back method of paragraph (2)
shall be applled at the entity level,

(11) in determining overpayments and un-
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

(II) any decresse in such income for
any taxable year by reason of such ailo-
catlon shall be treated as giving rige to
an overpayment determined by applying
the highest rate for such year to such de-
orease, and

(iil) any interest required to bhe pald by
the taxpayer under paragraph (2) shall be
paid by such entity (and any interest enti-
tled to be received hy the taxpayer under
paragraph (2) ehall be paid to such entity).

1BY Exceptions
(i) Closely held pass-thru entities

This paragraph shall not apply to any
closely held pass-thru entity.
(if) Foreign contracts

This peragraph shall not apply to any
contract unless substantially all of the in-
come from such contract 18 from sources
in the United States,

(C) Other definitions

For purposes of this paragraph—
(i) Highest rate
The term *‘highest rate” means—
(T) the highest rate of tax specified in
section 11, or
(ID) 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.
(ii) Pass-thru entity

The term ‘‘pass-thru entity™

any—
(I) partoership,
(II) 8 corporation, or
(I1I} trust.
(iii) Closely held pass-thru entity
The term *closely held pass-thru entity'*
means any pass-thru 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

means
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in such entity are held (directly or indi-
rectly) by or for 5 or fewer persons, For
purposes of the preceding sentence, rules
simllar to the constructive ownership
rules of section 1663(e) shall apply.
(6) Election to use 10-percent method
{A) General yule

In the case of any long-term contract with
respect to which an election under this para-
graph 18 in effect, the 10-percent method
shall apply In determining the taxable in-
come from such contract.

(B) 10-percent method

For purposes of this paragraph—
(i) In general
The 10-percent method is the percentage
of completion method, modified so that
any item which would otherwise be taken
into account in computiag taxable income
with respect to a contraot for any taxable
year before the 10-percent year is taken
into account in the 10-percent year.
(i) 10-percent year
The term ‘‘10-percent year" means the
1st taxable year as of the ¢lose of which at
least 10 percent of the estimated total con-
tract costs have been incurred.
(C) Election
An election under this paragraph shall
apply to all long-term contracts of the tax-
payer which are entered into during the tax-
able year in which-the-election 4= Ete o
any subsequent taxable year.
(D) Coordination with other provisions
(i) Simplified method of cost allocation

This paragraph ehall not apply to any
taxpayer which uses a simplified procedare
for allocation of costs under paragraph
(3)A).

(i) Loolc-back method

The 10-percent method shall be taken
into account for purposes of applying the
look-back method of paragraph (2) to any
taxpayer making an election under this
paragraph,

(6) Election to have look-back method not
apply in de minimis cages
(A) Amounts taken into account after com-
pletion of contract

Paragraph (1XB) shall not apply with re-
8pect $0 any taxable year (beginning after
the taxable year in which the contract is
completed) {f—

() the cumulative taxable income (or
loas) under the contract as of the close of
such taxable year, 18 within

() 10 percent of the cumulstive look-
back taxable income (or loas) under the
contract as of the close of the most recent
tazable year to which paragraph (1%B) ap-
Plied (or would have applied but for sub-
paragraph (B)).

(B) De minimis discrepancies

Paragraph (1)XB) shall not apply in any
case to which it would otherwise apply if—
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(1) the cumulative taxable income (or
loas) under the contract as of the olose of
each prior oontract year, is within

(1) 10 percent of the cumulative Iook-
back income (or loss) under the contract
as of the close of such prior contract year,

(C) Definitions
For purposes of this paragraph—
(i) Contract year

The term ‘‘contract year* means any
taxable year for which income 18 taken
into account under the contract.

(1) Look-back income or loss

The look-back income (or loss) is the
amount which would be the taxable in.
come (or loss) under the contract if the al-
location method set forth in paragraph
(2)(A) were used in determining taxable in-
oome.

(iii) Discounting not applicable

The amounts taken into account after
the completion of the contract shall be de-
termined without regard to any discount-
ing under the 2nd sentence of paragraph
(2).

(D) Contracts to which paragraph applies
This paragraph shall only apply if the tax-
payer makes an election under this subpara-
graph. Unlees revoked with the oconeent of
the Secretary, such an élection shall apply
to all long-term contracts completed during

the taxable year for which election ts mads

squent taxable year.
(7) Adjusted overpayment rate

The adjusted overpayment rate for any in-
terest accrual period is the overpayment
rate in effect under section 6621 for the cal-
endar quarter in which such interest accrual
period begins,

(8) Interest accrual period

For purposes of subparagraph (A), the term
“interest accrual period” means the period—
(1) beginning on the day after the return
due date for any taxable Yyear of the tax-
payer, and
(i1) ending on the return due date for the
following taxable year.

For purpoees of the preceding sentence, the
term “retarn due dete” means the date pre-
soribed for flling the return of the tax Im-
posed by this chapter (dstermined without
regard to extensions).

(o) Allocation of costs to contract

(1) Direct and certain indirect costs

In the case of a long-term contract, all costs
(including research and experimenta] costs)
which directly benefit, or are incurred by ree-
son of, the long-term contract activities of the
taxpayer shall be allocated to sach contract in
the same manner as coets are allocated to ex-
tended perlod loog-term contracts under sec-
tion 461 and the regulations thereunder,
(2) Costs identified under cost-plus and certain

ederal contracts

In the case of a cost-plus long-term contract
or a Federal long-term contract, any cost not,
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604 Btat. 464, as amended, which Is classified generally
to chapter 23 (§3301 et seq.) of this title. For complete
olassification of this Aot to the Code, see section 3311
of this title and Tables,

AMENDMENTS

2001—~Bubsec. (¢). Pub. L. 107-186, §8532(0)(12), 801, tem-
porarily strack out “section 2011(¢) (relating to refunda
due to credit for Btate taxes),” after “gee”. Eee Effec-
tive and Termination Dates of 2001 Amendment note
below.

1866—8absees. (¢). Act June 29, 1958, inserted reference
to sectlon 6421 of this title.

Act Apr. 2, 1056, inserted reference to section 6420 of
this title.

EFFECTIVE AND TERMINATION DATES OF 2001
AMBENDMENT

Amendment by Pab. L, 107-16 applicabie to estates of
decedents dying, and goneration-skipping transfers,
after Dec. 31, 2004, seo section 532(d) of Pab. L. 107-18,
set out as & note under section 2011 of this title.

Amendment by Puob, L. 107-16 inapplicable to estates
of decedents dying, gifts made, or generation skipping
transfers, after Dec. 81, 2012, and the Interna] Revonoe
Code of 1986 to be applied and administered to such es-
tates, gifts, and transfers as if such amendment had
never been enacted, see section 901 of Pub. 1., 107-18, set
out as a note under section 1 of this title,

EFFECTIVE DATE OF 1066 AMENDMENT

Amendment by act June 29, 1856, effsctive June 28,
1058, see pection 211 of act June 29, 1956, pet out as an
Effective Date note under soction 4041 of this titte.

Subchapter C—Determination of Interest Rate;
Compounding of Interest

-

6621. Determination of rete of interest.

66232, Interest compounded datly.
AMENDMENTS

1982—Pub. L. 97-248, title I, §344(bX3X A), Sept. 3,
1082, 96 Stat. 638, {neerted *; Compounding of Interest”
after “‘Rate”™ In heading for subchapter C.

Pub. L. 87-248, title ITI, §344(b)(2), Sept. 3. 1082, 06
Stat, 638, added item 6622,

§8621. Determination of rate of interest
(a) General rule

(1) Overpayment rate
The overpayment rate established under this
seotion shall be the sum of—
(A) the Federal short-term rate deter-
mined under subsection (b), plus
(B) 3 percentage points (32 percentage
pointe in the case of & corporation).
To the extent that an overpayment of tax by
& oorporation for any texable period {(as de-
fined in subsection (c)3), applied by substitut-
ing “overpayment” for ‘‘underpayment”) ex-
ceeds $10,000, subparagraph (B) shall be applied
by snbstituting 0.5 percentage point” for *2
bercentage points”.
(2) Underpayment rate
The underpayment rate established under
this section shall be the sum of—
(A) the Federal short-term rate deter-
mined under subeection (b), plas
(B) 3 percentage points.
(b) Federal short-term rate
For purposes of this section—
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(1) General rule

The Secretary shall determine the Federal
ehort-term rate for the first month in each
calendar quarter.

(2) Period during which rate applies
(A) In general
Except as provided in sabparagraph (B),
the Federal short-term rate determined
under paragraph (1) for any mopth ghall
apply during the first calendar quarter be-
ginning after such month.
(B) Special rule for individual estimated tax

In determining the addition to tax under
sectlon 6854 for failure to pay estimated tax
for any taxable year, the Federal short-tarm
rate which applies during the 3rd month fol-
lowing such taxable year shall also apply
during the first 15 days of the 4th month fol-
lowing such taxable year.

(3) Federal short-term rate

The Federal short-term rate for any month
shall be the Federal short-term rate deter-
mined during such month by the Becretary in
accordance with seotion 1274(d). Any such rate
shall be rounded to the nearest fall percent
(or, if a muoltiple of % of ] percent, such rate
shall be increased to the next highest full per-
cent).

(¢) Increase in underpayment rate for Iarge cor-
porate underpayments
(1) In general )

For purposes of determining the amount of
intereat payable under section 6801 on any
large corporate underpayment for periods
after the applicable date, paragraph (2) of sub-
soction (a) shall be applied by substituting “5
percentage points” for ‘g bercentage poinis™.
(2) Applieable 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 18t letter of
proposed deficienocy which allows the tax-
payer an opportunity for administrative
Teview in the Internal Revenue Service Of-
fice of Appeals is sent, or

(i) the date on which the deficiency no-
tice under section 6212 is sent,

The preceding sentence shall he appllied
without regard to any such letter or notice
which is withdrawn by the Secretary.
(B) Special rules
(D) Nondeficiency procedures
In the case of any underpayment of any
tax imposed by this title to which the defi-
clency procedures do not apply, sabpara-
graph (A) shali be applied by taking into
aceount any letter or notice provided Ly
the Becretary which notifies the texpayer
of the assessment or proposed assessment
of the tax.
(i) Exception where amounts pald in full

For purposes of subparagraph (A), a let-
ter or notice ahall be disregarded if, during



