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1u?1'3uvtéjﬂLﬂmsﬁmi%’ugiwlv;mmgwmamﬁmﬂimawisL%ﬂﬁw%’gam%m%
ulumu “inaumasanansayl’ (Accrual Basis) nanafie $ugaelaiiofansiiansuuuoud
azia?%’usm33L’3uLLazmmimzqmmuL“qulﬁasmgﬂgmmmzau (The right to the income
becomes fixed and the amount can be determined with reasonable accuracy)®” O
luwipusunau 2560 Usemaansgawsniiniseanngvuieufsunis (Tax Cuts and Jobs
Act: TCIA) iiteunlangvuen1891n3 (nteral Revenue Code: IRO) lnaannaasiu
11055145 URY % atufl 606 (ASC 606) Iﬂ‘&JLLfﬁTﬂ{]M&MSﬂ’]@@Wﬂi 0 451 1309 noAe
mﬂiﬁ’ﬂﬂiums%’ugﬁﬂﬁ (Section 451: The General Tax Rules for Income Inclusion) A®
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n9n19 (A taxpayer that uses the accrual method generally must recognize items of
gross income (or portions thereof) for tax purposes no later than they are recognized
as revenue on the taxpayer’s applicable financial statements.)*

wona1nd lutuil 6 fusrvu 2562 NIUATININTUMIanTFeLLN1 (Internal
Revenue Service: IRS) WAZNITUSUITN YU IAN F§@1u3n1 (U.S. Department of the
Treasury) VLGTLauaﬂg]LﬂmsﬁLﬁ'uLamﬂﬂaigﬂQMMWEJﬂﬂ@aﬁﬂi %8 451 (1) Lieadue ‘udnnam

N35u338lai5ITU’ (Revenue Acceleration Provision) #adundninanlunissussela

?% BDO United States, TOPIC 606, REVENUE FROM CONTRACTS WITH CUSTOMERS - INCOME
TAX IMPLICATIONS [Online], 2017. Retrieved from
https.//www.bdo.com/getattachment/Insights/Assurance/Revenue-Recognition/BDO-Knows-Revenue-
Recognition-(2)/BDO-Knows-Topic-606_IncomeTaximplications.pdf.aspx
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*® Crowe, 606 Prompts New Tax Regulations [Online], 2019. Retrieved from

https.//www financialexecutives.org/FEl-Daily/December-2019/606-Prompts-New-Tax-Regulations.aspx


https://www.bdo.com/getattachment/Insights/Assurance/Revenue-Recognition/BDO-Knows-Revenue-Recognition-(2)/BDO-Knows-Topic-606_IncomeTaxImplications.pdf.aspx
https://www.bdo.com/getattachment/Insights/Assurance/Revenue-Recognition/BDO-Knows-Revenue-Recognition-(2)/BDO-Knows-Topic-606_IncomeTaxImplications.pdf.aspx
https://www.financialexecutives.org/FEI-Daily/December-2019/606-Prompts-New-Tax-Regulations.aspx
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*2 Plante Moran, Revenue recognition: New proposed regulations issued [Online], 2019. Retrieved from

https.//nwwww.plantemoran.comv/explore-our-thinking/insight/2019/09/revenue-recognition-new-proposed-regulations-issued


https://www.plantemoran.com/explore-our-thinking/insight/2019/09/revenue-recognition-new-proposed-regulations-issued
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%> Crowe, 606 Prompts New Tax Regulations. Retrieved from
https://www.financialexecutives.org/FEI-Daily/December-2019/606-Prompts-New-Tax-Regulations.aspx

% Grant Thomton, IRS releases procedures for ASC606 revenue recognition. [Online], 2018.

Retrieved from https://Awww.grantthornton.conVlibrary/alerts/tax/2018/Flash/IRS-releases-procedures-

ASC-606-revenue-recognition.aspx


https://www.financialexecutives.org/FEI-Daily/December-2019/606-Prompts-New-Tax-Regulations.aspx
https://www.grantthornton.com/library/alerts/tax/2018/Flash/IRS-releases-procedures-ASC-606-revenue-recognition.aspx
https://www.grantthornton.com/library/alerts/tax/2018/Flash/IRS-releases-procedures-ASC-606-revenue-recognition.aspx
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*" Kathleen Meade, IRS issues procedures for implementing accounting method changes
related to ASC Topic 606. [Online], 2018. Retrieved from
https://www.thetaxadviser.com/issues/2018/oct/irs-procedures-implementing-accounting-
method-changes-asc-606.html

%% BDO United States, TOPIC 606, REVENUE FROM CONTRACTS WITH CUSTOMERS - INCOME
TAX IMPLICATIONS. [Online], 2017. Retrieved from
https.//www.bdo.com/getattachment/Insights/Assurance/Revenue-Recognition/BDO-Knows-Revenue-
Recognition-(2)/BDO-Knows-Topic-606_IncomeTaximplications.pdf.aspx


https://www.thetaxadviser.com/issues/2018/oct/irs-procedures-implementing-accounting-method-changes-asc-606.html
https://www.thetaxadviser.com/issues/2018/oct/irs-procedures-implementing-accounting-method-changes-asc-606.html
https://www.bdo.com/getattachment/Insights/Assurance/Revenue-Recognition/BDO-Knows-Revenue-Recognition-(2)/BDO-Knows-Topic-606_IncomeTaxImplications.pdf.aspx
https://www.bdo.com/getattachment/Insights/Assurance/Revenue-Recognition/BDO-Knows-Revenue-Recognition-(2)/BDO-Knows-Topic-606_IncomeTaxImplications.pdf.aspx
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Tax Treatment Arising from Adoption of FRS 115 or SFRS(I) 15

1.1

1.2

2.1

2.2

2.3

2.4

Aim

This e-Tax guide provides guidance on the tax treatment for entities adopting
Financial Reporting Standard (“FRS”) 115 or Singapore Financial Reporting
Standards (International) (“SFRS(I) 15”). This includes guidance on the tax
treatment of transitional adjustments arising from the adoption of the
Standards.

Section 34| of the Income Tax Act (“ITA”) and this e-Tax guide apply to you if
you prepare or maintain your financial accounts for any basis period for a year
of assessment (“YA”) in accordance with FRS 115, or SFRS(I) 15 for the first
time.

At a glance

The Accounting Standards Council issued FRS 115 in November 2014, and
SFRS(I) 15 in December 2017. FRS 115 and SFRS(I) 15 are effective from
annual periods beginning on or after 1 January 2018. Earlier application is
permitted.

For tax purposes, the accounting changes under FRS 115 or SFRS(l) 15 are
relevant because the accounting profit (which includes the accounting
revenue) serves as the starting point for the computation of tax liabilities.

With the adoption of FRS 115 or SFRS(I) 15, the accounting revenue as
determined in accordance with the Standard would continue to be accepted
as the revenue in most cases for tax purposes, except where specific tax
treatment has been established through case law or provided under the law,
or where the accounting treatment deviates significantly from tax principles.

Any upward transitional adjustment that is revenue in nature would be subject
to tax and any downward transitional adjustment that is revenue in nature
would be deducted from the amount of exempt income or allowed as a
deduction (as the case may be), in the YA relating to the basis period in which
the FRS 115 or SFRS(I) 15 is adopted for the first time (hereafter referred to
as “initial YA”).
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3.1

3.2

3.3

4.1

4.2

4.3

Background

FRS 115 and SFRS(I) 15 were developed with the objective of removing
inconsistencies and weaknesses in previous revenue requirements,
establishing a more robust framework for addressing revenue issues,
streamlining the volume of accounting guidance, as well as improving
comparability and disclosure requirements.

They apply to contracts which an entity has with its customers. Under the
Standard, an entity is required to recognise revenue to depict the transfer of
promised goods or services to customers in an amount that reflects the
consideration to which the entity expects to be entitled in exchange for those
goods or services, by applying the following steps:

Step 1: Identify the contract(s) with a customer;

Step 2: Identify the performance obligations in the contract;

Step 3: Determine the transaction price;

Step 4: Allocate the transaction price to the performance obligations in
the contract and

e) Step 5: Recognise revenue when (or as) the entity satisfies a
performance obligation.

O O T O
S = N N

For more details on FRS 115 and SFRS(I) 15, please refer to the Standards
available on the Accounting Standards Council website at www.asc.gov.sg.

Accept accounting revenue recognised under FRS 115 or SFRS(I) 15

Broadly speaking, for income tax purposes, the amount of revenue that is
recognised by a taxpayer in a year should be the amount of income that has
accrued to the taxpayer in the year i.e. the amount of income that the taxpayer
has become entitled to in the year. To minimise complexities in tax rules and
compliance burden for taxpayers, the accounting revenue as determined in
accordance with FRS 115/SFRS(I) 15 would be accepted as the revenue for
tax purposes in most cases. An entity would continue to be entitled to its
income once the service is performed or goods are transferred. The
acceptance of the accounting revenue as determined under FRS 115/SFRS(I)
15 is consistent with the “entitlement to income” tax principle.

Any difference in the amount of revenue recognised under FRS 115/SFRS(I)
15 from the amount of revenue recognised otherwise is largely a timing
difference given that the entire amount of revenue from a contract would
eventually be subject to tax.

However, there are a few exceptions as follows:
a) where specific tax treatment has already been: -
(i) established through case law; or



http://www.asc.gov.sg/
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4.4

4.5

4.6

4.7

4.8

(i) provided under the law'; and

b) in exceptional circumstances where the accounting treatment deviates
significantly from tax principles, in the case of contracts with significant
financing components

Specific tax treatment established through case law

Profits of property developers are recognised for tax purposes when a
property development project is substantially completed, i.e. when the
Temporary Occupation Permit is granted, regardless of the revenue
recognition method adopted for accounting purposes under current
accounting standards?. The existing tax treatment for property developers is
retained with the adoption of FRS 115. For more details of the income tax
treatment for property developers, please refer to the IRAS e-Tax Guide,
“Income Tax: Taxation of Property Developers”, published on 6 March 2013.

Significant financing components — income tax treatment

In determining the transaction price under FRS 115/SFRS(I) 15, an entity shall
adjust the promised amount of consideration for the effects of the time value
of money if the timing of payments agreed to by the parties to the contract
(either explicitly or implicitly) provides a significant benefit of financing the
transfer of the goods or services to the customer or the entity. Such a contract
is considered to contain a significant financing component which has to be
recognised under FRS 115/SFRS(I) 15.

An entity is required to present the effect of financing (interest revenue or
interest expense) separately from the revenue from contracts with customers
under certain circumstances. Such interest revenue and interest expense are
notional adjustments made due to the accounting requirements under FRS
115/SFRS(I) 15 and should be disregarded for tax purposes.

Notional interest expenses are not within the scope of Sections 12(6) and
45(1) of the ITA as the amounts are not incurred for tax purposes and there is
no actual interest payment made to a non-resident. Tax adjustments need to
be made to the tax computation to disallow any notional interest expense and
subject the correct amount of revenue to tax as income in the year it is earned.

Similarly, notional interest income is an accounting construct and accordingly
should not be brought to tax. The necessary tax adjustments would have to
be made in the tax computation to bring the correct amount of revenue to tax
as income in the year it is earned.

' For example, Section 10F of the ITA on the ascertainment of income from certain public
private partnership arrangements.
2 MPD Pte Ltd v Comptroller of Income Tax (1998) MSTC 5, 249
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4.9

4.10

4.1

412

5.1

5.2

5.3

Information relating to adjustments from significant financing components
should be clearly disclosed in the tax computation.

Please refer to Annex 1 for the examples.

Significant financing components - GST Treatment

For the purpose of GST, the notional interest revenue or interest expense
recognized under FRS 115 would be disregarded. That is, the notional interest
revenue and interest expense would not be regarded as an exempt supply or
exempt purchase. Instead, the whole consideration would be regarded as
consideration for the supply of goods or services in question and will be fully
taxable if the supply of goods/services is a taxable supply.

An exception is where the contract explicitly provides that the supplier would
grant financing to his customer; the interest rate or interest amount should be
agreed between the supplier and customer. In this case, the consideration
payable by the customer includes an interest component which is exempt from
GST.

Tax/allow revenue transitional adjustments in the initial YA

An entity would adopt FRS 115/SFRS(I) 15 using one of the following two
methods:

a) retrospectively to each prior reporting period presented in accordance
with FRS 8 Accounting Policies, Changes in Accounting Estimates and
Errors; or

b) retrospectively with the cumulative effect of initially applying the FRS
115/SFRS(I) 15 recognised at the date of initial application (i.e. the start
of the reporting period in which an entity first applies the FRS
115/SFRS(I) 15).

In the initial YA, there could be an over-recognition or under-recognition of
income attributable to prior YAs. To avoid the need to track pre-FRS
115/SFRS(l) 15 determined revenue (which would be recognised later under
FRS 115/SFRS(I) 15), any downward transitional adjustment that is revenue
in nature would be deducted from the amount of exempt income or allowed as
a deduction (as the case may be), in the initial YA. The related revenue would
be taxed accordingly when it is subsequently recognised under FRS
115/SFRS(l) 15. In other words, once the transitional adjustment is allowed
in the initial YA, the taxation of the related revenue starts on a clean slate and
any tax adjustment needs to be made only in the initial YA.

Any upward transitional adjustment that is revenue in nature would be subject
to tax and any downward adjustment that is revenue in nature would be
deducted from the amount of exempt income or allowed as a deduction (as
the case may be), in the initial YA.
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5.4

5.5

5.6

5.7

6.1

The same would apply to income under-recognised in prior YAs. In this case,
the income that was under-recognised should be taxed in the initial YA.

Regardless of whether method (a) or (b) in paragraph 5.1 is adopted for
accounting purposes, the upward or downward transitional adjustments which
are revenue in nature would be assessed to tax, deducted against exempt
income or allowed a deduction in the initial YA3. This approach would minimise
tracking difficulties in respect of computing the amount of revenue that should
be recognised in subsequent years.

For ease of compliance, the transitional adjustment for both trade income and
non-trade income would be taxed at the rate(s) applicable to income being
taxed in the initial YA. This approach minimises efforts to trace each
adjustment back to the year in which the transaction arose and the applicable
tax rate then. To elaborate, the tax rates that would apply for each instance in
the initial YA would be:

Where the entity is: Applicable tax rate
Not enjoying any incentive on its Taxed at the applicable normal tax
income rate (“NTR”) in the initial YA
Enjoying incentive and Taxed at the applicable CTR in the
concessionary tax rate (“CTR”) on | initial YA
its income

Enjoying incentives and enjoying | Apportionment to the different
multiple CTR and/or NTR on its applicable tax rates in the initial YA
income based on the respective gross
income from the different tax rate
categories

Please refer to Annex 2 for the examples.
Contact information

For any enquiries on the contents of this e-Tax guide, please call IRAS at
1800-356 8622 (Corporate Tax) or 1800-356 8633 (GST).

Updates and amendments

Date of

Amendments made
amendment

1 16 Nov 2018 | ¢ Updated references to FRS 115 in the e-Tax guide
(including the title) to also include references to
SFRS(I) 15, to clarify that the tax treatment for
entities adopting the FRS 115 will also apply to
those adopting SFRS(I) 15 for accounting purposes

3 This is similar to a previous position taken for prior year adjustments arising from compliance
of SAS 11 and FRS 11 — Construction Contracts.
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Date of

Amendments made
amendment

e Updated Annex 2:

o Updated Examples 3 and 4 to show how “D” and
“E” in Section 34l of the ITA are computed (as
also shown in the new Example 5)

o Added Example 5 to show the tax treatment for
transitional adjustments for an entity with nil
chargeable income arising from losses
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Annex 1 - Tax treatment for entities with contracts containing significant
financing components

Example 1: Where an advance payment is received by the entity (i.e. the taxpayer)
e Contract to sell Product X, with upfront cash receipts of S$50,000
e Delivery in 2 years
e Taxpayer’'s incremental borrowing rate is 5%

Applicable journal entries (in taxpayer’s books):

Dr Cash S$50,000
Cr Contract liability S$50,000
[Recognition of contract liability upon cash receipt]

During the 2 years from contract inception until the transfer of Product X:

Dr Interest expense $$5,125 [S$50,000 x (1.05%1)] [, aqustment
Cr Contract liability S$5,125 Not incurred (i.e. no legal

[Recognition of interest expense on upfront payment] | obligation to pay) by taxpayer
and therefore, not deductible.

Dr Contract liability S$55,125 [
Cr Revenue $$55,125 <« | Taxadjustment,

s Revenue accrued to the taxpayer (i.e. the amount
[Recognition of revenue for the transfer the taxpayer is entitled) should be $$50,000.

of Product X at end of 2 years] Disclosure has to be made in tax computation
so that only $50,000 should be subject to tax.

Example 2: Where a deferred payment is received by the entity (i.e. the taxpayer)
e Contract to sell Product Y, with deferred cash payment of S$50,000 2 years

later
e Upfront delivery of Product Y
e Entity’s incremental borrowing rate is 5% Tax adjustment:

Revenue accrued to the taxpayer (i.e.

: : .y ) h h is entitied) i
Applicable journal entries (in taxpayer's bookS): | Gess 000 Dresta e e o o

in tax computation so that full
Dr Receivable S$45,35'L/ $$50,000 should be subject to tax.
Cr Revenue S$45,351

[Recognition of revenue and contract receivable upon delivery of Product Y]

During the 2 years from contract inception until the receipt of cash payment:
Dr Receivable S$4,649 [S$45,351 x (1.05%-1)]

Cr Interest income S$4,649

[Recognition of interest incom;]\ Tax adjustment:

[~An accounting construct and should not be
taxable. Otherwise would lead to double taxation.

Dr Cash S$50,000

Cr Receivable S$50,000
[Recognition of cash receipt at the end of 2 years]
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Annex 2 — Numerical illustration of tax treatment for transitional adjustments

Transitional tax adjustments allowed as a deduction in the initial YA for income over-recognised in
prior YAs
Example 3 - Gross non-trade income (not remitted)
YA 2019
17% 10% Total

$ $ $
Gross trade revenue 5,000 D1 6,000 D2 11,000
Gross non-trade royalty income (not remitted) 400 -
Net profit before tax 1,800 2,500 4,300
Less: Transitional adjustment for trade
income over-recognised in prior YAs due to
adoption of FRS 115/SFRS(I) 15
(see Note 1) (909) (1,091) (2,000)

891 1,409 2,300
Less: Separate source/non-taxable income (400) - (400)
Add: Non-tax deductible expenses 150 200 350
Chargeable income 641 1,609 2,250
Note 1
Apportionment ratio for transitional D1/E D2/E
adjustment of 2,000 5,000/11,000 6,000/11,000
Computations of D and E based on Section 341 of the ITA
Part of chargeable income Deduction allowed or allowance
D= amount subject to same + made for each expenditure, donation
tax rate or loss in ascertaining the income
_ 1,550 * _

b1= (1,800 — 400 + 150) * 3:450 = 5000
D2 = 2,700 ¥ 3,300 = 6,000

(2,500 + 200)
*3,450 = Total expenses of 3,600 (5,000 + 400 - 1,800) - Non-tax deductible expenses of 150
**3,300 = Total expenses of 3,500 (6,000 - 2,500) - Non-tax deductible expenses of 200

E =D1+ D2 =5,000 + 6,000 = 11,000
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Annex 2 — Numerical illustration of tax treatment for transitional adjustments

Transitional tax adjustments assessed to tax in the initial YA for income under-recognised in prior
YAs
Example 4 - Gross non-trade income (remitted)
YA 2019
17% 10% Total
$ $ $

Gross trade revenue 5,000 6,000 11,000
Gross non-trade royalty income (remitted) 400 - 400

5400 D1 6,000 D2 11,400
Net profit before tax 1,800 2,500 4,300
Add: Transitional adjustment for trade income
under-recognised in prior YAs due to adoption
of FRS 115/SFRS(I) 15
(see Note 2) 947 1,053 2,000

2,747 3,553 6,300
Add: Non-tax deductible expenses 150 200 350
Chargeable income 2,897 3,753 6,650
Note 2
Apportionment ratio for transitional D1/E D2/E
adjustment of 2,000 5,400/11,400 6,000/11,400
Computations of D and E based on Section 34l of the ITA

Part of chargeable income Deduction allowed or allowance
D= amount subject to same + made for each expenditure, donation
tax rate or loss in ascertaining the income

_ 1,950 )
D1= (1,800 + 150) * 3,450

_ 2,700 *x
D2 = (2,500 + 200) ¥ 3,300

5,400

6,000

*3,450 = Total expenses of 3,600 (5,000 + 400 - 1,800) - Non-tax deductible expenses of 150

**3,300 = Total expenses of 3,500 (6,000 - 2,500) - Non-tax deductible expenses of 200

E =D1+D2=5,400 + 6,000 = 11,400

10




Tax Treatment Arising from Adoption of FRS 115 or SFRS(I) 15

Annex 2 — Numerical illustration of tax treatment for transitional adjustments

Transitional tax adjustments allowed as a deduction in the initial YA for income over-recognised in
prior YAs
Example 5 - Nil chargeable income under 10% tax rate category arising from losses
YA 2019
17% 10% Total
$ $ $
Gross trade revenue 5,000 D1 6,000 D2 11,000
Gross non-trade royalty income (not remitted) 400 -
Net profit /(loss) before tax 1,800 (1,000) 800
Less: Transitional adjustment for trade
income over-recognised in prior YAs due to
adoption of FRS 115/SFRS(I) 15
(see Note 3) 909 (1,091) (2,000)
891 (2,091) (1,200)
Less: Separate source/non-taxable income (400) (3,000) (3,400)
491 (5,091) (4,600)
Add: Non-tax deductible expenses 1,000 600 1,600
1,491 (4,491) (3,000)
Less: Capital allowance (150) - (150)
Chargeable income 1,341 Nil N.A.
Unabsorbed loss c/f (4,491)
Note 3
Apportionment ratio for transitional D1/E D2/E
adjustment of 2,000 5,000/11,000 6,000/11,000
Computations of D and E based on Section 34l of the ITA
Part of chargeable income Deduction allowed or allowance made
D= amount subject to same tax +  for each expenditure, donation or loss
rate in ascertaining the income
_ 2,250 * -
D1 = (1,800 — 400 + 1,000 — 150)  * 2,750 = 5,000
D2 = 0 + 6,000** = 6,000

*2,750 = Total expenses of 3,600 (5,000 + 400 - 1,800) - Non-tax deductible expenses of 1,000 +
Capital allowance of 150

** 6,000 = Total expenses of 10,000 (6,000 + 3,000 + 1,000) — Non-tax deductible expenses of 600 —
Deduction (or any part thereof) that remains unabsorbed of 3,400

E =D1+ D2 =5,000 + 6,000 = 11,000

11
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26 U.S. Code §451. General rule for taxable year of inclusion

U.S. Code Notes

(a) GENERAL R...

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 amount is to be properly accounted for as of a different period.

(b) INCLUSION NOT LATER THAN FOR FINANCIAL ACCOUNTING PURPOSES
(1) INCOME TAKEN INTO ACCOUNT IN FINANCIAL STATEMENT

(A) In general In the case of a taxpayer the taxable income of which is computed under an
accrual method of accounting, the all events test with respect to any item of gross income (or
portion thereof) shall not be treated as met any later than when such item (or portion thereof)
is taken into account as revenue in—

(i) an applicable financial statement of the taxpayer, or

(ii) such other financial statement as the Secretary may specify for purposes of this
subsection.

(B) Exception This paragraph shall not apply to—
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(i) a taxpayer which does not have a financial statement described in clause (i) or (ii) of
subparagraph (A) for a taxable year, or

(ii) any item of gross income in connection with a mortgage servicing contract.

(C) All events test

For purposes of this section, the all events test is met with respect to any item of gross income
if all the events have occurred which fix the right to receive such income and the amount of
such income can be determined with reasonable accuracy.

(2) COORDINATION WITH SPECIAL METHODS OF ACCOUNTING
Paragraph (1) shall not apply with respect to any item of gross income for which the taxpayer uses
a special method of accounting provided under any other provision of this chapter, other than any

provision of part V of subchapter P (except as provided in clause (ii) of paragraph (1)(B)).

financial statement” means—

(A) a financial statement which is certified as being prepared in accordance with generally
accepted accounting principles and which is—

(i) a 10-K (or successor form), or annual statement to shareholders, required to be filed by
the taxpayer with the United States Securities and Exchange Commission,

(ii) an audited financial statement of the taxpayer which is used for—
(I) credit purposes,
(II) reporting to shareholders, partners, or other proprietors, or to beneficiaries, or

(III) any other substantial nontax purpose,

but only if there is no statement of the taxpayer described in clause (i), or
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(iii) filed by the taxpayer with any other Federal agency for purposes other than Federal tax
purposes, but only if there is no statement of the taxpayer described in clause (i) or (ii),

(B) a financial statement which is made on the basis of international financial reporting
standards and is filed by the taxpayer with an agency of a foreign government which is
equivalent to the United States Securities and Exchange Commission and which has reporting
standards not less stringent than the standards required by such Commission, but only if there
is no statement of the taxpayer described in subparagraph (A), or

(C) a financial statement filed by the taxpayer with any other regulatory or governmental body
specified by the Secretary, but only if there is no statement of the taxpayer described in
subparagraph (A) or (B).

(4) ALLOCATION OF TRANSACTION PRICE

For purposes of this subsection, in the case of a contract which contains multiple performance
obligations, the allocation of the transaction price to each performance obligation shall be equal to
the amount allocated to each performance obligation for purposes of including such item in
revenue in the applicable financial statement of the taxpayer.

(5) GROUP OF ENTITIES

financial statement (as defined in paragraph (3)) for a group of entities, such statement shall be
treated as the applicable financial statement of the taxpayer.

(c) TREATMENT OF ADVANCE PAYMENTS

(1) IN GENERAL A taxpayer which computes taxable income under the accrual method of
accounting, and receives any advance payment during the taxable year, shall—

(A) except as provided in subparagraph (B), include such advance payment in gross income for
such taxable year, or
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(B) if the taxpayer elects the application of this subparagraph with respect to the category of
advance payments to which such advance payment belongs, the taxpayer shall—

(i) to the extent that any portion of such advance payment is required under subsection (b)
to be included in gross income in the taxable year in which such payment is received, so
include such portion, and

(i) include the remaining portion of such advance payment in gross income in the taxable
year following the taxable year in which such payment is received.

(2) ELECTION

(A) In general
Except as otherwise provided in this paragraph, the election under paragraph (1)(B) shall be

(B) Period to which election applies

An election under paragraph (1)(B) 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 to revoke such election. For purposes of this title, the computation of taxable
income under an election made under paragraph (1)(B) shall be treated as a method of
accounting.

(3) TAXPAYERS CEASING TO EXIST

Except as otherwise provided by the Secretary, the election under paragraph (1)(B) shall not apply
with respect to advance payments received by the taxpayer during a taxable year if such taxpayer
ceases to exist during (or with the close of) such taxable year.

(4) AbVANCE PAYMENT For purposes of this subsection—
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(A) In general The term “advance payment” means any payment—

(i) the full inclusion of which in the gross income of the taxpayer for the taxable year of
receipt is a permissible method of accounting under this section (determined without regard
to this subsection),

(ii) any portion of which is included in revenue by the taxpayer in a financial statement
described in clause (i) or (ii) of subsection (b)(1)(A) for a subsequent taxable year, and

(iii) which is for goods, services, or such other items as may be identified by the Secretary
for purposes of this clause.

(B) Exclusions Except as otherwise provided by the Secretary, such term shall not include—

(i) rent,
(ii) insurance premiums governed by subchapter L,
(iii) payments with respect to financial instruments,

(iv) payments with respect to warranty or guarantee contracts under which a third party is
the primary obligor,

(v) payments subject to section 871(a), 881, 1441, or 1442,

(vii) any other payment identified by the Secretary for purposes of this subparagraph.

(C) Receipt
For purposes of this subsection, an item of gross income is received by the taxpayer if it is
actually or constructively received, or if it is due and payable to the taxpayer.

(D) Allocation of transaction price

https://www.law.cornell.edu/uscode/text/26/451
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For purposes of this subsection, rules similar to subsection (b)(4) shall apply.

(d) SPECIAL RULE IN CASE OF DEATH

In the case of the death of a taxpayer 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.

(e) SPECIAL RULE FOR EMPLOYEE TIPS

For purposes of subsection (a), tips included in a written statement furnished an employer by an
employee pursuant to section 6053(a) shall be deemed to be received at the time the written
statement including such tips is furnished to the employer.

(f) SPECIAL RULE FOR CROP INSURANCE PROCEEDS OR DISASTER PAYMENTS

In the case of insurance proceeds received as a result of destruction or damage to crops, a taxpayer
reporting on the cash receipts and disbursements method of accounting may elect to include such
proceeds in income for the taxable year following the taxable year of destruction or damage, if he
establishes that, under his practice, income from such crops would have been reported in a following
taxable year. For purposes of the preceding sentence, payments received under the Agricultural Act of

damage to crops caused by drought, flood, or any other natural disaster, or (2) the inability to plant
crops because of such a natural disaster shall be treated as insurance proceeds received as a result of
destruction or damage to crops. An election under this subsection for any taxable year shall be made
at such time and in such manner as the Secretary prescribes.

(g) SPECIAL RULE FOR PROCEEDS FROM LIVESTOCK SOLD ON ACCOUNT OF DROUGHT, FLOOD, OR
OTHER WEATHER-RELATED CONDITIONS

(1) IN GENERAL

https://www.law.cornell.edu/uscode/text/26/451

6/16


https://www.law.cornell.edu/uscode/text/26/6053#a
https://www.law.cornell.edu/topn/agricultural_act_of_1949
https://www.law.cornell.edu/topn/disaster_assistance_act_of_1988

5/14/2020

26 U.S. Code § 451 - General rule for taxable year of inclusion | U.S. Code | US Law | LIl / Legal Information Institute

In the case of income derived from the sale or exchange of livestock in excess of the number the
taxpayer would sell if he followed his usual business practices, a taxpayer reporting on the cash
receipts and disbursements method of accounting may elect to include such income for the taxable
year following the taxable year in which such sale or exchange occurs if he establishes that, under
his usual business practices, the sale or exchange would not have occurred in the taxable year in
which it occurred if it were not for drought, flood, or other weather-related conditions, and that
such conditions had resulted in the area being designated as eligible for assistance by the Federal
Government.

(2) LIMITATION
Paragraph (1) shall apply only to a taxpayer whose principal trade or business is farming (within
the meaning of section 6420(c)(3)).

(3) SPECIAL ELECTION RULES

If section 1033(e)(2) applies to a sale or exchange of livestock described in paragraph (1), the
election under paragraph (1) shall be deemed valid if made during the replacement period
described in such section.

(h) SPECIAL RULE FOR UTILITY SERVICES

(1) IN GENERAL

In the case of a taxpayer the taxable income of which is computed under an accrual method of
accounting, any income attributable to the sale or furnishing of utility services to customers shall
be included in gross income not later than the taxable year in which such services are provided to
such customers.

(2) DEFINITION AND SPECIAL RULE For purposes of this subsection—

(A) Utility services The term “utility services” includes—

(i) the providing of electrical energy, water, or sewage disposal,
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(i) the furnishing of gas or steam through a local distribution system,
(iii) telephone or other communication services, and

(iv) the transporting of gas or steam by pipeline.

(B) Year in which services provided The taxable year in which services are treated as
provided to customers shall not, in any manner, be determined by reference to—

(i) the period in which the customers’ meters are read, or

(ii) the period in which the taxpayer bills (or may bill) the customers for such service.

(i) TREATMENT OF INTEREST ON FROZEN DEPOSITS IN CERTAIN FINANCIAL INSTITUTIONS

(1) IN GeNERAL In the case of interest credited during any calendar year on a frozen deposit in a
qualified financial institution, the amount of such interest includible in the gross income of a
qualified individual shall not exceed the sum of—

(A) the net amount withdrawn by such individual from such deposit during such calendar year,
and

(B) the amount of such deposit which is withdrawable as of the close of the taxable year
(determined without regard to any penalty for premature withdrawals of a time deposit).

(2) INTEREST TESTED EACH YEAR
Any interest not included in gross income by reason of paragraph (1) shall be treated as credited in
the next calendar year.

(3) DEFERRAL OF INTEREST DEDUCTION
No deduction shall be allowed to any qualified financial institution for interest not includible in gross

income under paragraph (1) until such interest is includible in gross income.
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(4) FrRozEN DEPOSIT For purposes of this subsection, the term “frozen deposit” means any deposit
if, as of the close of the calendar year, any portion of such deposit may not be withdrawn because
of—

(A) the bankruptcy or insolvency of the qualified financial institution (or threat thereof), or

(B) any requirement imposed by the State in which such institution is located by reason of the
bankruptcy or insolvency (or threat thereof) of 1 or more financial institutions in the State.

(5) OTHER DEFINITIONS
For purposes of this subsection, the terms “qualified individual”, “qualified financial institution”, and
“deposit” have the same respective meanings as when used in section 165(1).

(]) SPECIAL RULE FOR CASH OPTIONS FOR RECEIPT OF QUALIFIED PRIZES

(1) IN GENERAL

For purposes of this title, in the case of an individual on the cash receipts and disbursements
method of accounting, a qualified prize option shall be disregarded in determining the taxable year
for which any portion of the qualified prize is properly includible in gross income of the taxpayer.

(2) QUALIFIED PRIZE OPTION; QUALIFIED PRIZE For purposes of this subsection—

(A) In general The term “qualified prize option” means an option which—

(ii) is exercisable not later than 60 days after such individual becomes entitled to the
qualified prize.

(B) Qualified prize The term “qualified prize” means any prize or award which—

(i) is awarded as a part of a contest, lottery, jackpot, game, or other similar arrangement,
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(ii) does not relate to any past services performed by the recipient and does not require the
recipient to perform any substantial future service, and

(iii) is payable over a period of at least 10 years.

(3) PARTNERSHIP, ETC.
The Secretary shall provide for the application of this subsection in the case of a partnership or
other pass-through entity consisting entirely of individuals described in paragraph (1).

(k) SPECIAL RULE FOR SALES OR DISPOSITIONS TO IMPLEMENT FEDERAL ENERGY REGULATORY
COMMISSION OR STATE ELECTRIC RESTRUCTURING POLICY

(1) IN GeNERAL In the case of any qualifying electric transmission transaction for which the
taxpayer elects the application of this section, qualified gain from such transaction shall be
recognized—

(A) in the taxable year which includes the date of such transaction to the extent the amount
realized from such transaction exceeds—

(i) the cost of exempt utility property which is purchased by the taxpayer during the 4-year
period beginning on such date, reduced (but not below zero) by

(ii) any portion of such cost previously taken into account under this subsection, and

(B) ratably over the 8-taxable year period beginning with the taxable year which includes the
date of such transaction, in the case of any such gain not recognized under subparagraph (A).

(2) QUALIFIED GAIN For purposes of this subsection, the term “qualified gain” means, with respect
to any qualifying electric transmission transaction in any taxable year—

(A) any ordinary income derived from such transaction which would be required to be
recognized under section 1245 or 1250 for such taxable year (determined without regard to this
subsection), and
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(B) any income derived from such transaction in excess of the amount described in
subparagraph (A) which is required to be included in gross income for such taxable year
(determined without regard to this subsection).

(3) QUALIFYING ELECTRIC TRANSMISSION TRANSACTION For purposes of this subsection, the term
“qualifying electric transmission transaction” means any sale or other disposition before January 1,
2008 (before January 1, 2021, in the case of a qualified electric utility), of—

(A) property used in the trade or business of providing electric transmission services, or

(B) any stock or partnership interest in a corporation or partnership, as the case may be,
whose principal trade or business consists of providing electric transmission services,

(4) INDEPENDENT TRANSMISSION COMPANY For purposes of this subsection, the term
“independent transmission company” means—

(A) an independent transmission provider approved by the Federal Energy Regulatory
Commission,

(B) a person—

(i) who the Federal Energy Regulatory Commission determines in its authorization of the
transaction under section 203 of the Federal Power Act (16 U.S.C. 824b) or by declaratory
order is not a market participant within the meaning of such Commission’s rules applicable
to independent transmission providers, and

(ii) whose transmission facilities to which the election under this subsection applies are
under the operational control of a Federal Energy Regulatory Commission-approved
independent transmission provider before the close of the period specified in such
authorization, but not later than the date which is 4 years after the close of the taxable year
in which the transaction occurs, or
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(C) in the case of facilities subject to the jurisdiction of the Public Utility Commission of Texas—

(i) a person which is approved by that Commission as consistent with Texas State law
regarding an independent transmission provider, or

(ii) a political subdivision or affiliate thereof whose transmission facilities are under the
operational control of a person described in clause (i).

(5) EXEMPT UTILITY PROPERTY For purposes of this subsection:

(A) In general The term “exempt utility property” means property used in the trade or
business of—

(i) generating, transmitting, distributing, or selling electricity, or

(ii) producing, transmitting, distributing, or selling natural gas.

(B) Nonrecognition of gain by reason of acquisition of stock

Acquisition of control of a corporation shall be taken into account under this subsection with
respect to a qualifying electric transmission transaction only if the principal trade or business of
such corporation is a trade or business referred to in subparagraph (A).

(C) Exception for property located outside the United States
The term “exempt utility property” shall not include any property which is located outside the
United States.

(6) QUALIFIED ELECTRIC UTILITY For purposes of this subsection, the term “qualified electric

vertically integrated, in that it is both—

(A) a transmitting utility (as defined in section 3(23) of the Federal Power Act (16 U.S.C.

applies, and
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(B) an electric utility (as defined in section 3(22) of the Federal Power Act (16 U.S.C.

(7) SPECIAL RULE FOR CONSOLIDATED GROUPS

In the case of a corporation which is a member of an affiliated group filing a consolidated return,
any exempt utility property purchased by another member of such group shall be treated as
purchased by such corporation for purposes of applying paragraph (1)(A).

(8) TIME FOR ASSESSMENT OF DEFICIENCIES If the taxpayer has made the election under
paragraph (1) and any gain is recognized by such taxpayer as provided in paragraph (1)(B), then—

(A) the statutory period for the assessment of any deficiency, for any taxable year in which any
part of the gain on the transaction is realized, attributable to such gain shall not expire prior to
the expiration of 3 years from the date the Secretary is notified by the taxpayer (in such
manner as the Secretary may by regulations prescribe) of the purchase of exempt utility

(B) such deficiency may be assessed before the expiration of such 3-year period
notwithstanding any law or rule of law which would otherwise prevent such assessment.

(9) PURCHASE
For purposes of this subsection, the taxpayer shall be considered to have purchased any property if
the unadjusted basis of such property is its cost within the meaning of section 1012.

(10) ELECTION
An election under paragraph (1) shall be made at such time and in such manner as the Secretary

may require and, once made, shall be irrevocable.

(11) NONAPPLICATION OF INSTALLMENT SALES TREATMENT

an election to apply this subsection is made.
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