Notice of Intert to Issue Guidance
Allowing Farmes to Expeditiously
Chang Their Methal of
Accountiig for Defered Payment
Sales Contractin Computing
Alternatie Minimum Tax

Notiee 97-13

SUMMARY: The Internd Revene Sea-
vice intencs to provide approva for
taxpayes engagd in the busines of
farming to chang their methal of ac-
countirg for the income from certain
deferral paymen sales contracs for
purposs of computirg their alternative
minimum tax (AMT). Farmes will be
allowed to chang to a permissible
methal of accountiig for this income,
effective for taxabk yeas beginning
after Decembe 31, 1996 by attaching
Form 3115 to their 1997 federd income
tax returrs to be filed during 1998.
Farmes who chang their metha of
accountilg in accordane with this pro-
cedue will then receiwe audt protection
with respet to the use of an impermis-
sible methal of accountiry for all tax-
able years prior to the change in acca-
dane with generaly applicabé rules.

BACKGROUND: The Servie has re-
ceivad numeros inquiries on the proper
treatmentfor AMT purposesof income
from the sak of producs raisel by
farmess or othe inventoly propery sold
in the ordinay course of the farming
busines unde deferrel paymen sales
contracts A deferrel paymen sales con-
trad is one where at leag one payment
is to be receivel after the close of the
taxabke yea in which the produd is
sold.

Sectian 56(a)(§ of the Code provides
that in computirg alternative minimum
taxabke income (AMTI), income from
the disposition of propery suc as farm
producs is determiné without regad to
the installmen methal unde § 453.
Thus a farme using the ca$h method,
who sells farm producs unde a de-
ferred paymen sales contra¢ and does
not eled out of the installmert method
of reporting mug include in AMTI in
the yea of the sak both the cash
receival and the fair marke value (or
the isswe price) of the deferrel payment
obligation Otherwise the farme is us-
ing an impermissibé metha of ac-
counting If the farme elecs nat to
appl the installment methal to the sale,
ard repors the income in the yea of

the sale ther is no AMTI adjustment
with respet to the sale.

Section 446(€ generaly provides that
a taxpaye tha changs its metha of
accountigy mug secue the Commis-
siong’s consemn before computirg in-
come using the new method In general,
taxpayes who wish to chang their
methal of accountig mug file Form
3115, Application for Chang in Ac-
countirg Method with the Commis-
siong within the first 180 days of the
taxabk yea in which the taxpaye de-
sires to make the change and mugd pay
a use fee (rangirg from $50 to $900).
Treas Reg § 1.446-1(e)(3)(i) In addi-
tion, § 1.446-1(e)(3)()i authorize the
Commissione to prescrile administra-
tive procedurs settirg forth the limita-
tions terms and conditiors necessar to
obtan consem to chang a metha of
accounting.

AUTOMATIC CHANGE IN METHOD
OF ACCOUNTING: The Servie will
isste guidane tha will allow farmers
currently using an impermissibé method
of accountig for income from the sale
of farm products unde deferral pay-
mert sales contracs for AMT purposes
to automaticalf change to a permissible
methal of accounting Unde the forth-
coming guidance farmes will be al-
lowed to reques the methal chang by
attachirg Form 3115 to their timely filed
1997 federd income tax retum (due in
1998) No use fee will be required.

The methal chang will be effective
for taxabk yeas beginnirg after De-
cember 31, 1996 In addition the
methal chang will resut in audi pro-
tection for all prior taxabk yeas with
respet to the impermissibé methal of
accountig (i.e, the examinirg agent
will not propo® tha a farmea change
the impermissibé methal of accounting
for any prior taxabk yeay in accordance
with generaly applicabé rules See Rev.
Proc 92-2Q Sectim 10.12 1992-1
C.B. 685 Farmes currenty using an
impermissibé methal of accountiry for
sud sales shoutl continte to use that
methal in computig AMT for taxable
years endirg prior to Januay 1, 1997.

The automatt methal chang proce-
dure will not be availabk to farmers
who hawe receival written notification
from an examinirg agen (e.g, by ex-
aminatin plan information document
request notification of proposé adjust-
ments or income tax examination
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changep prior to Januay 28, 1997,
specifically citing as an isswe under
consideratia the farma’s methal of
accountiig for income from sales of
farm producs unde deferrel payment
sales contracs for AMT purposes In
addition the guidane will nat appl if
the farme’s methal of accountig for
sud income for AMT purposs is an
isste unde consideratia by an appeals
office or a federd court.

DRAFTING INFORMATION: The prin-
cipd autho of this notice is William A.
Jacksao of the Office of Assistam Chief
Counsé (Income Tax and Accounting).
For further information regardirg this
notice contat¢ Jonatha Strum at (202)
622-49@® (not a toll-free call).




