
(2) properly complete a Form 1128,
Application to Adopt, Change or Retain
a Tax Year, and attach it to the Form
2553;
(3) write ‘‘FILED UNDER NOTICE

97–20’’ at the top of both the Form
2553 and the Form 1128; and
(4) timely fil e the Form 2553 (with

the attached Form 1128) with the appro-

2553. A corporation that qualifies to

ing period under § 1.442–1(c) as a
result of this notice should not fil e the
statement required by § 1.442–1(c)(1).

DRAFTING INFORMATION: The prin-
cipal author of this notice is Susie K.
Bird of the Office of Assistant Chief
Counsel (Income Tax and Accounting).
For further information, contact Ms.
Sandra Cheston at (202) 622–4840 (not
a toll-free call).

PAPERWORK REDUCTION ACT: The
collections of information contained in
this notice have been reviewed and
approved by the Office of Management
and Budget in accordance with the Pa-
perwork Reduction Act (44 U.S.C.
3507) under control number 1545–1532.
An agency may not conduct or spon-

sor, and a person is not required to
respond to, a collection of information
unless the collection of information dis-
plays avalid OMB control number.
The collections of information in this

notice are in the FILING PROCE-
DURES section of this notice. This
information is required by the Service to
implement the provisions of the Small
Business Job Protection Act of 1996
expanding eligibility to elect to be an S
corporation. The collections of informa-
tion are mandatory for a taxpayer that
chooses to change its annual accounting
period to a calendar year effective for
the short period ending December 31,
1996, and elect to be an S corporation
effective for the taxable year beginning
January 1, 1997. The likely respondents
are corporations.
The estimated total annual reporting

burden is 500 hours.
The estimated annual burden per re-

spondent wil l vary from 1 minute to 2
minutes, depending on individual cir-
cumstances, with an estimated average
of 1.5 minutes. The estimated number of
respondents is 20,000. The estimated
frequency of responses is once.
Books or records relating to a collec-

tion of information must be retained as

26 CFR 601.204: Changes in accounting period
and in methods of accounting.
(Also Part I , §§ 166, 446, 481, 585, 1362, 1374;
1.446–1, 1.1374–4)

Rev. Proc. 97–18

SECTION 1. PURPOSE

This revenue procedure provides
guidance for any bank as defined in
§ 581 of the Internal Revenue Code
(except any large bank as defined in
§ 585(c)(2)) that seeks to change its
method of accounting for bad debts
from the § 585 reserve method to the
§ 166 specific charge-off method so that
it may elect S corporation status for the
tax year beginning in 1997.

SECTION 2. BACKGROUND

.01 Section 1315 of the Small Busi-
ness Job Protection Act of 1996, Pub. L.
No. 104–188, 110 Stat. 1755, amended
§ 1361(b)(2) to allow banks (as defined
in § 581) that do not use the reserve
method of accounting for bad debts to
qualify as small business corporations
(and therefore qualify to elect S corpo-
ration status), effective for tax years
beginning after December 31, 1996.
.02 Notice 97–5, 1997–2 I.R.B. 25,

states that the Service wil l issue addi-
tional guidance granting permission for
an automatic change in method of ac-
counting for banks that change from the
reserve method of accounting.
.03 Except as otherwise expressly

provided, a bank must obtain the con-
sent of the Commissioner of Internal
Revenue to change a method of ac-
counting for federal income tax pur-
poses. To obtain this consent, a Form
3115 (Application for Change in Ac-
counting Method) generally must be
filed within 180 days after the beginning
of the tax year in which the proposed
change is to be made. Section 446(e)
and § 1.446–1(e)(2)(i) and (3)(i) of the
Income Tax Regulations.
.04 The Commissioner is authorized

to prescribe administrative procedures
setting forth the limitations, terms, and
conditions the Commissioner deems
necessary to obtain consent for effecting
a change in method of accounting and
to prevent amounts from being dupli-
cated or omitted, including the tax year

or years in which the § 481(a) adjust-
ment is to be taken into account. Section
1.446–1(e)(3)(ii).
.05 In computing taxable income,

§ 481(a) requires a bank to take into
account those adjustments necessary to
prevent amounts from being duplicated
or omitted when the bank’s taxable
income is computed under a method of
accounting different from the method
used to compute taxable income for the
preceding tax year.

SECTION 3. SCOPE

This revenue procedure applies to any
bank as defined in § 581 (except any
large bank as defined in § 585(c)(2))
that seeks to change its method of
accounting for bad debts from the § 585
reserve method to the § 166 specific
charge-off method, effective for its first
tax year beginning after December 31,
1996 (1997 tax year), in order to elect S
corporation status for its 1997 tax year.

SECTION 4. AUTOMATIC
PROCEDURE

.01 A bank, to which this revenue
procedure applies, that elects under
§ 1362 to become an S corporation by
filin g a Form 2553 (Election by a Small
Business Corporation) effective for its
1997 tax year wil l be deemed to have
elected to change its method of account-
ing for bad debts from the § 585 re-
serve method to the § 166 specific
charge-off method effective for its 1997
tax year (year of change) and to have
agreed to all the terms and conditions of
this revenue procedure.
.02 The bank must fil e a Form 2553

within the first 2 months and 15 days of
the first day of its 1997 tax year for the
S corporation election to be effective for
its 1997 tax year.
.03 In accordance with § 1.446–

1(e)(3)(ii), the requirement to fil e an
application on Form 3115 within the
180-day period provided in § 1.446–
1(e)(3)(i) is waived for any application
for change in method of accounting
filed pursuant to this revenue procedure.
In addition, under § 1.446–1(e)(2)(i),
the consent of the Commissioner is
hereby granted to any bank within the
scope of this revenue procedure to
change its method of accounting for bad
debts, in accordance with this revenue
procedure, from the § 585 reserve
method to the § 166 specific charge-off
method for the bank’s 1997 tax year.
.04 A bank that uses this revenue

procedure to change its method of ac-
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counting for bad debts from the § 585
reserve method to the § 166 specific
charge-off method may not later use
Rev. Proc. 85–8, 1985–1 C.B. 495, to
return to the § 585 reserve method.
.05 A bank changing its method of

accounting under this revenue procedure
also must file a Form 3115 in duplicate.
The original Form 3115 must be at-
tached to the bank’s timely filed (includ-
ing extensions) S corporation federal
income tax return for its 1997 tax year.
In addition, a copy of the Form 3115
must be filed with the national office
addressed to the Commissioner of Inter-
nal Revenue, Attention: Office of Assis-
tant Chief Counsel (Financial Institu-
tions and Products) CC:DOM:FI&P,
P.O. Box 7604, Benjamin Franklin Sta-
tion, Washington, D.C. 20044, no later
than the date the original Form 3115 is
filed with the 1997 S corporation federal
income tax return. No user fee is re-
quired for a Form 3115 filed under this
revenue procedure. A Form 3115 filed
pursuant to this revenue procedure will
not be acknowledged.
.06 In addition to the filing require-

ments in section 4.05 of this revenue
procedure, a bank that is under examina-
tion at any time between February 19,
1997, and the due date for filing its
original federal income tax return (in-
cluding extensions) for its 1997 tax year
must provide a copy of the Form 3115
to the examining agent no later than the
earlier of (i) 180 days after February 19,
1997, or for a bank that is not under
examination on February 19, 1997, 180
days after the bank first comes under
examination, or (ii) the date the bank
must file its original federal income tax
return (including extensions) for its
1997 tax year.

SECTION 5. SECTION 481(a)
ADJUSTMENT

.01 As a condition of the change in
method of accounting under this revenue
procedure, a bank must include the
amount of its § 481(a) adjustment in its
income, beginning with its 1997 tax
year, ratably over the lesser of 6 years
or the number of years that the bank has
used the § 585 reserve method. See
section 5.04 and 5.05 for exceptions to
the § 481(a) adjustment period.
.02 Generally, the amount of a bank’s

§ 481(a) adjustment for a change in
method of accounting under this revenue
procedure is the amount of the bank’s
reserve for bad debts as of the close of
the tax year immediately before the year

of change. However, the amount of the
§ 481(a) adjustment does not include
the amount of a bank’s pre-1988 re-
serves (as described in § 593(g)(2)(A)-
(ii), without taking into account
§ 593(g)(2)(B)) if the bank changed in
a prior year from the § 593 reserve
method to the § 585 reserve method
and § 593(g) applied to that change.
The § 481(a) adjustment is recognized
built-in gain under § 1374. See
§ 1.1374–4(d). In addition, banks
should be aware of the effects of the
interaction between provisions specially
applicable to banks and provisions of
subchapter S, for example, (i) §§ 593(e)
and 1368 with respect to earnings and
profits, and (ii) §§ 593(e) and (g)(3)
and 1374.
.03 A change in method of accounting

under this revenue procedure shall be
treated as a voluntary change in method
of accounting that is initiated by the
bank; and therefore, the § 481(a) adjust-
ment is not restricted to post-1953
items.
.04 A bank may elect to use a one-

year § 481(a) adjustment period if its
entire § 481(a) adjustment is less than
$25,000. A bank that desires to elect this
one-year adjustment period must so in-
dicate by checking the ‘‘Yes’’ box in
Question 26 on its Form 3115 and must
include the entire § 481(a) adjustment
in its income for the 1997 tax year.
.05 A bank taking a § 481(a) adjust-

ment into account under this revenue
procedure that ceases being a bank as
defined in § 581 must include in its
income for the tax year of the cessation
any remaining balance of the § 481(a)
adjustment.

SECTION 6. AUDIT PROTECTION
FOR CHANGE IN METHOD OF
ACCOUNTING

.01 A bank within the scope of this
revenue procedure that timely complies
with all of the terms and conditions of
this revenue procedure will have audit
protection (that is, the district director
may not propose that the bank change
the same method of accounting as the
method that the bank is changing under
this revenue procedure) for tax years
before 1997 unless (1) the bank has
received written notification from an
examining agent (for example, by ex-
amination plan, information document
request, notification of proposed adjust-
ments or income tax examination
changes) before February 19, 1997, spe-
cifically citing as an issue under consid-

eration the bank’s reserve method of
accounting for bad debts, or (2) the
bank’s reserve method of accounting for
bad debts was an issue under consider-
ation by an appeals office or a federal
court before February 19, 1997.
.02 The district director, however, will

verify the amount of the § 481(a) ad-
justment and the § 481 adjustment pe-
riod, and otherwise determine that the
bank has fully complied with this rev-
enue procedure.

SECTION 7. EXCLUSIVE
PROCEDURE

.01 This revenue procedure is the
exclusive procedure available to a bank
within the scope of this revenue proce-
dure to obtain the Commissioner’s con-
sent to change its method of accounting
for bad debts from the § 585 reserve
method to the § 166 specific charge-off
method. Any Form 3115 filed with the
national office under Rev. Proc. 92–20,
1992–1 C.B. 685, by a bank that is
within the scope of this revenue proce-
dure, along with any user fee submitted,
will be returned to the bank.
.02 The national office or district

director may review a bank’s Form 3115
filed under this revenue procedure. If it
is determined that the bank does not
qualify for the change in method of
accounting under this revenue proce-
dure, the national office or the district
director will so advise the bank.

SECTION 8. FAILURE TO COMPLY

A bank to which this revenue proce-
dure applies that changes its method of
accounting for bad debts without com-
plying with all of the applicable provi-
sions of this revenue procedure will be
deemed to have initiated the change
without obtaining the consent of the
Commissioner as required by § 446(e)
and will not have audit protection for
prior years as provided in section 6.
Accordingly, the district director may
propose to change the bank’s reserve
method in a prior year, and if the first
year in which the bank improperly uses
the requested method of accounting is
no longer open for the assessment of a
deficiency of tax, the Commissioner
may use the Commissioner’s statutory
discretion to change the bank’s method
of accounting in a later year and impose
an adjustment under § 481(a).
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SECTION 9. DEFINITIONS

Except as otherwise provided in this
revenue procedure, the following terms
have the meaning given to them by Rev.
Proc. 92–20:
Under examination (See section 3.02

of Rev. Proc. 92–20);
Year of change (See section 3.03 of

Rev. Proc. 92–20); and
Filed (See section 3.04 of Rev. Proc.

92–20).

SECTION 10. EFFECT ON OTHER
REVENUE PROCEDURES

Rev. Proc. 85–8, 1985–1 C.B. 495, is
modified.

SECTION 11. EFFECTIVE DATE

This revenue procedure is effective
only for accounting method changes by
a bank for which the 1997 tax year is
the year of change.

DRAFTING INFORMATION

The principal authors of this revenue
procedure are Laura Howell of the Of-
fice of Assistant Chief Counsel
(Passthroughs and Special Industries)
and Nicholas Bogos of the Office of
Assistant Chief Counsel (Financial Insti-
tutions and Products). For further infor-
mation regarding this revenue procedure,
contact Ms. Howell at (202) 622–3060
or Mr. Bogos at (202) 622–3920 (not
toll-free calls).

26 CFR 301.7502–1: Timely mailing treated as
timely filing.
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SECTION 1. PURPOSE

This revenue procedure provides the
criteria that will be used during the
interim period (defined in section 3.01
of this revenue procedure) to determine
whether a private delivery service
(‘‘PDS’’) qualifies as a designated pri-
vate delivery service (‘‘designated
PDS’’) under § 7502(f) of the Internal
Revenue Code. This revenue procedure
also provides the procedures under
which a PDS can apply to become a
designated PDS during the interim pe-
riod.

SECTION 2. BACKGROUND

.01 Generally, a document is consid-
ered filed when it is received.See, e.g.,
Emmons v. Commissioner, 92 T.C. 342,
345–47 (1989),aff ’d, 898 F.2d 50 (5th
Cir. 1990) (tax returns were filed on the
date received because § 7502 did not
apply). Section 7502 provides special
rules that apply when a document is
required to be filed (or a payment is
required to be made) within a prescribed
period or on or before a prescribed date
under the authority of any provision of
the internal revenue laws. These rules
can apply to documents filed at offices
of the Internal Revenue Service (‘‘Ser-
vice’’) as well as the United States Tax
Court.
.02 Section 7502(a) provides the gen-

eral rule that if a document (or pay-
ment) is delivered by the United States
mail after the due date in a postage
prepaid, properly addressed envelope,
then the date of the United States post-
mark is deemed to be the date of
delivery (or the date of payment) if the
date of the postmark is on or before the

due date. (See § 7502(e) for special
rules regarding the mailing of deposits.)
.03 Section 7502(c) and

§§ 301.7502–1(c)(2) and (d)(1) of the
Procedure and Administration Regula-
tions provide the rules applicable to
registered and certified mail. If a docu-
ment or payment is sent by registered
mail, the date of the registration is
treated as the postmark date. If a docu-
ment or payment is sent by certified
mail, the date of the postmark on the
sender’s receipt is treated as the post-
mark date. Proof of proper registration
of a document, or that a postmark
certified mail sender’s receipt was prop-
erly issued for a document, is prima
facie evidence of delivery of that docu-
ment. For payments sent by registered
or certified mail, however, proof of
proper registration of an item, or that a
postmark certified mail sender’s receipt
was properly issued for an item, is not
prima facie evidence of delivery.
.04 Section 7502(d) provides excep-

tions to the general rule of § 7502. The
special filing and payment rules of
§ 7502 do not apply to the following:
(1) documents filed in, or payments

made to, any court other than the United
States Tax Court;
(2) currency or other medium of pay-

ment unless actually received and ac-
counted for; and
(3) documents or payments that are

required to be delivered by any method
other than by mailing.
.05 Section 1210 of the Taxpayer Bill

of Rights 2, Pub. L. No. 104–168, 110
Stat. 1452, 1474–1475 (1996), amended
§ 7502 by adding subsection (f). Prior
to the amendment, the ‘‘timely mailing
as timely filing/paying’’ rule of
§ 7502(a) could not apply to documents
and payments delivered other than by
United States mail. Section 7502(f) au-
thorizes the Service to expand the
‘‘timely mailing as timely filing/paying’’
rule to documents and payments deliv-
ered by certain PDSs. A PDS must be
designated by the Service before it will
qualify for the ‘‘timely mailing as
timely filing/paying’’ rule. Section
7502(f) also grants the Service authority
to accept the equivalent of registered or
certified mail services from designated
PDSs.
.06 In Announcement 96–108,

1996–44 I.R.B. 15, the Service invited
comments, and provided notice of a
public hearing, with respect to develop-
ing interim criteria for designating PDSs
for purposes of the ‘‘timely mailing as
timely filing/paying’’ rule of § 7502. A
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