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(ii) Example. The provisions of para-
graph (c)(2)(i) of this section may be il-
lustrated by the following example.

Example. J, a personal service corporation 
that historically used a January 31 taxable 
year, makes a section 444 election to retain 
such year for its taxable year beginning Feb-
ruary 1, 1987. The last date (without exten-
sion) for payment of J’s income tax (if any) 
for its taxable year beginning February 1, 
1987, is April 15, 1988. However, under para-
graph (c)(2)(i) of this section, no penalty 
under section 6651(a)(2) will be imposed on 
any underpayment of income tax for the pe-
riod beginning April 15, 1988 and ending Au-
gust 15, 1988.

(d) Effective date. This section is ef-
fective for taxable years beginning 
after December 31, 1986. 

[T.D. 8205, 53 FR 19703, May 27, 1988]

§ 1.444–4T Tiered structure (tem-
porary). 

(a) Electing small business trusts. For 
purposes of § 1.444–2T, solely with re-
spect to an S corporation shareholder, 
the term deferral entity does not include 
a trust that is treated as an electing 
small business trust under section 
1361(e). An S corporation with an elect-
ing small business trust as a share-
holder may make an election under 
section 444. This paragraph (a) is appli-
cable beginning December 29, 2000, how-
ever taxpayers may voluntarily apply 
it to taxable years of S corporations 
beginning after December 31, 1996. 

(b) Certain tax-exempt trusts. For pur-
poses of § 1.444–2T, solely with respect 
to an S corporation shareholder, the 
term deferral entity does not include a 
trust that is described in section 401(a) 
or section 501(c)(3) that is exempt from 
taxation under section 501(a). An S cor-
poration with a trust that is described 
in section 401(a) or section 501(c)(3) 
that is exempt from taxation under 
section 501(a) as a shareholder may 
make an election under section 444. 
This paragraph (b) is applicable begin-
ning December 29, 2000, however tax-
payers may voluntarily apply it to tax-
able years of S corporations beginning 
after December 31, 1997. 

[T.D. 8915, 65 FR 82927, Dec. 29, 2000]

METHODS OF ACCOUNTING

METHODS OF ACCOUNTING IN GENERAL

§ 1.446–1 General rule for methods of 
accounting. 

(a) General rule. (1) Section 446(a) pro-
vides that taxable income shall be 
computed under the method of ac-
counting on the basis of which a tax-
payer regularly computes his income in 
keeping his books. The term ‘‘method 
of accounting’’ includes not only the 
overall method of accounting of the 
taxpayer but also the accounting treat-
ment of any item. Examples of such 
over-all methods are the cash receipts 
and disbursements method, an accrual 
method, combinations of such methods, 
and combinations of the foregoing with 
various methods provided for the ac-
counting treatment of special items. 
These methods of accounting for spe-
cial items include the accounting 
treatment prescribed for research and 
experimental expenditures, soil and 
water conservation expenditures, de-
preciation, net operating losses, etc. 
Except for deviations permitted or re-
quired by such special accounting 
treatment, taxable income shall be 
computed under the method of ac-
counting on the basis of which the tax-
payer regularly computes his income in 
keeping his books. For requirement re-
specting the adoption or change of ac-
counting method, see section 446(e) and 
paragraph (e) of this section. 

(2) It is recognized that no uniform 
method of accounting can be prescribed 
for all taxpayers. Each taxpayer shall 
adopt such forms and systems as are, 
in his judgment, best suited to his 
needs. However, no method of account-
ing is acceptable unless, in the opinion 
of the Commissioner, it clearly reflects 
income. A method of accounting which 
reflects the consistent application of 
generally accepted accounting prin-
ciples in a particular trade or business 
in accordance with accepted conditions 
or practices in that trade or business 
will ordinarily be regarded as clearly 
reflecting income, provided all items of 
gross income and expense are treated 
consistently from year to year. 

(3) Items of gross income and expend-
itures which are elements in the com-
putation of taxable income need not be 
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