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SECTION 13. SHORT-TERM taxpayer’s lifetime income. If the prac-Accounting Method, during the taxable

OBLIGATIONS (§1281) ....... 162 tice does not permanently affect the taxyear in which the taxpayer wants to make
.01 Interest income on payer’s lifetime income, but does or couldhe proposed change.

short-term obligations .. .. .. 162 change the taxable year in which income .03 Terms and conditions of a method

(1) Description of change is reported, it involves timing and ischange. Section 1.446-1(e)(3)(ii) autho-
and scope .............. 16therefore a method of accountingee rizes the Commissioner to prescribe ad-

(2) Section 481(a) adjustment Rev. Proc. 91-31, 1991-1 C.B. 566. ministrative procedures setting forth the
period ................. 164 (2) Although a method of accountinglimitations, terms, and conditions deemed
02 Stated interest on short-term loandnay exist under this definition without anecessary to permit a taxpayer to obtain
of cash method banks in the pattern of consistent treatment of an itengonsent to change a method of accounting
Eighth Circuit ............ 164 @ method of accounting is not adopted iin accordance with § 446(e). The terms

(1) Description of change most instances without consistent treagnd conditions the Commissioner may

and SCOPE .« ... vvo o, 164Ment. The treatment of a material item iprescribe include the year of change,
(2) Section 481(a) adjustment the same way in_ dete_rmining the gross inwhether the change is to be made with a &

period . ..o 165C0me or deductlons in two or more con481(a) adjustment orona cut—pff basis,
(3) No ruling protection . . . . . . 165 secutively filed tax returns (without re-and the § 481(a) adjustment period.

gard to any change in status of the method .04 No retroactive method change.
SECTION 1. PURPOSE as permissible or impermissible) repretnless specifically authorized by the
This revenue procedure provides th&€Nts consistent treatment of that item fdtommissioner, a taxpayer may not re-
procedures by which a taxpayer may og2urposes of § 1.446-1(e)(2)(ii)(a). If aquest, or otherwise make, a retroactive
tain automatic consent to change the meti@XPayer treats an item properly in thehange in method of accounting, regard-
ods of accounting described in the APfirst return that reflects the item, howeverless of whether the change is from a per-
PENDIX of this revenue procedure. Thidt iS not necessary for the taxpayer to treanissible or an impermissible methofiee
revenue procedure clarifies, modifies, amihe item consistently in two or more congenerallyRev. Rul. 90-38.
plifies, and supersedes Rev. Proc. 98-68€cUtive tax returns to have adopted a .05 Method change with a § 481(a)
1998-51 I.R.B. 16. It also consolidates ayn€thod of accounting. If a taxpayer haadjustment.
tomatic consent procedures for changes fifiopted a method of accounting under (1) Need for adjustment Section
several methods of accounting that werd'€se rules, the taxpayer may not changi1(a) requires those adjustmeljts neces
published subsequent to the publication ¢he method by amending its prior incomeary to prevent amounts from .belng dupli-
Rev. Proc. 98-60, and provides new auté@* return(s). SeeRev. Rul. 90-38, cated or omitted to be taken into account
matic consent procedures for changes H?90-1 C.B. 57. when the taxpayer’s taxable income. is
several other methods of accounting. A (3) A change in the characterizatiorcomputed under a method of accounting
taxpayer complying with all the applicableof an item may also constitute a change idlfferent_from the method used to compute
provisions of this revenue procedure ha®ethod of accounting if the change hataxable income for the preceding taxable
obtained the consent of the Commissiondfe effect of shifting income from one peyear. When there is a change in method o
of Internal Revenue to change its methotiod to another. For example, a changgccounting to which § 481(a) is applied,
of accounting under § 446(e) of the Interfrom treating an item as income to treatingncome for the taxable year preqedmg the
nal Revenue Code and the Income TalQe item as a deposit is a change in methgear of change must be determined unde
Regulations thereunder. of accounting.SeeRev. Proc. 91-31. the method of accounting that was then
(4) A change in method of accountemployed, and income for the year of
SECTION 2. BACKGROUND AND ing does not include correction of mathechange and the following taxable years

CHANGES matical or posting errors, or errors in thénust be determined under the new methoc
.01 Change in method of accountingcomputation of tax liability (such as er-of accounting as if the new method had al-
defined. rors in computation of the foreign taxways been used.

(1) Section 1.446-1(e)(2)(ii)(a) ofcredit, net operating loss, percentage d%-v'sz?or:‘izzf-u/*séasxfhzyirvg}:l'i;soht :222.'[)?3 ;Ongs(zs_
the lncome,TaX ReQUIatlonS prOVId,eS thapletlon, or m\./.eStment Credlt)See§ bursements method and changes to an overall ac
a change in method of accounting ind.446-1(e)(2)(ii)(b). crual method. The taxpayer has $120,000 of income
cludes a change in the overall plan of ac- .02 Securing permission to make aarned but not yet received (accounts receivable)
counting for gross income or deductionsmethod change.Sections 446(e) and and $100,000 of expenses incurred but not yet paid
or a change in the treatment of any mate-446-1(e) state that, except as otherwi§gFcounts payable) as of the end of the taxable yea
L L . . . receding the year of change. A positive § 481(a)
!al item. A material |Fem is any |Fem thatprowded, a taxpaygr must secure the coﬁajustmemt of $20,000 ($120,000 accounts receiv-
involves the proper time for the inclusionsent of the Commissioner before changsie less $100,000 accounts payable) is required as
of the item in income or the taking of theng a method of accounting for federal infesult of the change.
item as a deduction. In determiningcome tax purposes. Section (2) Adjustment period.Section
whether a taxpayer’s accounting practic&.446—1(e)(3)(i) requires that, in order tat81(c) and 88 1.446-1(e)(3)(ii) and
for an item involves timing, generally theobtain the Commissioner’s consent to 4.481-4 provide that the adjustment re-
relevant question is whether the practicemethod change, a taxpayer must file quired by § 481(a) may be taken into ac-
permanently changes the amount of theorm 3115, Application for Change incount in determining taxable income in



the manner and subject to the conditionsmay be used for each trade or businegated future changes in the organizationa
agreed to by the Commissioner and thprovided the method of accounting usedtructure of the Internal Revenue Service.
taxpayer. Generally, in the absence dbr each trade or business clearly reflects  (2) Section 4.02 is modified by the
such an agreement, the § 481(a) adjudtie overall income of the taxpayer as weliddition of section 4.02(8), which pro-
ment is taken into account completely iras that of each particular trade or busiides that this revenue procedure does nc
the year of change, subject to § 481(Imess. No trade or business is separate amgbly if the taxpayer would be required to
which limits the amount of tax where thedistinct unless a complete and separabéecelerate the § 481(a) adjustment in th
§ 481(a) adjustment is substantial. Howset of books and records is kept for thatear of change. This scope limitation
ever, under the Commissioner’s authorityrade or business. does not apply to changes of accounting
in § 1.446-1(e)(3)(ii) to prescribe terms  (2) Section 1.446-1(d)(3) providesmethod under sections 2.01 and 2.02 o
and conditions for changes in methods dhat if, by reason of maintaining differentthe APPENDIX of this revenue proce-
accounting, this revenue procedure pranethods of accounting, there is a creatioture.
vides specific adjustment periods that arer shifting of profits or losses between the  (3) The additional statement required
intended to achieve an appropriate batrades or businesses of the taxpayer (ftwy section 6.02(5) of Rev. Proc. 98—60
ance between the goals of mitigating disexample, through inventory adjustmentshas been discontinued. Elimination of
tortions of income that result from ac-sales, purchases, or expenses) so that this statement does not otherwise chang
counting method changes and providingome of the taxpayer is not clearly rethe responsibility of a taxpayer seeking
appropriate incentives for voluntary comflected, the trades or businesses of theutomatic consent to comply with all the
pliance. taxpayer are not separate and distinct. applicable provisions of this revenue pro-
.06 Method change using a cut-off .09 Penalties. Any otherwise applica- cedure. See sections 5.01, 6.01, 6.06 ar
method. The Commissioner may deter-ble penalty for the failure of a taxpayer td0.04(1) of this revenue procedure.
mine that certain changes in methods afhange its method of accounting (for ex-  (4) Section 6.03(4) clarifies that the
accounting will be made without a 8ample, the accuracy-related penalty undeffice conducting the examination gives
481(a) adjustment, using a “cut-off§ 6662 or the fraud penalty under § 6663)onsent to the filing of the application,
method.” Under a cut-off method, onlymay be imposed if the taxpayer does naaither than to the change itself. This is
the items arising on or after the beginningmely file a request to change a methodonsistent with the current authority of
of the year of change (or other operativef accounting. See§ 446(f). Addition- such office, upon examination, to deny
date) are accounted for under the newlly, the taxpayer’s return preparer mayhe change if the taxpayer fails to comply
method of accounting. Any items arisingalso be subject to the preparer penaltyith all the applicable provisions of this
before the year of change (or other operamder § 6694. However, penalties wilrevenue procedureSeesection 6.06 of
tive date) continue to be accounted fonot be imposed when a taxpayer changdsis revenue procedure.
under the taxpayer’s former method of adrom an impermissible method of ac- (5) Sections 2.01 and 2.02 of the AP-
counting. See, for example, § 263Acounting to a permissible one by complyPENDIX are modified to include certain
(which generally applies to costs incurredhg with all applicable provisions of thischanges in method of accounting for de-
after December 31, 1986, for noninvenrevenue procedure. preciation or amortization for purposes of
tory property), § 461(h) (which generally .10 Change made as part of an examicomputing alternative minimum taxable
applies to amounts incurred on or aftenation Sections 446(b) and 1.446-1(b)(1)ncome and adjusted current earnings
July 18, 1984), and § 1.446-3 (which approvide that if a taxpayer does not regularlynder § 56.
plies to notional principal contracts enemploy a method of accounting that clearly ~ (6) Section 5.01 of the APPENDIX
tered into on or after December 13, 1993Jeflects its income, the computation of taxis modified to permit a taxpayer required
Because no items are duplicated or omittble income must be made in a manndo use an inventory method of accounting
ted from income when a cut-off method ishat, in the opinion of the Commissionerto change to an overall accrual method
used to effect a change in accountingoes clearly reflect income. If a taxpayeprovided the taxpayer uses a proper in
method, no § 481(a) adjustment is necesnder examination is not eligible to changsentory method and either is a small re-
sary. a method of accounting under this revenuseller or is eligible to use the simplified
.07 Consistency and clear reflection ofprocedure, the change may be made by thesale method;
income. Methods of accounting shoulddistrict director. A change resulting in a (7) Section 5.01 of the APPENDIX is
clearly reflect income on a continuingpositive § 481(a) adjustment will ordinarilymodified to provide that the change does
basis, and the Internal Revenue Servidege made in the earliest taxable year undeot apply to a taxpayer with two or more
exercises its discretion under 88 446(egxamination with a one-year § 481(a) adrades or businesses, unless the taxpay

and 481(c) in a manner that generalljustment period. uses or adopts the same overall accrus

minimizes distortions of income across .11 Significant changes.Significant method for each such trade or business.

taxable years and on an annual basis. changes to Rev. Proc. 98-60 include: (8) Section 8.04 of the APPENDIX
.08 Separate trades or businesses. (1) The term “district director” is is modified to include changes in the

(1) Sections 1.446-1(d)(1) and (2now defined in new section 3.11 to indimethod of accounting for state unemploy-
provide that when a taxpayer has two arlude the district director or other approment taxes and railroad retirement taxes.
more separate and distinct trades or bugiriate examining office or official. This (9) The following changes in meth-
nesses, a different method of accountinghange was made to accommodate anti@éds of accounting have been added to th



APPENDIX of this revenue procedure: 99-41, 1999-35 |.R.B. 325. notified by Appeals that the case has beer
(a) Section 1A.01 of the APPEN- .05 Timely performance of actsThe referred by the examining agent(s) to Ap-

DIX regarding the revocation of a 8rules of § 7503 apply when the last dapeals, the date the taxpayer files a petition

171(c) election; for the taxpayer’s timely performance ofin the Tax Court, the date on which the
(b) Section 4A.01 of the APPEN-any act (for example, filing an applicationperiod for filing a petition with the Tax

DIX regarding deferred compensation; or submitting additional information) falls Court expires, or the date of the notice of
(c) Section 5A.01 of the APPEN-oNn a Saturday, Sunday, or legal holidaylaim disallowance.

DIX regarding accrual of interest on non-The performance of any act is timely if (b) An examination does not end

performing loans; the act is performed on the next succeeas a result of the early referral of an issue
(d) Sections 8A.01, 8A.02, anding day that is not a Saturday, Sunday, do Appeals under the provisions of Rev.

8A.03 of the APPENDIX regarding § 467legal holiday. Proc. 96-9, 1996-1 C.B. 575.

rental agreements; .06 Year of change.The year of (c) An examination resumes on
(e) Section 10A.02 regarding elecchange is the taxable year for which #he date the taxpayer (or its representa

tions to use the mark-to-market method gghange in method of accounting is effective) is notified by Appeals (or otherwise)

accounting under § 475(e) or (f). tive, that is, the first taxable year the nevthat the case has been referred to the ex
(f) Section 12A.01 of the APPEN- method is to be used, even if no affectedmining agent(s) for reconsideration.

DIX regarding the revocation of a gitems are taken into account for that year.  (2) Partnerships and S corporations

1278(b) election. .07 Section 481(a) adjustment periodsubject to TEFRA For an entity (includ-
The § 481(a) adjustment period is the apng a limited liability company), treated
SECTION 3. DEFINITIONS plicable number of taxable years for takas a partnership or an S corporation for

.01 Application. The term “applica- ing into account the § 481(a) adjustmerfederal income tax purposes, that is sub-
tion” includes a Form 3115, or any staterequired as a result of the change iject to the TEFRA unified audit and litiga-
ment that is authorized under the APPENmethod of accounting. The year ofion provisions for partnerships and S cor-
DIX of this revenue procedure to be filedchange is the first taxable year in the adorations, an examination begins on the
in lieu of a Form 3115, and any attachjustment period and the § 481(a) adjustlate of the notice of the beginning of an
ments. ment is taken into account ratably oveadministrative proceeding sent to the Tax

.02 Taxpayer the number of taxable years in the adjusMatters Partner/Tax Matters Person

(1) In general. The term “taxpayer” ment period. The applicable adjustmenfTMP). An examination ends:
has the same meaning as the term “paperiods are set forth in section 5.04 of this (&) in a case in which the Service
son” defined in § 7701(a)(1) (rather thamevenue procedure. accepts the partnership or S corporation
the meaning of the term “taxpayer” de- .08 Under examination return as filed, on the date of the “no ad-
fined in 8 7701(a)(14)). (1) In general. justments” letter or the “no change” no-

(2) Consolidated group.For pur- (a) Except as provided in sectiortice of final administrative adjustment
poses of (a) sections 3.08(1), 3.09(1), ar®l08(2) of this revenue procedure, an exent to the TMP;
4.02(1) of this revenue procedure (taxamination of a taxpayer with respect to a (b) in a fully agreed case, when all
payer under examination), (b) sectionfederal income tax return begins on théhe partners, members, or shareholders exe
3.09(2) and 4.02(2) of this revenue procedate the taxpayer is contacted in any mawute a Form 870-P, 870-L, or 870-S; or
dure (taxpayer before an appeals officeper by a representative of the Service for (c) in an unagreed or a partially
or (c) sections 3.09(3) and 4.02(3) of thishe purpose of scheduling any type of exagreed case, on the earliest of the date th
revenue procedure (taxpayer before a fedmination of the return. An examinationTMP (or its representative) is notified by
eral court), the term “taxpayer” includes ands: Appeals that the case has been referred b
consolidated group. () in a case in which the Ser-the examining agent(s) to Appeals, the

.03 Filed. Any form (including an ap- vice accepts the return as filed, on thdate the TMP (or a partner, member, or
plication), statement, or other documendate of the “no change” letter sent to thehareholder) requests judicial review, or
required to be filed under this revenu¢axpayer; the date on which the period for request-
procedure is filed on the date it is mailed (i) in a fully agreed case, on theing judicial review expires. But see sec-
to the proper address (or an address singarliest of the date the taxpayer executedian 4.02(5) of this revenue procedure for
lar enough to complete delivery). If thewaiver of restrictions on assessment arertain rules that preclude an entity from
form, statement, or other document is naicceptance of overassessment (for examequesting a change in accounting
mailed (or the date it is mailed cannot bele, Form 870, 4549, or 4605), the datenethod. Also note that S corporations are
reasonably determined), it is filed on thehe taxpayer makes a payment of tax thaot subject to the TEFRA unified audit
date it is delivered to the Service. equals or exceeds the proposed defand litigation provisions for taxable years

.04 Mailed. The date of mailing will ciency, or the date of the “closing” letterbeginning after December 31, 1996ee
be determined under the rules of § 750%for example, Letter 891 or 987) sent t&Small Business Job Protection Act of
For example, the date of mailing is théhe taxpayer; or 1996, Pub. L. No. 104-188, § 1317(a),
date of the U.S. postmark or the applica- (iii) in an unagreed or a par-110 Stat. 1755, 1787 (1996).
ble date recorded or marked by a desigially agreed case, on the earliest of the .09 Issue under consideration.
nated private delivery servic&eeNotice date the taxpayer (or its representative) is (1) Under examinationA taxpayer’s



method of accounting for an item is an .10 Change within the LIFO inventory changed is an issue under consideratio
issue under consideration for the taxablmethod.A change within the LIFO inven- by the federal court (as provided in sec-
years under examination if the taxpayetory method is a change from one LIFQion 3.09(3) of this revenue procedure);
receives written notification (for example,inventory method or sub-method to an-  (4) Consolidated group membe#

by examination plan, information docu-other LIFO inventory method or sub-corporation that is (or was formerly) a
ment request (IDR), or notification of method. A change within the LIFO in-member of a consolidated group is unde!
proposed adjustments or income tax ex:entory method does not include a changexamination, before an appeals office, ol
amination changes) from the examiningn method of accounting that could bébefore a federal court (for purposes of
agent(s) specifically citing the treatmenmade by a taxpayer that does not use tilsections 4.02(1), (2), and (3) of this rev-
of the item as an issue under considerdiFO inventory method (for example, aenue procedure) if the consolidated grouy
tion. For example, a taxpayer's methodnethod governed by § 471 or 263A).  is under examination, before an appeal:
of pooling under the dollar-value, last-in, .11 District director. The term “dis- office, or before a federal court for a tax-
first-out (LIFO) inventory method is antrict director” includes the district directorable year(s) that the corporation was ¢
issue under consideration as a result of @m other appropriate examining office omember of the group;

examination plan that identifies LIFOofficial. (5) Partnerships and S corporations
pooling as a matter to be examined, but it For an entity (including a limited liability
is not an issue under consideration as a ”fECTION 4. SCOPE company) treated as a partnership or an

sult of an examination plan that merely .01 Applicability. This revenue proce- corporation for federal income tax pur-
identifies LIFO inventories as a matter talure applies to a taxpayer requesting thgoses, if, on the date the entity would oth-
be examined. Similarly, a taxpayer’sCommissioner’s consent to change to grwise file a copy of the application with
method of determining inventoriablemethod of accounting described in thene national office, the entity’s accounting
costs under § 263A is an issue under coAPPENDIX of this revenue procedure method to be changed is an issue unde
sideration as a result of an IDR that reThis revenue procedure is the exclusiveonsideration in an examination of a part-
quests documentation supporting thgrocedure for a taxpayer within its scop@er, member, or shareholder’s federal in.
costs included in inventoriable costs, buto obtain the Commissioner’s consent. come tax return or an issue under consid
it is not an issue under consideration as a.02 Inapplicability. Except as other- eration by an appeals office or by a
result of an IDR that requests documentawrise provided in the APPENDIX of this federal court with respect to a partner,
tion supporting the amount of cost ofevenue procedure (see, for example, segrember, or shareholder’s federal income
goods sold reported on the return. Thdons 4.01, 4A.01, 5.04, 8.05, 9.02tax return;
question of whether a method of accountt0A.01, 12.01, and 12.02 of the APPEN-  (6) Prior change If the taxpayer,
ing is an issue under consideration may HelX of this revenue procedure), this revithin the last five taxable years (includ-
referred to the national office as a requesinue procedure does not apply in the folng the year of change), (a) has made .
for technical advice under the provisionsowing situations: change in the same method of accountin
of Rev. Proc. 99-2, 1999-1 I.LR.B. 73 (or (1) Under examination If, on the (with or without obtaining the Commis-
any successor). date the taxpayer would otherwise file &ioner’s consent), or (b) has applied tc
(2) Before an appeals officeA tax- copy of the application with the na_ltior_lalchange the same method of accounting
payer's method of accounting for an ite office, th_e taxpayer is under exam_lnatlomwthout effecting thg change (whether, for
is an issue under consideration for the tarzgs provided in section 3.08 of thl_s rev_e>'(ample, the application to change wa:s
able years before an appeals office if thenue_ procedure), except as pr_owded lWlth.drawn, not perfected, not granted, or
treatment of the item is included as agchons 6.03(2) _(90-day window) denied),
item of adjustment in the examination re?3.03(3_) (1_20-day_ vymdow), and 6.03(_4) (7) Section 381(a). transaction!f
port referred to Appeals or is Speciﬁca”y(exammanon officials consent) of thisthe taxpayer engages in a transaction t
: o o revenue procedure; which 8 381(a) applies within the pro-
identified in writing to the taxpayer by , :
Appeals, (2) Before an appeals offlcelf,_on . pgsed taxable year of chang_e (dete.rmlnew
the date the taxpayer would otherwise filevithout regard to any potential closing of
(3) Before a federal court A tax- a copy of the application with the nationathe year under § 381(b)(1)); or
payer’s method of accounting for an itenoffice, the taxpayer is before an appeals (8) Final year of trade or business
is an issue under consideration for the ta@ffice with respect to any income taxif the taxpayer would be required by sec-
able years before a federal court if théssue and the method of accounting to bgon 5.04(3)(c) of this revenue procedure
treatment of the item is included in thechanged is an issue under consideratian take the entire amount of the § 481(a
statutory notice of deficiency, the noticedy the appeals office (as provided in se@djustment into account in computing tax-
of claim disallowance, the notice of finaltion 3.09(2) of this revenue procedure); able income for the year of change.
administrative adjustment, the pleadings (3) Before a federal courtlf, on the .03 Nonautomatic changeslf a tax-
(for example, the petition, complaint, ordate the taxpayer would otherwise file gayer is precluded by other than section:
answer) or amendments thereto, or isopy of the application with the national4.02(1) through 4.02(5) of this revenue
specifically identified in writing to the office, the taxpayer is before a federaprocedure from using this revenue proce:
taxpayer by the counsel for the governeourt with respect to any income tax issudure to make a change in method of ac
ment. and the method of accounting to be&ounting, the taxpayer requesting such :



change must file a Form 3115 with theporationX must include $7,500 of the § 481(a) ad- (A) the trade or business to
Commissioner in accordance with the reustment in gross income for its short period incomevhich the § 481(a) adjustment relates is
quirements of § 1.446-1(e)(3)(i) and Rewuax return for January 1, 2001, through June 3(ncorporated,;

Proc. 97-27, 1997-1 C.B. 680 (or any001. In addition, Corporatiod must include (B) the trade or business to
other applicable Code, regulation, or ad$7,500 of the § 481(a) adjustment in gross income Which the § 481(a) adjustment relates is
ministrative provision). its income tax return for calendar year 2001. purchased by another taxpayer in a trans-
(3) Shortened or accelerated adjust-action to which § 1060 applies;
SECTION = 5. TERMS  AND ment periods The § 481(a) adjustment (C) the trade or business to
CONDITIONS OF CHANGE period provided in section 5.04(1) or thavhich the § 481(a) adjustment relates is

:011n general. An accounting method APPENDIX of this revenue procedureterminated or transferred pursuant to a
change filed under this revenue procedufgill be shortened or accelerated in the foltaxable liquidation:
must_ pe made'purs.uant to the terms angwing situations (D) a division of a corpora-
conditions provided in this revenue proce- (a) De minimis rule A taxpayer tion ceases to operate the trade or busi-
dure. may elect to use a one-year adjustmeniess to which the § 481(a) adjustment
.02 Year of changeThe year of change period in lieu of the § 481(a) adjustmentelates; or
is the taxable year designated on the aperiod otherwise provided by this revenue (E) the assets of a trade or
plication and for which the application isprocedure if the entire § 481(a) adjustbusiness to which the § 481(a) adjust-
timely filed under section 6.02(2). ment is less than $25,000 (either positivenent relates are contributed to a partner-
.03 Section 481(a) adjustmentinless or negative). A taxpayer makes an eleaship.
otherwise provided in this revenue procetion under thisle minimisrule by so indi- (iii) Conversion to or from S
dure, a taxpayer making a change igating on the application. For examplegorporation status Except as provided in
method of accounting under this revenufor a taxpayer filing a Form 3115, the taxsection 10.01 of the APPENDIX of this
procedure must take into account a ayer must complete the appropriate lingsvenue procedure, no acceleration of a §
481(a) adjustment in the manner provide@n the Form 3115 to elect thig minimis  481(a) adjustment is required under sec-
in section 5.04 of this revenue proceduregyle. tion 5.04(3)(c) of this revenue procedure
.04 Section 481(a) adjustment period. (b) Cooperatives. A cooperative when a C corporation elects to be treatec
(1) In general Except as otherwise within the meaning of § 1381(a) generallyas an S corporation or an S corporation
provided in section 5.04(3) or the AP-must take the entire amount of a § 481(aprminates its S election and is then
PENDIX of this revenue procedure, the &djustment into account in computing taxtreated as a C corporation.
481(a) adjustment period for positive andble income for the year of chang&ee (iv) Certain transfers to which
negative § 481(a) adjustments is four taxRev. Rul. 79-45, 1979-1 C.B. 284. § 381(a) appliesNo acceleration of the §
able years. (c) Ceasing to engage in the trade481(a) adjustment is required under sec-
(2) Short period as a separate tax-or business. tion 5.04(3)(c) of this revenue procedure
able year. If the year of change, or any (i) In general. A taxpayer that when a taxpayer transfers substantially all
taxable year during the § 481(a) adjusiceases to engage in a trade or businesstbe assets of the trade or business tha
ment period, is a short taxable year, the @rminates its existence must take the rgave rise to the § 481(a) adjustment to an:
481(a) adjustment must be included in inmaining balance of any § 481(a) adjustether taxpayer in a transfer to which §
come as if that short taxable year were gent relating to the trade or business int881(a) applies and the accounting methoc
full 12-month taxable yearSeeRev. Rul.  account in computing taxable income ir(the change to which gave rise to the §
78-165, 1978-1 C.B. 276. ~ the taxable year of the cessation or term#81(a) adjustment) is a tax attribute that is
peliwxizgng]et(:)L C/?];:;n:gr;gg{l;:;ﬁza%irtgsgeé\ézdr!ation. E_xcept as provi<_jed in sectionsarried over and gsed by the acquiring
ning with the 1999 calendar year. The § 481(a) al;‘5.04(3)(0)(|v) and (v) of this revenue procorporatlon immediately after thg ?ransfer
justment is $30,000 and the adjustment period €€dUre, a taxpayer is treated as ceasinggarsuant to § 381(c). The acquiring cor-
four taxable years. The taxpayer subsequently réngage in a trade or business if the operperation is subject to any terms and con-
ceives permission to change its annual accountinions of the trade or business cease or suthitions imposed on the transferor (or any
Sggfgng‘?nzeg’gzgmr;gbegggé'vi;zrtézsa;zamb'%tantialIy all the assets of the trade or buspredecessor of the transferor) as a resul
include $7.500 of the § 4é1(a) adjustment in groéﬁéss are transferred to ano_ther taxpayef its change in mgthod of accounting.
income for the short period from January 1, 2000_0F this purpose, “substantially all” has (v) Certain transfers pursuant
through September 30, 2000. the same meaning as in section 3.01 o6 § 351 within a consolidated group.
Example 2 CorporationX, a calendar year tax- Rev. Proc. 77-37, 1977-2 C.B. 568. (A) In general. No accelera-
payer, received permission to change an accounting (i) Examples of transactionstion of the § 481(a) adjustment is required
method beginning with the 1999 calendar year. ThEhat are treated as the cessation of a tradender section 5.04(3)(c) of this revenue
§ 481(a) adjustment is $30,000 and the adjustmef business The following is a nonexclu- procedure when one member of an affiliat-
period is four taxable years. On July 1, 2001, Corsive list of transactions that are treated a group filing a consolidated return trans-
porationZ acquires CorporatioX in a transaction to the cessation of a trade or business fders substantially all the assets of the trade
which § 381(a) applies. Corporati@ris a calendar purposes of accelerating the § 481(a) ad+ business that gave rise to the § 481(a)
year taxpayer that uses the same method of accoufigstment under section 5.04(3)(c) of thigdjustment to another member of the same
ing to which CorporatioX changed in 1999. Cor- revenue procedure: consolidated group in an exchange quali-



fying under § 351 and the transferee memand (2) continues, under § 381(c)(4) andlier than the first day of the year of change
ber adopts and uses the same method of the regulations thereunder, to use the  and no later than when the original is filed
accounting (the change to which gave risesame method of accounting as that usedwith the federal income tax return for the
to the § 481(a) adjustment) used by the by the transferor member with respect toyear of change.

transferor member. The transferor mem- the assets of the trade or business to (b) Limited relief for late appli-
ber must continue to take the § 481(a)  which the § 481(a) adjustment relates. cation.
adjustment into account pursuantto the .05 NOL carryback limitation for tax- (i) Automatic extensionAn au-

terms and conditions set forth in this rev- payer subject to criminal investigation.tomatic extension of 6 months from the
enue procedure. The transferor member Generally, no portion of any net operatinglue date of the return for the year of
must take into account activities of the  |oss that is attributable to a negative §hange (excluding extensions) is grantec
transferee member (or any successor) in 481(a) adjustment may be carried back t file an application, provided the tax-
determining whether acceleration of the § a taxable year prior to the year of changeayer (A) timely filed (including exten-
481(a) adjustment is required. For exam-that is the subject of any pending or futursions) its federal income tax return for the
ple, except as provided in the following  criminal investigation or proceeding conyear of change, (B) files an amended re
sentence, the transferor member must takgerning (1) directly or indirectly, any turn within the 6-month extension period
any remaining § 481(a) adjustment into jssue relating to the taxpayer’s federal tad @ manner that is consistent with the
account in computing taxable income in  liability, or (2) the possibility of false or new method of accounting, (C) attaches
the taxable year in which the transferee fraudulent statements made by the tathe original application to the amended
member ceases to engage in the trade orpayer with respect to any issue relating teeturn, (D) files a copy of the application
business to which the § 481(a) adjustmentts federal tax liability. with the national office no later than when
relates. The § 481(a) adjustment is not .06 Change treated as initiated by thethe original is filed with the amended re-
accelerated when the transferee member (axpayer. For purposes of § 481, a chang&urn, and (E) writes at the top of the appli-
engages in a transaction described in secin method of accounting made under thigation “FILED PURSUANT TO §
tion 5.04(3)(c)(iv) or 5.04(3)(c)(V)(A) of  revenue procedure is a change in methé®1.9100-2."

this revenue procedure. of accounting initiated by the taxpayer. (ii) Other extensionsA tax-
(B) Exception. The provi- payer that fails to file the application for
sions of section 5.04(3)(c)(v)(A) of this SECTION 6. GENERAL APPLICATION the year of change as provided in sectior
revenue procedure cease to apply and tiBROCEDURES 6.02(2)(a) or 6.02(2)(b)(i) of this revenue
transferor member must take any remain- procedure will not be granted an exten-

ing balance of the § 481(a) adjustment _ :01 ~Consent  Pursuant to 8 sion of time to file under § 301.9100 of
into account in the taxable year immedi- 1.446-1(e)(2)(1), the consent of the CoMge procedure and Administration Regula
ately preceding any of the following: (1) M'>S'ONer 1S hereby granted to any taXjons, except in unusual and compelling
the taxable year the transferor member PaY€' within the scope of this revenugrcymstancesSees 301.9100-3(c)(2).
ceases to be a member of the group: (2) procedur_e to change a method of.accognt— (3) Label

the taxable year any transferee member g, prowde.d the taxpayer comphgs with (a) In order to assist in processing
owning substantially all the assets of the 2| (€ applicable provisions of this rev-y, anpjication under this revenue proce
trade or business which gave rise to the gnue pr.o.cedure.. dure, the section of the APPENDIX of
481(a) adjustment ceases to be a member -02 Filing requirements. this revenue procedure describing the spe
of the group; or (3) a separate return year (1) Waiver of taxable year filing re- cific change in method of accounting
of the common parent of the group. In duirement The requirement under §should be included in the application. For
applying the preceding sentence, the rulek-446—1(e)(3)(i) to file a Form 3115example, a phrase such as “Section 1.0
of paragraphs ()(2), (j)(5), and (j)(6) of § within the taxable year for which thegof the APPENDIX of Rev. Proc. 99—-49”
1.1502-13 apply, but only if the method change is requested is waived for any aghould be included on the appropriate line
of accounting to which the transferor ~ Plication for a change in method of acon the Form 3115.

member changed and to which the §  counting filed pursuant to this revenue (b) If a taxpayer is authorized
481(a) adjustment relates is adopted, carProcedure.See§ 1.446-1(e)(3)(ii). under the APPENDIX of this revenue
ried over, or used by any transferee mem-  (2) Timely duplicate filing requirement procedure to file a statement in lieu of a
ber acquiring the assets of the trade or (a) In general A taxpayer chang- Form 3115, the taxpayer must include the
business that gave rise to the § 481(a) ing a method of accounting pursuant ttaxpayer's name and employer identifica-
adjustment immediately after acquisition this revenue procedure must complete arithn number (or social security number in
of such assets. For example, the transfefile an application in duplicate. The origi-the case of an individual) at the top of the
or member is not required to accelerate nal must be attached to the taxpayer'irst page of the statement underneath an
the 8§ 481(a) adjustment if a transferee timely filed (including extensions) origi- other required label.

member ceases to be a member of a comal federal income tax return for the year  (4) Signature requirementsThe ap-
solidated group by reason of an acquisi- of change, and a copy (with signature) gblication must be signed by, or on behalf
tion to which § 381(a) applies and the  the application must be filed with the naof, the taxpayer requesting the change b
acquiring corporation (1) is a member of tional office (see section 6.02(6) of thisan individual with authority to bind the
the same group as the transferor memberevenue procedure for the address) no edaxpayer in such matters. For example, al



officer must sign on behalf of a corporathe copy of the application must be ad- .03 Taxpayer under examination.
tion, a general partner on behalf of a stadressed to the Commissioner of Internal (1) In general. Except as otherwise
law partnership, a member-manager oRevenue, Attention: CC:DOM:IT&A provided in the APPENDIX of this rev-
behalf of a limited liability company, a (Automatic Rulings Branch), 1111 Con-enue procedure (see, for example, sec
trustee on behalf of a trust, or an individstitution Avenue, NW, Washington, D.C.tions 4.01, 4A.01, 5.04, 8.05, 9.02,
ual taxpayer on behalf of a sole proprietor20224. For an exempt organization, th&@0A.01, 12.01, and 12.02 of the AP-
ship. If the taxpayer is a member of a corcopy of the application must be address6@ENDIX of this revenue procedure), a
solidated group, an application submittetb the Commissioner, Tax Exempt andaxpayer that is under examination may
on behalf of the taxpayer must be signe@overnment Entities, Attention: file an application to change a method of
by a duly authorized officer of the com-TEGE:EO, 1111 Constitution Avenue,accounting under section 6 of this rev-
mon parent. See the signature requirdNW, Washington, D.C. 20224; or enue procedure only if the taxpayer is
ments set forth in the General Instructions (i) Between the hours of 8:15within the provisions of section 6.03(2)
attached to a current Form 3115 regarding.m. and 5:00 p.m., to the courier’s desf@0-day window), 6.03(3) (120-day win-
those who are to sign. If an agentis auth%-t the main entranc’e of 1111 Constitutioﬂow)’ or 6.03(4) (district director con-
rized to represent the taxpayer before tthenue NW : tsent) of this revenue procedure. A tax-
Service, receive the original or a copy o\fN- .
the_ correspondence concerning the app xpayer other than an exempt organizzihe time penod_s prOVIc_Ied in th_e_90-day
cation, or perform any other act(s) regar fon, the copy of the application must pénd 120-day windows is not eligible for
ing the application filed on behalf of theadd’ressed to the Commissioner of Inteth® automatic extension of time and will
taxpayer, a power of attorney reflectin%al Revenue. Attention: CC:DOM:IT&A Not be granted an extension of time to
such authorization(s) must be attached R‘Automatic R,ulings Branch), 1111 con-file under § 301.9100, except in unusual
the application. A taxpayer’s representagyi vion Avenue, NW, Washi’ngton, D_C_and compelling circumstances.
tive without a power qf attorney 10 reépreé-n>24. For an exempt organization, the (2) 90-day window pengd
sent the taxpayer as indicated in this SeEbpy of the application must be addressed (a) A taxpayer may file a copy of
tion will not be given any information ;w0 commissioner, Tax Exempt andhe application with the national office to
regarding the application. Government Entiti’es, Attention: change a method of accounting under this
(5) Where to file copy. TEGE:EO, 1111 Constitution Avenue fevenue procedure during the first 90-

(a) For a taxpayer other than arNw, Washington, D.C. 20224 days of any taxable year (the “90-day
exempt organization, the copy of the ap- ) window”) if the taxpayer has been under
plication must be addressed to the Com-  (6) No user fee A user fee is not re- oy amination for at least 12 consecutive
missioner of Internal Revenue, Attentionduired for an application filed under thisygnths as of the first day of the taxable
CC:DOM:IT&A (Automatic Rulings révenue procedure, and, except as pPrgsar. This 90-day window is not avail-
Branch), P.O. Box 7604, BenjaminVided in section 6.02(6)(c)(ii) of this rev-gpje if the method of accounting the tax-
Franklin Station, Washington, D.C. 20044Nnue procedure, the receipt of an applicayer is changing is an issue under con:
(or, in the case of a designated private d&on filed under this revenue procedurgjgeration at the time the copy of the
livery service: Commissioner of InternalWill not be acknowledged. application is filed or an issue the examin-
Revenue, Attention: CC:DOM:IT&A (7) Single application for certain ing agent(s) has placed in suspense at th
(Automatic Rulings Branch), 1111 Con-consolidated groupsA parent corpora- time the copy of the application is filed.
stitution Avenue, NW, Washington, D.C.tion may file a single application to (b) A taxpayer changing a method
20224). change an identical method of accountingf accounting under this 90-day window

(b) For an exempt organization,on behalf of more than one member of must provide a copy of the application to
the copy of the application must be adeonsolidated group. To qualify, the taxthe examining agent(s) at the same time i
dressed to the Commissioner, Tax Exemplayers in the consolidated group must bides the copy of the application with the
and Government Entities, Attention:members of the same affiliated groumational office. The application must
TEGE:EO, P.O. Box 120, Benjaminunder § 1504(a) that join in the filing of acontain the name(s) and telephone num-
Franklin Station, Washington, D.C. 20044onsolidated tax return, and they must bleer(s) of the examining agent(s). The tax-
(or, in the case of a designated private dehanging from the identical presenpayer must attach to the application a sep:
livery service: Commissioner, Tax Ex-method of accounting to the identical proarate statement signed by the taxpaye!
empt and Government Entities, Attentionposed method of accounting. All aspectsertifying that, to the best of the tax-
TEGE:EO, 1111 Constitution Avenue,of the change in method of accountingpayer’s knowledge, the same method of
NW, Washington, D.C. 20224). including the present and proposed meti&ccounting is not an issue under consider-

(c) The copy of the application ods, the underlying facts, and the authogtion or an issue placed in suspense by thi
may also be hand delivered: ity for the change, must be identical, exexamining agent(s).

(i) To the drop box at the ¥2 cept for the § 481(a) adjustmenBee (3) 120-day window period.

Street entrance of 1111 Constitution Avsection 15.07(3) of Rev. Proc. 99— 1, (a) A taxpayer may file a copy of
enue, NW, Washington, D.C. No receipl999-1 |.R.B. 6, 53 (or any successor}he application with the national office to
will be given at the drop box. For a taxfor the information required to be submitchange a method of accounting under this
payer other than an exempt organizatioied with the application. revenue procedure during the 120-day pe-



riod following the date an examinationpayer must provide a copy of the applicaa taxpayer that has initiated an unautho
ends (the “120-day window”), regardlesgion to the district director at the sameized change in method of accounting
of whether a subsequent examination hasne it files a copy of the application withmay be denied the change. Alternatively
commenced. This 120-day window is nothe national office. The application mussuch a taxpayer may be required to effec
available if the method of accounting theontain the name(s) and telephone nunthe change in an earlier or later taxable
taxpayer is changing is an issue unddyer(s) of the examining agent(s). year and may be denied the benefit o
consideration at the time a copy of the ap- .04 Taxpayer before an appeals officespreading the § 481(a) adjustment ove
plication is filed or an issue the examiningExcept as otherwise provided in the APthe number of taxable years otherwise
agent(s) has placed in suspense at the tiFENDIX of this revenue procedure (seeprescribed by this revenue procedure.
the copy of the application is filed. for example, sections 4.01, 4A.01, 5.04,
(b) A taxpayer changing a methods.05, 9.02, 10A.01, 12.01, and 12.02 opECTION 7. AUDIT PROTECTION

of accounting under this 120-day windowthe APPENDIX of this revenue proce-FOR TAXABLE YEARS PRIOR TO
must provide a copy of the application talure), a taxpayer that is before an appansEAR OF CHANGE
t_he examining agent(s) for any exar_nma_afﬂce must attach tp the application a sep- 01 In general Except as provided in
tion that is in process at the same time #rate statement signed by the taxpayer - .
files the copy of the application with thecertifying that, to the best of the tax-S(aCtIon 7.02 or the APPENDIX of this

i by pplication certitying ' revenue procedure, when a taxpaye
national office. The application mustpayer’s knowledge, the same method cif;el ! f o .

. T . : y files a copy of the application with
contain the name(s) and telephone nunaccounting is not an issue under conside he national office in compliance with all
ber(s) of the examining agent(s). The taxation by the appeals office. The taxpayetllf1e aoolicable - £ thi
payer must attach to the application a sepaust provide a copy of the application tg PPl brovisions of this revenue
arate statement signed by the taxpayéhe appeals officer at the same time it ﬁleFrocedure, the Serv!ce will not require the
certifying that, to the best of the tax-a copy of the application with the nationa axpayer to changg its method of account
4 . . . ing for the same item for a taxable yeatr
payer's knowledge, the same method adffice. The application must contain the_ *
accounting is not an issue under considename and telephone number of the aﬁ)—rlor o the ygar of change.
ation or an issue placed in suspense by tpeals officer. :02 Exceptions. _
examining agent(s). .05 Taxpayer before a federal court. (1) Change not made or made im-

(4) Consent of district director. Except as otherwise provided in the APPrOPerly. The Service may change a tax-

(a) A taxpayer under examinationPENDIX of this revenue procedure (sed?@yer's method of accounting for prior
may change its method of accountindor example, sections 4.01, 4A.01, 5.04i@xable years if (a) the taxpayer fails to
under this revenue procedure if the dis8.05, 9.02, 10A.01, 12.01, and 12.02 ofmPlement the change, (b) the taxpaye
trict director consents to the filing of thethe APPENDIX of this revenue proce-Mmpléments the change but does not com
application. The district director will con-dure), a taxpayer that is before a feder&Y With all the applicable provisions of
sent to the filing of the application unlessgourt must attach to the application a sepiiS révenue procedure, or (c) the metho
in the opinion of the district director, therate statement signed by the taxpayer ceft accounting is changed or modified be-
method of accounting to be changetifying that, to the best of the taxpayer<@use there has been a misstatement
would ordinarily be included as an item oknowledge, the same method of accounfMission of material factss¢esection
adjustment in the year(s) for which théng is not an issue under consideration b§:02(2) of this revenue procedure).
taxpayer is under examination. For exthe federal court. The taxpayer must pro-  (2) Change in sub-methodlhe Ser-
ample, the district director will consent tovide a copy of the application to the counvice may change a taxpayer's method o
the filing of an application to change fromsel for the government at the same time @ccounting for prior taxable years if the
a clearly permissible method of accountfiles a copy of the application with the nataxpayer is changing a sub-method of ac
ing, or from an impermissible method oftional office. The application must con-counting within the method. For exam-
accounting where the impermissibldain the name and telephone number of tHde, an examining agent may propose tc
method was adopted subsequent to tleeunsel for the government. terminate the taxpayer’s use of the LIFO
years under examination. The question of .06 Compliance with provisionslf a inventory method during a prior taxable
whether the method of accounting fromtaxpayer to which this revenue proceduréear even though the taxpayer changes it
which the taxpayer is changing is permisapplies changes to a method of accourfi?ethod of valuing increments in the cur-
sible or was adopted subsequent to thiag without complying with all the applic- "ent year.
years under examination may be referregble provisions of this revenue procedure (3) Prior year Service-initiated
to the national office as a request for tech{for example, the taxpayer changes to @hange. The Service may make adjust-
nical advice under the provisions of Revmethod of accounting that varies from th&nents to the taxpayer’s returns for the
Proc. 99-2 (or any successor). applicable accounting method describe8ame item for taxable years prior to the

(b) A taxpayer changing a methodn this revenue procedure or the taxpayéeguested year of change to reflect a prio
of accounting under this revenue proces outside the scope of this revenue procgear Service-initiated change.
dure with the consent of the district direcdure), the taxpayer has initiated a change (4) Criminal investigation.The Ser-
tor must attach to the application a statén method of accounting without obtain-vice may change a taxpayer’'s method o
ment from the district director consentingng the consent of the Commissioner aaccounting for the same item for taxable
to the filing of the application. The tax-required by § 446(e). Upon examinationyears prior to the year of change if there is



any pending or future criminal investiga-on the consent, and applying the change SECTION 10. REVIEW BY NA-
tion or proceeding concerning (a) directlyor modification retroactively would be to TIONAL OFFICE

or indirectly, any issue relating to the taxthe taxpayer’s detriment. .01 In general. Any application filed
payer’s federal tax liability for any tax- under this revenue procedure may be re-
able year prior to the year of change, opECTION 9. REVIEW BY DISTRICT  yiewed by the national office. If the ap-
(b) the possibility of false or fraudulentDIRECTOR plication is reviewed by the national of-
statements made by the taxpayer with re- fice, the procedures in sections 10.02

spect to any issue relating to its federal -01 In general. The district director ,:q,9h 10.04 of this revenue procedure
tax liability for any taxable year prior to Must apply a change in method of acgypy,
the year of change. counting made in compliance with all .02 Incomplete application — 30 day

the applicable provisions of this FEVENUE 1. If the Service reviews an application
SECTION 8. EFFECT OF CONSENT  procedure in determining the taxpayer’%md'determines that the applica?i%n is not

liability, unless the district director rec-

.01 In general. A taxpayer that ommends that the change in method L structions of the Form 3115 or the provi

changes to a method of accounting putyccounting should be modified or re- isnuc fothis Or ven © roced cr) ﬂ;o X

suant to this revenue procedure may Rgyked. (See section 6.06 of this revenu%lomS ?1,[ | iif emf tlijenpi Oﬁe chied, Oth SéuF;

reqtﬁlrdEdfto Cha?_ge fOl’ trrT:O?ll;ly thatprocedure if a change in method of ac\-/i?:eewi{lﬂl nOOtifyatﬁe tsaxieayeer’ ?’hee )
Ezsoons;o accotnting for fhe 107w counting is made without Complylngnotification will specify the information

with all the applicable provisions of this ;
latian: that needs to be provided, and the taxpaye
(1) the enactment of legislation;  yeyenue procedure.) The district direc;, D pay

(2) a decision of the United Statesor will ascertain if the change inwiII be permitted 30 days from the date of

. ; the notification to furnish the necessary in-

Supreme Court; . . .
P : : mgthod of_accountlng was made in COMermation. The Service reserves the right
(3) the issuance of temporary or finapliance with all the applicable Provi-, impose shorter reply periods if subse-

regulations; sions of this revenue procedure, inCIUOIC'1uent requests for additional information
(4) the issuance of a revenue rulinging whether: are made. An extension of the 30-day pe-
revenue procedure, notice, or other state- (1) the representations on which thgiod to furnish information, not to exceed

roperly completed in accordance with the

Bulletin; _ . statement of the material facts; request for an extension of the 30-day pe-
h (5) the |s?]uanr<]:e Ot: written notltr:]edtof (2) the amount of the § 481(a) ad+iod must be made in writing and submit-
the taxpayer that the change in method @l qiment was properly determined; ted within the initial 30-day period. If the

accounting was not in compliance with al . . . . .
the applic%ble provisions c?f this revenue  (3) the change in method of accountextension request is denied, there is nc

procedure or is not in accord with the curld Was implemented in compliance witifiant of appeal. Ordinaril, If the taxpayer
rent views of the Service: or all the applicable provisions of this rev-fails to provide the additional information
(6) a change in the ;'naterial facts oSUe procedure. on a timely basis, the application does not

o . . lify for the automatic consent proce-
) The district director will also ascertain 942 .
which the consent was based. dures of this revenue procedure.

_-02 Retroactive change or mo_diﬁca'Whether: : .03 Conference in the national office.
tion. Except in rare or unusual circum-  (4) there has been any change in the o \ational office tentatively deter-
stances, if a taxpayer that changes ifaterial facts on which the change wag,.\o< that the taxpayer has changed it
method of accounting under this revenubased during the period the method of ag- . 0 ¢ accounting without comply-
procedure is subsequently required undépunting was used; and ing with all the applicable provisions of
section 8.01 of this revenue procedure to  (5) there has been any change in thgis revenue procedure (for example, the
change or modify that method of accountapplicable law during the period thetaxpayer changed to a method of ac-
ing, the required change or modificatiormethod of accounting was used. counting that varies from the applicable
will not be applied retroactively, provided o, National office considerationlf —accounting method described in this rev-
that: . . the district director recommends that @nue procedure or the taxpayer is outside
(1) the taxpayer complied with all change in method of accounting (othethe scope of this revenue procedure), the
the applicable provisions of this revenugnan the § 481(a) adjustment) made inational office will notify the taxpayer of

procedure; _ compliance with all the applicable provi-its tentative adverse determination and
(2) there has been no misstatemerons of this revenue procedure should beill offer the taxpayer a conference of
or omission of material facts; modified or revoked, the district directorright, if the taxpayer has requested a con-

(3) there has been no change in thgill forward the matter to the national of-ference. For conference procedures for
material facts on which the consent wafice for consideration before any furthetaxpayers other than exempt organiza-

based, action is taken. Such a referral to the ndions, see section 11 of Rev. Proc. 99-1
(4) there has been no change in thigonal office will be treated as a requesfor any successor). For conference pro-
applicable law; and for technical advice, and the provisions o€edures for exempt organizations, see

(5) the taxpayer to whom consenRev. Proc. 99-2 (or any successor) will bsection 12 of Rev. Proc. 99-4, 1999-1
was granted acted in good faith in relyindollowed. [.R.B. 115 (or any successor).



.04 National office determination. istrative guidance other than this revenue (4) Change in method of accounting
(1) Consent not granted Except as procedure and the change in method dbr a pool of debt instrumentsFor a
provided in section 10.04(2) of this rev-accounting is within the scope of this revehange in method of accounting describe
enue procedure, if the national office deenue procedure. in section 12.02 of the APPENDIX of this
termines that a taxpayer has changed its.02 Transition rules If a taxpayer revenue procedure, this revenue proce
method of accounting without complyingfiled an application or ruling requestdure is effective for the taxpayer’s first
with all the applicable provisions of thiswith the national office to make a changé¢axable year beginning after August 5,

revenue procedure, the national officén method of accounting authorized byl997.

will notify the taxpayer that consent tothis revenue procedure, and the applica-

make the change in method of accountingon or ruling request is pending with the>ECTION 14. EFFECT ON OTHER

is not granted. See section 6.06 of thisational office on December 27, 1999',DOCUMENTS

revenue progedl_Jre. thg taxpayer may make the change under_01 Rev. Proc. 98—60, is clarified,
_ (2) A_ppllcatlon (_:hanged.lf the na- thlsf revenue prqcedure. However,_ th?nodified, amplified, and superseded.
tional office de_termlnes that a taxpayenat|onal qfflce will process the apphcg— .02 Section 7 of Rev. Proc. 92—67,
hgs changed !ts m_ethod of accc_)untlngon or rulmg request m_accprdance_ W|tr1992_2 C.B. 429, is modified and, as
W|th(_)L!t complymg with all the applicable the autholrlty under which it was f'IEd'modified, is superseded. The remainde
provisions of thls_ revenue proc_edure, thanless prior _to the later of February_ 1of Rev. Proc. 92—67 remains in effect as
national office, in its discretion, may2000, or the issuance of the letter ru“n%riginally published.

allow the taxpayer (a) to make approprigranting or denying consent to the .03 Section 6 of Rev. Proc. 99-17,
ate adjustments to _conform its cha_nge |uh‘_':1nge, thg taxpayer notifies the natlonellggg_7 .R.B. 52, is superseded. The re
metho_d of accounting to the applicableffice thfat it wants to make the Chang(?nainder of Rev. Proc. 99-17 remains in
provisions of this revenue procedure, andnder this revenue procedure. If the @ toct as originally published

(b) to make conforming amendments tpayer timely notifies the national office '
any federal income tax returns filed forthat it wants to make the method changgeECTION 15. PAPERWORK

the year of change and subsequent taxahlader this revenue procedure, the n&REDUCTION ACT

years. Any application changed undetional office will require the taxpayer to

section 10.04(2) of this revenue procemake appropriate modifications to the The collections of information con-
dure is subject to review by the district diapplication or ruling request to complytained in this revenue procedure have
rector as provided in section 9 of this rewwith the applicable provisions of thisbeen reviewed and approved by the Of

enue procedure. revenue procedure. In addition, any usdice of Management and Budget in accor-

fee that was submitted with the appncadance with the Paperwork Reduction Act

SECTION 11. APPLICABILITY OF tion or ruling request will be returned to(44 U.S.C. 3507) under control number
REV. PROCS. 99-1 AND 994 the taxpayer. 1545-1551.

.03 Special rules. An agency may not conduct or Sponsor

Rev. Procs. 99-1 and 994 (or any suc- ) . d i i
cessors) are applicable to applications (1) €hange in method of accountingnd & person is not required to respond e

filed under this revenue procedure, unled® comply with § 404(a)(11) For a 2 collection of information unless the col-
specifically excluded or overridden bychange in method of accounting describelgction of information displays a valid
other published guidance (including thd Section 4A.01 of the APPENDIX of OMB control number. o
special procedures in this document).  this revenue procedure, this revenue pro- The collections of information in this
cedure is effective for the taxpayer’s firsfevenue procedure are in sections 6, 1(

SECTION 12. INQUIRIES taxable year ending after July 22, 1998. and sections 1A, 2,3, 5, 6, 7, 10, 10A, 12
- ] ) (2) Changes in methods of accountand 12A of the APPENDIX. This infor-
Inquiries regarding this revenue procel—ng for § 467 rental agreementsFor mation is necessary and will be used tc
dure may be addressed to the Commignanges in methods of accounting dedetermine whether the taxpayer properly
sioner of Internal Revenue, Attention:g.ribed in sections 8A.01, 8A.02, andhanged to a permitted method of ac-
CC:DOM:IT&A, 1111 Constitution Av- ga 03 of the APPENDIX of this revenueounting. The collections of information

enue, NW, Washington, D.C. 20224. procedure, this revenue procedure is efi’e required for the taxpayer to obtain

fective for applications filed after Decem-consent to change its method of account
SECTION 13. EFFECTIVE DATE ber 27, 199%pfor the taxpayer's first taxing- The likely respondents are the fol-
.01 In general. Except as provided in able year ending after May 18, 1999.  lowing: individuals, farms, business or
sections 13.02 and 13.03 of this revenue  (3) Change in method of accounting®ther for-profit institutions, nonprofit in-
procedure, this revenue procedure is efe discontinue the mark-to-market methogtitutions, and small businesses or organi
fective for taxable years ending on oof accounting.For a change in method ofZations. _
after December 27, 1999. The Servicaccounting described in section 10A.01 of The estimated total annual reporting
will return any application that is filed onthe APPENDIX of this revenue proce-2nd/or recordkeeping burden is 15,73¢
or after December 27, 1999 if the applicadure, this revenue procedure is effectivBoUrs.
tion is filed with the national office pur- for the taxpayer’s first taxable year end- The estimated annual burden per re-
suant to the Code, regulations, or admiring after July 22, 1998. spondent/recordkeeper varies froig



hour to 8/2 hours, depending on individ- procedure, Timothy Sebastian of the Ofpurview of Rev. Proc. 69-21, 1969-2

ual circumstances, with an estimated avice of Assistant Chief Counsel (FinancialC.B. 303, and that the Service will not

erage of 1/2 hours. The estimated num-Institutions and Products) on (202) 622disturb a taxpayer’s treatment of its Year

ber of respondents is 13,650. Th&920 (not a toll-free call); (7) for changes2000 costs as deductible expenses or capi

estimated annual frequency of respons@d methods of accounting under sectiotal expenditures if the taxpayer treats

is on occasion. 10A.01 of the APPENDIX of this revenuethese costs in accordance with Rev. Proc
Books or records relating to a Collecprocedure, Pamela Lew of the Office 069-21.

tion of information must be retained aéAssistant Chief Counsel (Financial Insti-
EL_Jtions and Products) on (202) 622-3958ECTION 1A. AMORTIZABLE BOND

long as their contents may become mate .
ial ?n the administration )cl)f any internal not a toll-free call); (8) for changes inPREMIUM (8 171)

revenue law. Generally tax returns anH‘Oe;%OZd; %feicsgélrcl%r;)% ol;r':r?i?srr;veecntij%n .01 Revocation of § 171(c) election.
tax return information are confidential, ag 0A- . : ioti
(1) Description of change and scope.
required by 26 U.S.C. 6103 procedure, JoLynn Ricks of the Office of_ :
R ' Assistant Chief Counsel (Financial Insti-1 1S change applies to a taxpayer that

; ts to change its method of accounting
tutions and Products) on (202) 622-3928/a" _ X )
DRAFTING INFORMATION (not a toll-free call); (9) for changes infor amortizable bond premium by revoking

The principal author of this revenuemMethods of accounting under section 1S 8 171(c) election. Under 3 171(c), a
. : taxpayer that holds certain taxable bonds
procedure is Grant D. Anderson of the Ofof the APPENDIX of this revenue proce- *t=7 0 25 " (-8 0
fice of Assistant Chief Counsel (Incomedure, Craig R. Wojay of the Office of As-"& : y bonc p
Tax and Accounting). For further infor-Sistant Chief Counsel (Financial Institu" the bonds in accordance with regula-
mation regarding this revenue procedurdions and Products) on (202) 622-392{0ns prescribed by the Secretary. Section:
contact Mr. Anderson on (202) 622-497@not a toll-free call); and (10) for all other1-171-1 through 1.171-5 provide rules re-
(not a toll-free call). For further informa-Sections, Mr. Anderson on (202) 6221ating to the amortization of bond premium
tion regarding the APPENDIX of this rev-4970 (not a toll-free call). by a taxpayer.  Section 1.171-4 provides
enue procedure contact the following in the procedures to make a 3 171(c) electior
. to amortize bond premium.
dividuals: (1) for changes in methods of APPENDIX P

accounting under sections 1A.01 and CHANGES IN METHODS OF (2) Revocation of election.The re-

; vocation of a § 171(c) election applies to
12A.01 of the APF_’ENDIX Pf this revenue ACCOUNTING TO WHICH all taxable bonds that are held by the tax-
procedure, Christina Morrison of the Of-

. . . . . THIS REVENUE PROCEDURE payer on the first day of the first taxable
fice of Assistant Chief Counsel (Financial f hich th ion is effecti
Institutions and Products) on (202) 622- APPLIES year for which the revocation s eflective

3960 (not a toll-free call); (2) for changes (year of change), and to aII_taxabIe bonds
. . ; that are subsequently acquired by the tax:
in methods of accounting under sectionSECTION 1. TRADE OR BUSINESS payer

2.01 and 2.02 of the APPENDIX of thiSEXPENSES (§ 162 ) .
revenue procedure, Peter Friedman of the ® ) : 3) Manne_r of makmg_the change.
Office of Assistant Chief Counsel .01 Advances made by a lawyer on bel NiS change is made using a cut-off
(Passthroughs and Special Industries) dralf of clients — Description of changgnethod and applies only to taxable bonds
(202) 622-3110 (not a toll-free call); (3)and scope. This change applies to gheld during or after the year of change.
for changes in methods of accountindawyer handling cases on a contingent fegonsequently, for taxable bonds held at
under section 2A.01 of the APPENDIX ofbasis that advances money to pay fdf€ beginning of the year of change, the
this revenue procedure, Leslie H. Finlowosts of litigation or for other expenses offXPayer may not amortize any remaining
of the Office of Assistant Chief Counselbehalf of clients and that wants to chang@onoI premium on the bonds. Because
(Passthroughs and Special Industries) dghe method of accounting for such adgut-off treatment is prescribed for this
(202) 622-3120 (not a toll free call);(4)forvances from treating them as deductiblgh@nge, the basis of any bond, adjustec
changes in methods of accounting unddrusiness expenses to treating them 4 amounts previously amortized during
section 4A.01 of the APPENDIX of thisloans. See Boccardo v. United Statag  the period of the election, is not affected
revenue procedure, Norm Paul of the Of€l. Ct. 184 (1987)Canelo v. Commis- by the revocation. .

fice of Associate Chief Counsel (Em-sioner, 53 T.C. 217 (1969)ff’d per cu- (4) Additional requirements.On a
ployee Benefits and Exempt Organizariam, 447 F.2d 484 (9th Cir. 1971). statement attached' to the application, the
tions): (5) for changes in methods of .02 Year 2000 costs — Description of@xPayer must provide:

accounting under sections 5.04, 6, 12, arthange and scopelhis change applies to (a) the reason(s) for revoking the
13 of the APPENDIX of this revenue pro-a taxpayer that wants to change it§lection; and

cedure, William Blanchard of the Officemethod of accounting for Year 2000 costs (b) a description of the method by
of Assistant Chief Counsel (Financial In{as defined in Rev. Proc. 97-50, 1997-®hich, and the date on which, the tax-
stitutions and Products) on (202) 622€.B. 525) to conform to the method depayer made the § 171(c) election that is
3950 (not a toll-free call); (6) for changesscribed in section 3 of Rev. Proc. 97-5Qroposed to be revoked.

in methods of accounting under sectiosection 3 of Rev. Proc. 97-50 provides (5) Audit protection. A taxpayer re-
5A.01 of the APPENDIX of this revenuethat Year 2000 costs fall within theceives audit protection under section 7 of



this revenue procedure in connection witfowable (claimed less than or more thatermined under § 56(g)(4)(A) or 167
this change. However, the audit protecdhe depreciation allowable); (other than § 167(f)) must be made
tion applicable to this change does not (ii) for which depreciation is prospectively ¢ee for example, §

preclude the Commissioner from examindetermined unde§ 56(a)(1), 56(g)(4)(A), 1.167(b)-2(c)). (In contrast, section 2.01
ing the method used by the taxpayer t&67, 168, 197, or 168 prior to its amendef this APPENDIX generally applies to a

determine the amount of amortizablenent in 1986 (former § 168); and change in the recovery period of property
bond premium under § 171(b) for a tax- (iii) that is owned by the tax- for which depreciation is determined
able year prior to the year of change.  payer at the beginning of the year ofinder § 56(a)(1), 56(g)(4)(A), 168 or for-
.02 Reserved change. mer § 168);
(b) Certain scope limitations inap- (viii) any depreciable property

SECTION 2. DEPRECIATION OR plicable. The scope limitations in sectionthat changes use but continues to b
AMORTIZATION (8 56(a)(1), 4.02(8) of this revenue procedure are nawned by the same taxpayee¢ for ex-
56(9)(4)(A), 167, 168, OR 197, OR applicable to this change. ample, § 168(i)(5));
FORMER 8§ 168) (c) Inapplicability. This change (ix) any property for which de-

does not apply to: preciation is determined in accordance

.01 Impermissible to permissible
method of accounting for depreciation o
amortization.

(1) Description of change.

. (i) any property to which § with § 1.167(a)-11 (regarding the Class
1016(a)(3) (regarding property held by d.ife Asset Depreciation Range System
tax-exempt organization) applies; (ADR));
) ) (ii) any taxpayer that is subject (x) any change in method of ac-

(a) This change applies to a taxyg § 263A and that is required to capitalizeounting involving a change from deduct-
payer that wants to change from an impefne costs with respect to which the taxing the cost or other basis of any property
missible method of accounting for deprepayer wants to change its method of a@s an expense to capitalizing and deprec
ciation or amortization (depreciation)coynting under section 2.01 of this APating the cost or other basis;
under which the taxpayer did not clailbeND|X, if the taxpayer is not (xi) any change in method of
the depreciation allowable, to a permissizapitalizing the costs as required: accounting involving a change from one
ble method of accounting for depreciation (iii) any intangible property permissible method of accounting for the
under which the taxpayer will claim theg piect 1o § 56(g)(4)(A) or 167, except foproperty to another permissible method of
depreciation allowable. property subject to § 167(f) (regardingaccounting for the property. For example:

(b) A change from a taxpayer’scertain property excluded from § 197); (A) a change from the
impermissible method of accounting for (iv) any property subject to § straight-line method of depreciation to
depreciation under which the taxpayer did67(q) (regarding property depreciatedhe income forecast method of deprecia-
not claim the depreciation allowable to gnder the income forecast method);  tion for videocassettesSeeRev. Rul.
permissible method of accounting for de- (v) any § 1250 property that a89-62, 19891 C.B. 78; or
preciation under which the taxpayer wilkaypayer is reclassifying to an asset class (B) a change from charging
claim the depreciation allowable is &f Rev. Proc. 87-56, 1987-2 C.B. 674, dihe depreciation reserve with costs of
change in method of accounting for whiclRey, proc. 83-35, 19831 C.B. 745, asmoval and crediting the depreciation
the consent of the Commissioner is rezppropriate, that does not explicitly inTeserve with salvage proceeds to deduct-
quired. Sections 1.167(e)-1(a) andjyde § 1250 property (for example, assétg costs of removal as an expense (pro-
1.446-1(e)(2)(ii)(b). This methodjass 57.0, Distributive Trades and Sewided the costs of removal are not
change, however, does not include anyjces); required to be capitalized under any pro-
correction of mathematical or posting er- (vi) any property for which a tax- vision of the Code, such as, § 263(a))
rors. Section 1.446-1(e)(2)(ii)(b)- payer is revoking a timely valid election, orand including salvage proceeds in tax-

(2) Scope. making a late election, under § 167, 16&ble income (see section 2.02 of this

(a) Applicability. This change ap- former § 168, or § 13261(g)(2) or (3) of theAPPENDIX for making this change for
plies to any taxpayer that has used an inRevenue Reconciliation Act of 1993 (199%roperty for which depreciation is deter-
permissible method of accounting for deAct), 1993-3 C.B. 1, 128 (relating to amormined under § 167);
preciation in at least the two taxable yeanszable § 197 intangibles). A taxpayer may (xii) any change in method of
immediately preceding the year ofrequest consent to revoke or make the elegecounting involving both a change from
change, and is changing that accountingon by submitting a request for a letter rulireating the cost or other basis of the prop
method to a permissible method of acing under Rev. Proc. 99-1, 1999-1 I.R.B. érty as nondepreciable property to treat:
counting for depreciation, for any item of(or any successor); ing the cost or other basis of the property
property: (vii) any property subject to § as depreciable property and the adoptiol

(i) for which, under the tax- 56(g)(4)(A) or 167 (other than § 167(f),of a method of accounting for deprecia-

payer’'s impermissible method of accountregarding certain property excluded fromion requiring an election under § 167,
ing, the taxpayer has not taken into ac§ 197), for which a taxpayer is changind.68, former 8 168, or § 13261(g)(2) or (3)
count any depreciation allowance or hasnly the estimated useful life of the propof the 1993 Act (for example, a change in
taken into account some depreciation burty. A change in the estimated useful lifethe treatment of the space consumed i
less than or more than the depreciation abf property for which depreciation is dedandfills placed in service in 1990 from



nondepreciable to depreciable propertgome-producing activities. Also, if thethe application;
(assuming section 2.01(2)(c)(xiii) of thetaxpayer has more than one business or (vii) if the taxpayer is changing
APPENDIX does not apply) and the makincome-producing activity, a statementhe classification of an item of § 1250
ing of an election under § 168(f)(1) to dedescribing the taxpayer’s business or inproperty placed in service after August
preciate this property under the unit-ofcome-producing activity in which the19, 1996, to a retail motor fuels outlet
production method of depreciation undeitem of property at issue is primarily usedinder § 168(e)(3)(E)(iii), a statement con-
§ 167); by the taxpayer; taining the following representation: “For
(xiii) any change in method of (iii) to the extent not provided purposes of § 168(e)(3)(E)(iii) of the In-
accounting for an item of income or deelsewhere on the application, a statemetdérnal Revenue Code, the taxpayer repre
duction other than depreciation, even if af the facts and law supporting the newents that (A) 50 percent or more of the
taxpayer’'s present method of accountingnethod of accounting, new classificatiorgross revenue generated from the item of
may have resulted in the taxpayer claimef the item of property, and new asse§ 1250 property is from the sale of petro-
ing less than or more than the deprecialass in, as appropriate, Rev. Proc. 87-36um products (not including gross rev-
tion allowable. For example, a change ior Rev. Proc. 83-35. If the taxpayer is thenue from related services, such as the
method of accounting involving: owner and lessor of the item of propertyabor cost of oil changes and gross rev-
(A) achange in inventory  at issue, the statement of the facts and lasnue from the sale of nonpetroleum prod-
costs (for example, when property is  supporting the new asset class also mustts such as tires and oil filters), (B) 50
reclassified from inventory property to  describe the business or income-produ@ercent or more of the floor space in the
depreciable property, or vice versa) (but ing activity in which that item of property item of property is devoted to the sale of
see section 3.02 of this APPENDIX for is primarily used by the lessee; petroleum products (not including floor
making a change from inventory proper- (iv) to the extent not provided space devoted to related services, such a
ty to depreciable property for unrecover-elsewhere on the application, a statementl changes and floor space devoted to
able line pack gas or unrecoverable cuslidentifying the year in which the item ofnonpetroleum products such as tires anc

ion gas); or property was placed in service; oil filters), or (C) the item of § 1250 prop-
(B) a change in the character (v) if the item of property is de- erty is 1,400 square feet or less.”; and
of a transaction from sale to lease, or  preciated under former § 168, a statement (viii) if the taxpayer is changing

vice versa (but see section 2.03 of this identifying the asset class in Rev. Proahe classification of an item of property
APPENDIX for making this change); or 83-35 that applies under the taxpayer§om § 1250 property to § 1245 property
(xiv) a change from deter-  former and new methods of accounting (ifinder § 168 or former § 168, a statement
mining depreciation under § 168 to none, state and explain); of the facts and law supporting the new §
determining depreciation under former 8 (vi) if any item of property is 1245 property classification, and a state-
168 for any property subject to the tran- public utility property within the meaning ment containing the following representa-
sition rules in § 203(b) or 204(a) of the of § 168(i)(10) or former & 167(I)(3)(A), tion: “Each item of property that is the
Tax Reform Act of 1986, 1986-3 (Vol. 1)as applicable, a statement providing thaubject of the application filed under sec-

C.B. 1, 60-80. the taxpayer agrees to the following addition 2.01 of the APPENDIX of Rev. Proc.
(3) Additional requirements A tax- tional terms and conditions: 99-49 for the year of change beginning
payer also must comply with the following: (A) a normalization method [Insert the date] and that is reclassified

(a) Permissible depreciation of accounting (within the meaning offrom [Insert, as appropriate: nonresiden-
method.A taxpayer must change to a performer §  167(1)(3)(G), former tial real property, residential rental prop-
missible method of accounting for depre§ 168(e)(3)(B), or 8§ 168(i)(9), aserty, 19-year real property, 18-year real
ciation for the item of property. Thisapplicable) will be used for the publicproperty, or 15-year real propertyp an
method is the same method that detettility property subject to the applica-asset class dinsert, as appropriate, ei-

mines the depreciation allowable for theion; ther: Rev. Proc. 87-56, 1987-2 C.B. 674,
item of property (as provided in section (B) as of the beginning of theor Rev. Proc. 83-35, 1983-1 C.B. 745]
2.01(6) of this APPENDIX). year of change, the taxpayer will adjust itthat does not explicitly include § 1250

(b) Statements requiredA tax- deferred tax reserve account or similaproperty, is § 1245 property for deprecia-

payer must provide the following statereserve account in the taxpayer’s reguldion purposes.”
ments, if applicable, and attach them teory books of account by the amount of  (4) Section 481(a) adjustmenBBe-
the completed application: the deferral of federal income tax liabilitycause the adjusted basis of the property i

(i) a detailed description of theassociated with the § 481(a) adjustmerthanged as a result of a method chang
former and new methods of accountingapplicable to the public utility property made under section 2.01 of this APPEN-
A general description of these methods afubject to the application; and DIX (seesection 2.01(5) of this APPEN-
accounting is unacceptable (for example, (C) within 30 calendar days DIX), items are duplicated or omitted.
MACRS to MACRS or erroneous methodof filing the federal income tax return forAccordingly, this change is made with a §
to proper method); the year of change, the taxpayer will pro481(a) adjustment. This adjustment may

(i) to the extent not provided vide a copy of the completed applicatiomesult in either a negative § 481(a) adjust-
elsewhere on the application, a statemetd any regulatory body having jurisdictionment (a decrease in taxable income) or ¢
describing the taxpayer’s business or imever the public utility property subject topositive § 481(a) adjustment (an increase



in taxable income) and may be a different (i) under the depreciationerty described in former § 168(f)(12) or
amount for regular tax, alternative mini-method adopted by a taxpayer for théormer § 280F(b)(2)) or if the taxpayer
mum tax, and adjusted current earninggroperty; or elected to determine the depreciation al
purposes. This § 481(a) adjustment equals (ii) if that depreciation method lowance under the optional straight-line
the difference between the total amount afoes not result in a reasonable allowangeercentage (for example, the straight-line
depreciation taken into account in comfor depreciation or a taxpayer has nomethod in former § 168(b)(3)).
puting taxable income for the propertyadopted a depreciation method for the .02 Permissible to permissible method
under the taxpayer’s former method of agaroperty, under the straight-line depreciaef accounting for depreciation.
counting, and the total amount of deprecition method. (1) Description of change This
ation allowable for the property under the For determining the estimated usefuthange applies to a taxpayer that wants t
taxpayer’s new method of accounting (akfe and salvage value of the property, seehange from a permissible method of ac-
determined under section 2.01(6) of thi§§ 1.167(a)-1(b) and (c), respectivelycounting for depreciation under §
APPENDIX), for open and closed yearsThe depreciation allowable for any tax56(g)(4)(A)(iv) or 167 to another permis-
prior to the year of change. However, thable year for property subject to § 167(fsible method of accounting for deprecia-
amount of the § 481(a) adjustment mustegarding certain property excluded frontion under § 56(g)(4)(A)(iv) or 167. Pur-
be adjusted to account for the prope§ 197) is determined by using the deprecsuant to 88 1.167(a)-7(a) and (c), &
amount of the depreciation allowable thaation method and useful life prescribed inaxpayer may account for depreciable
is required to be capitalized under any preg 167(f). property either by treating each individual
vision of the Code (for example, § 263A) (e) Section 168 propertyThe de- asset as an account or by combining twe
at the beginning of the year of change. preciation allowable for any taxable yeapr more assets in a single account and, fc
(5) Basis adjustmentAs of the be- for property for which depreciation is de-each account, depreciation allowances ar
ginning of the year of change, the basis aérmined under § 168, is determined bgomputed separately.
depreciable property to which sectiorusing either: (2) Scope
2.01 of this APPENDIX applies must re- (i) the general depreciation sys- (a) Applicability. This change ap-
flect the reductions required by 8em in § 168(a); or plies to any taxpayer wanting to make a
1016(a)(2) for the depreciation allowable (i) the alternative depreciation change in method of accounting for de-
for the property (as determined under segystem in § 168(g) if the property is repreciation specified in section 2.02(3) of
tion 2.01(6) of this APPENDIX). quired to be depreciated under the alternthis APPENDIX for the property in an ac-
(6) Meaning of depreciation allowable.tive depreciation system pursuant to ount:

(&) In general. Section 2.01(6) of 168(g)(1) or other provisions of the Code (i) for which the present and
this APPENDIX provides the amount of(for example, property described in roposed methods of accounting for de:
the depreciation allowable, determine@63A(e)(2)(A) or 280F(b)(1)). Propertypreciation specified in section 2.02(3) of
under § 56(a)(1), 56(g)(4)(A), 167, 168required to be depreciated under the altethis APPENDIX are permissible methods
197, or former § 168. This amount, hownative depreciation system pursuant to ®r the property under § 56(g)(4)(A) or
ever, may be limited by other provisionsl68(g)(1) includes property in a class (a$67; and
of the Code (for example, § 280F). set out in § 168(e)) for which the taxpayer (i) that is owned by the tax-

(b) Section 56(a)(1) propertyThe made a timely election under § 168(g)(7)payer at the beginning of the year of
depreciation allowable for any taxable (f) Section 197 property The de- change.
year for property for which depreciationpreciation allowable for any taxable year (b) Certain scope limitations inap-
is determined under § 56(a)(1) is deterfor an amortizable 8§ 197 intangible (in-plicable. The scope limitations in section
mined by using the depreciation method;luding any property for which a timely 4.02(8) of this revenue procedure are no
recovery period, and convention provide@lection under § 13261(g)(2) of the 199&pplicable to this change.
for under § 56(a)(1) that applies for theAct was made) is determined by using the (c) Inapplicability. This change

property’s placed-in-service date. straight-line method over a 15-year pedoes not apply to:
(c) Section 56(g)(4)(A) property. riod. (i) any taxpayer that is subject
The depreciation allowable for any tax- (g) Former § 168 property The to § 263Aand that is required to capitalize

able year for property for which depreciadepreciation allowable for any taxablehe costs with respect to which the tax-
tion is determined under & 56(g)(4)(A) isyear for property subject to former § 16§ayer wants to change its method of ac
determined by using the depreciatioms determined by using either: counting under section 2.02 of this AP-
method, recovery period or useful life, as (i) the accelerated method ofPENDIX, if the taxpayer is not
applicable, and convention provided focost recovery applicable to the propertgapitalizing the costs as required;
under § 56(g)(4)(A) that applies for the(for example, for 5-year property, the re- (i) any property to which §
property’s placed-in-service date. covery method under former § 168(b)(1))1016(a)(3) (regarding property held by a
(d) Section 167 propertyGener- or tax-exempt organization) applies;
ally, for any taxable year, the depreciation (ii) the straight-line method ap- (i) any intangible property;
allowable for property for which depreci-plicable to the property if the property is (iv) any property described in §
ation is determined under 8 167, is deterequired to be depreciated under th&67(f) (regarding certain property ex-
mined either: straight-line method (for example, prop-cluded from § 197);



(v) any property subject to § method to the straight-line method, the (a) Basis for depreciation At the
167(g) (regarding property depreciatednit-of-production method, the sum-of-beginning of the year of change, the basis
under the income forecast method); the-years-digits method, or the decliningfor depreciation of property to which this
(vi) any property for which de- balance method using any proper percenthange applies is the adjusted basis of the
preciation is determined under § 56(a)(1)rge of the straight-line rate; property as provided in § 1011 at the end
56(9)(4)(A)(), (ii), (iii), or (v), 168 or § (f) a change in the interest factomf the taxable year immediately preceding
168 prior to its amendment in 1986 (forused in connection with a compound inthe year of change (determined under the
mer 8§ 168); terest method or sinking fund method; taxpayer’s present method of accounting
(vii) any property that the tax- (9) a change in averaging convenfor depreciation). If applicable under the
payer elected under § 168(f)(1) or formetion as set forth in § 1.167(a)-10(b)taxpayer’s proposed method of account-
§ 168(e)(2) to exclude from the applicaHowever, as specifically provided in 8ing for depreciation, this adjusted basis is
tion of, respectively, § 168 or former 81.167(a)-10(b), in any taxable year ireduced by the estimated salvage value o
168; which an averaging convention substarthe property (for example, a change to the
(viii) any property for which tially distorts the depreciation allowancestraight-line method).
depreciation is determined in accordancir the taxable year, it may not be used (b) Rate of depreciationThe rate
with 8§ 1.167(a)-11 (regarding the Clas¢seeRev. Rul. 73-202, 1973-1 C.B. 81); of depreciation for property changed to:
Life Asset Depreciation Range System (h) a change from charging the de- (i) the straight-line or sum-of-
(ADR)); or preciation reserve with costs of removalhe-years-digits method of depreciation
(ix) any depreciable property forand crediting the depreciation reservenust be based on the remaining useful life
which the taxpayer is changing the deprecwith salvage proceeds to deducting costdf the property as of the beginning of the
ation method pursuant to § 1.167(e)-1(0f removal as an expense and includingear of change; or
(change from declining-balance method tsalvage proceeds in taxable income as set (ii) the declining-balance
straight-line method), § 1.167(e)-1(c) (cerforth in § 1.167(a)—8(e)(2)SeeRev. Rul. method of depreciation must be based or
tain changes for § 1245 property), or §4-455, 1974-2 C.B. 63. This changehe useful life of the property measured
1.167(e)-1(d) (certain changes for § 1250owever, may be made under this revendeom the placed-in-service date, and not
property). These changes must be mageocedure only if: the expected remaining life from the date
prospectively and are not permitted under (i) the change is applied to allthe change becomes effective.
the cited regulations for property for whichitems in the account for which the change (c) Regulatory requirementsFor
the depreciation is determined under § 168 being made; and changes in method of depreciation to the
or former 8§ 168. (i) the removal costs are not re-sum-of-the-years-digits or declining-bal-
(3) Changes coveredSection 2.02 quired to be capitalized under any proviance method, the property must meet the
of this APPENDIX only applies to the fol- sion of the Code (for example, § 263(a);equirements of § 1.167(b)-0 or

lowing changes in methods of accountin@63A, or 280B); 1.167(c)-1, as appropriate.

for depreciation: (i) a change from crediting the de- (d) Public utility property. If any
(a) a change from the straight-linepreciation reserve with the salvage proitem of property is public utility property

method to the ceeds realized on normal retirement salegithin the meaning of former §

sum-of-the-years-digits method, the sinkio computing and recognizing gains and67(1)(3)(A), the taxpayer must attach to
ing fund method, the unit-of-production losses on such sales (see Rev. Ruhe application a statement providing that

method, or the declining-balance method70-165, 1970-1 C.B. 43); the taxpayer agrees to the following addi-
using any proper percentage of the () a change from crediting ordi- tional terms and conditions:
straight-line rate; nary income (including the combination (i) a normalization method of

(b) a change from the declining-method of crediting the lesser of estiaccounting within the meaning of former
balance method using any percentage afated salvage value or actual salvag® 167(1)(3)(G) will be used for the public
the straight-line rate to the sum-of-theproceeds to the depreciation reserve, witlitility property subject to the application;
years-digits method, the sinking fundany excess of salvage proceeds over estind
method, or the declining-balance methochated salvage value credited to ordinary (ii) within 30 calendar days of
using a different proper percentage of theacome) with the salvage proceeds reafiling the federal income tax return for the
straight-line rate; ized on normal retirement sales, to comyear of change, the taxpayer will provide

(c) a change from the sum-of-theputing and recognizing gains and losses copy of the completed application to
years-digits method to the sinking fundn such salesseéeRev. Rul. 70-166, any regulatory body having jurisdiction
method, the declining-balance method970-1 C.B. 44); or over the public utility property subject to
using any proper percentage of the (k) a change from item accountingthe application.
straight-line rate, or the straight-linefor specific assets to multiple asset ac- (5) Section 481(a) adjustmenBBe-
method,; counting for the same assets, or viceause the adjusted basis of the property i

(d) a change from the unit-of-pro-versa. not changed as a result of a method
duction method to the straight-line (4) Additional requirements A tax- change made under section 2.02 of this
method,; payer also must comply with the follow-APPENDIX, no items are being dupli-

(e) a change from the sinking fundng: cated or omitted. Accordingly, the §



481(a) adjustment is zero. SECTION 2A. RESEARCH AND project or projects as expenses under

.03 Sale or lease transactions. EXPERIMENTAL EXPENDITURES (8 174(a) to treating such expenditures a:
(1) Description of change and scopel74) deferred expenses under § 174(b), or vici
(a) Applicability. This change ap- versa,

.01 Changes to a different method or

plies t0 a taxpayer that wants to change iffeco "m0 arion period. (i) to a different period of

method of accounting from: o amortization for research and experimen:
(i) improperly treating prop- (1)(D)e_T_(r3:|ptl?]n of Changlg. o at tal expenditures for a particular project or
a IS change applies 10 a taXprojects that are being treated as deferre
?rretgtiansgSS:gpbeyrt;thtal)((agasﬁjr g; ?rr]%pz%ayer that wants to cha_nge the treatment gkpenses under § 174(b); or
payer: exper_ldlturef that qdqallfy as éese§a1r<7:2 and (iii) from treating research
B, , experimental expenditures under - and experimental expenditures for a
as |ease(cljl)t|)mptrho§i2¥( traea(talpilopror%erteyrl (b) Section 174 and the regulationparticular project or projects as ex-
- y Iz by h prop _}ﬁereunder provide the specific rules fopenses under § 174(a) or deferred ex
treating property as sold by t gtaxpayer,changing a method of accounting under §enses under § 174(b) to treating sucl
(ili) improperly treating prop- 474 for research and experimental expexpenditures as a capital expenditure
erty as purchased by the taxpayer o propyres. Under § 174, a taxpayer may treginder § 263(a), or vice versa.
ngetfz:llgg property as leased by the @esearch and experimental expenditures (b) Scope limitations clarified.

o . that are paid or incurred by the taxpayerhe scope limitation under section
(iv) improperly treating prop- gyring the taxable year in connection withy.02(6) of this revenue procedure is ap-

erty as leased by the taxpayer to propertye taxpayer’s trade or business as extied on a project by project basis.
treating property as purchased by the @enses under § 174(a) or as deferred ex- (c) Inapplicability. This change

payer. o _ penses amortizable ratably over a periogoes not apply to:
(b) Inappllcablllty' This Change of not less than 60 months under § 174('3) (|) a portion of the research and
does not apply to: Pursuant to § 1.174-1, research and expgizxperimental expenditures paid or in-

(i) a rent-to-own dealer thatimental expenditures that are not treated agred for a particular project during the
wants to change its method of accountingxpenses or deferred expenses underygar of change or in subsequent taxabl
for rent-to-own contracts described inL74 must be treated as capital eXPe”djlears (that is, the change must apply to a
section 3 of Rev. Proc. 95-38, 1995-2ures. Further, § 1.174-1 provides that thef such expenditureseess 1.174-3(a)
C.B. 397; or expenditures to which § 174 applies maynd 1.174-4(a)(5));

(i) a taxpayer that holds assetselate either to a general research program (i) a change in the treatment of
for sale or lease, if any asset so held is not to a particular project. computer software costs under Rev. Proc
the subject of a sale or lease transaction as (c) If a taxpayer has not treated regg9—21, 1969-2 C.B. 303; or
of the beginning of the year of change. search and experimental expenditures as (iii) a change in the treatment of

(2) Manner of making the change. expenses under § 174(a), 88 174(a)(2)(B)ear 2000 costs under Rev. Proc. 97—50

(a) The change in method of acand 1.174-3(b)(2) provide that the tax4997-2 C.B. 525 (but see section 1.02 o
counting under section 2.03 of this APpayer may, with consent, adopt the exhis APPENDIX for making this change).
PENDIX is made using a cut-off methodpense method at any time. (3) Manner of making the change.
and applies to transactions entered into on (d) If a taxpayer has treated re- (a) This change is made using a
or after the beginning of the year ofsearch and experimental expenditures ggt-off method and applies to all researct
change. Seesection 2.06 of this revenueexpenses under § 174(a), 88 174(a)(3hd experimental expenditures paid or in.
procedure. and 1.174-3(b)(3) provide that the taxcuyrred for a particular project or projects
(b) If a taxpayer wants to changePayer may, with consent, change to a dijuring the year of change and in subse

its method of accounting for existingferent method of treating research and exent taxable yearsSeesection 2.06 of
sale or lease transactions, the taxpay@grimental expenditures. this revenue procedure and 8§ 174(b)(2)
must file an application with the Com- (e) If a taxpayer has treated re4.174-3(a), 1.174-3(b)(2), and
missioner in accordance with the research and experimental expenditures ds174-4(a)(5).
quirements of § 1.446-1(e)(3)(i) anddeferred expenses under § 174(b), 88 (b) The requirement under
Rev. Proc. 97-27. A change involvingl74(b)(2) and 1.174-4(b)(2) provide thagg 1.174-3(b)(2), 1.174-3(b)(3), and
existing sale or lease transactions wilthe taxpayer may, with consent, change tp.174-4(b)(2) to file an application no
require a § 481(a) adjustment. Conser different method of treating research diater than the end of the first taxable
to change a method of accounting for agxperimental expenditures or to a differyear in which the different method or
existing sale or lease transaction ignt period of amortization for deferred exdifferent amortization period is to be
granted only in unusual and compellingenses. used is waived for this change. How-
circumstances. (2) Scope. ever, see section 6 of this revenue proce

(3) No audit protection.A taxpayer (a) Applicability. This change ap- dure for filing requirements applicable
does not receive audit protection undeplies to any taxpayer that is changing:  under this revenue procedure.
section 7 of this revenue procedure in (i) from treating research and (c) The consent granted under this
connection with this change. experimental expenditures for a particularevenue procedure satisfies the conser



required under 88 174(a)(2)(B),counting for package design costs to thiees to a permissible simplified resale
174(a)(3), 174(b)(2), 1.174-3(b)(2),capitalization method or the design-bymethod described in § 1.263A-3(d)(3) in
1.174-3(b)(3), and 1.174-4(b)(2). design capitalization and 60-month amorany taxable year that it qualifies to use a
(4) Additional requirement.A tax- tization method, the taxpayer must attackimplified resale method for both its pro-
payer must attach to the application a statement to its timely filed applicationduction and resale activities under §
written statement providing: The statement must provide a descriptioh.263A—3(a)(4) (resellers with de min-
(a) the information required in § of each package design, the date on whidémis production activities); or
1.174-3(b)(2) if the taxpayer is changingach was placed in service, and the cost (iv) a reseller-producer chang-
to treating research and experimental exasis of each (as determined under seing from a permissible simplified resale
penditures as expenses under § 174(a); tions 5.01(2) or 5.02(2) of Rev. Procmethod described in § 1.263A-3(d)(3) for
(b) the information required in § 97-35). both its production and resale activities to
1.174-3(b)(3) if the taxpayer is changing -02 Line pack gas; cushion gas a permissible UNICAP method for both
from treating research and experimental (1) Description of change and scopeits production and resale activities in the
expenditures as expenses under § 174(Zhis change applies to a taxpayer thdirst taxable year that it does not qualify to
or wants to change its method of accountingse a simplified resale method for both its
(c) the information required in §for line pack gas or cushion gas to roduction and resale activities under §
1.174-4(b)(2) if the taxpayer is changingnethod consistent with the holding inl.263A-3(a)(4). _
from treating research and experimentdRev. Rul. 97-54, 1997-2 C.B. 23. Reuv. (b) Scope limitations inapplicable.
expenditures as deferred expenses methBdl. 97-54 holds that the cost of line pack: taxpayer that wants to make this change
under § 174(b) or is changing to a differgas or cushion gas is a capital expenditui& not subject to the scope limitations in
ent period of amortization for researctinder § 263, the cost of recoverable lingection 4.02 of this revenue procedure.
and experimental expenditures beingack gas or recoverable cushion gas is nbpwever, if the taxpayer is under exami-
treated as deferred expenses underdgpreciable, and the cost of unrecoverabfetion, before an appeals office, or before
174(b). line pack gas or unrecoverable cushiof federal court, the taxpayer must provide
(5) No audit protection A taxpayer 9as is depreciable under §§ 167 and 1682 copy of the application to the examining
does not receive audit protection under  (2) Additional requirements A tax-  29ent(s), appeals officer, or counsel for
section 7 of this revenue procedure iayer that changes its method of accouniPe government, as appropriate, at the

connection with this change. ing for unrecoverable line pack gas or unsame time that it files the copy of the ap-
02 Reserved. recoverable cushion gas under sectiopfication with the national office. The ap-
3.02 of this APPENDIX must change to @lication must contain the name(s) and

SECTION 3. CAPITAL permissible method of accounting for detelephone number(s) of the examining
EXPENDITURES (8§ 263) preciation for the cost of that gas. agent(s), appeals officer, or counsel for

the government, as appropriate.
.01 Package design costs SECTION 4. UNIFORM (c) Inapplicability. This change

(1) Description of change and scope CAPITALIZATION (§ 263A) does not apply to a taxpayer making a his-

(a) Applicability. This change ap- toric absorption ratio election under §

plies to a taxpayer that wants to change its -01 Certain uniform capitalization 1 263A-2(b)(4) or 1.263A-3(d)(4).

method of accounting for package desigh/NICAP) methods used by small re-  (9) pefinitions

costs that are within the scope of Rewellers, formerly small resellers, and re- (a) “Reseller” means a taxpayer

Proc. 97—35, 1997-2 C.B. 448, to one cteller-producers. that acquires real or personal property de-

the three alternative methods of account- (1) Description of change and scopescriped in § 1221(1) for resale.

ing for package design costs described in (a) Applicability. This change (b) “Small reseller” means a re-

section 5 of Rev. Proc. 97-35. The threapplies to: seller whose average annual gross re:

alternative methods of accounting for (i) a small reseller of personalceipts for the three immediately preceding

package design costs described are: (pjoperty changing from a permissibleaxable years (or fewer, if the taxpayer

the capitalization method, (2) the designNICAP method to a permissible non-has not been in existence during the three

by-design capitalization and 60-montHJNICAP inventory capitalization method preceding taxable years) do not exceec

amortization method, and (3) the pool-ofin any taxable year that it qualifies as $10,000,000.See§ 263A(b)(2)(B).

cost capitalization and 48-month amortismall reseller; (c) “Formerly small reseller”

zation method. (if) a formerly small reseller means a reseller that no longer qualifies

(b) Inapplicability. This change changing from a permissible non-UNI-as a small reseller.

does not apply to a taxpayer that wants ©8AP inventory capitalization method to a (d) “Producer” means a taxpayer

change to the capitalization method fopermissible UNICAP method in the firstthat produces real or tangible personal

costs of developing (or modifying) anytaxable year that it does not qualify as property.

package design that has an ascertainaldmall reseller; (e) “Reseller-producer” means a

useful life. (iii) a reseller-producer chang-taxpayer that is both a producer and a re-
(2) Additional requirements.If a ing from a permissible UNICAP methodseller.

taxpayer is changing its method of acfor both its production and resale activi- (f) “Permissible UNICAP



method” means a method of capitalizing Beginning Ending was required to include $20,000 of the

costs that is permissible under § 263A. 1995 $1,000,000 $1,100,000 unamortized 1995 positive § 481(a) ad-

(9) “Permissible non-UNICAP in- 1996 1,100,000 1,200,000 justment in 1996 taxable income. As-

ventory capitalization method” means a 1997 1,200,000 1,300,000 sume that X was required to add $10,00(

method of capitalizing inventory costs 1998 1,300,000 1,400,000 of additional § 263A costs to the cost of

that is permissible under § 471. 1999 1,400,000 1,500,000 its 1996 ending inventory because of the
(3) Section 481(a) adjustmenBe- 2000 1,500,000 1,600,000 $100,000 increment for 1996.

ginning with the year of change, a tax-
payer changing its method of accoun'[in%q
for costs pursuant to section 4.01 of thi verage annual gross receipts for the thr&@€9inning Inventory (With UNICAP
APPENDIX generally must take any aps .. .p,(q years immediately precedingOSts) -~ $1,190,000
plicable 8§ 481(a) adjustment into accoun1995 were $11,000,000, which exceeded996 Increment . ........... 100,000

ratably over the same number of taxablfﬁe $10,000,000 ceiling permitted by theAdditionaI § 263A Costs in 1996

years, not to exceed four, that the taxs'mall reseller exception. Assume that

X was required by § 263A to change toX’s 1996 Ending Inventory:
e UNICAP method for 1995 because its

i 2 crement .............. .. 10,000
payer used its 'former method qf aC(:()u%vas required to capitalize $80,000 of “ad- .
ing. See section 5.04(3) of this revenug... N . _Total 1996 Ending
rocedure for exceptions to thi n ra‘inmnal 8 263A costs” to the cost of 'tslnventor $1.300.000
procedure for exceptions 1o this genera g5 beginning inventory because of this Yo

rule. change in inventory method. In additionX’s Unamortized 1995 § 481(a)

(4) No audit protection A taxpayer X was required to include one-fourth ofadjustment:

doe; not receiye audit protection und%e § 481(a) adjustment when computin%
section 7 of this revenue procedure igay apie income for each of the four taxPnamortized 1995 § 481(a)

connection with this change. able years beginning with 1995. Thus, Ydjustment—12/31/95 ... .. $60,000
(5) Example The following exam- a5 required to include a $20,000 POSiA mount Included in 1996 Taxable
ple |IIustra_tes the principles of section;, o § 481(a) adjustment in its 1995 taXjncome <20.600
4.01 of this APPENDIX for small re- jpiaincome.  oE e
sellers and formerly small resellers. X elected to use the simplified resaldJnamortized 1995 § 481(a)
Assume X, a corporate reseller ofnethod without a historic absorption raticAdjustment—12/31/96 . . . . . . ~$40,000

personal property, incorporated January 2yection under § 1.263A-3(d)(3) for de- Because X satisfies the small resellel
1991, adopted a taxable year ending Dgzrmining the amount of additional Sexception for 1997, X may change volun-
cember 31. X determines that its averaggs3a costs to be capitalized to each LIFarily from the UNICAP method to a per-
annual gross receipts for the three taxablgyer. Assume that X was required to adshissible non-UNICAP inventory capital-
years (or fewer, if applicable) immedi-g10 000 of additional § 263A costs to thézation method under section 4.01 of this
ately preceding taxable years 1998t of its 1995 ending inventory becausaPPENDIX. To reflect the removal of
through 2000 are as shown in the tablgs the $100,000 increment for 1995. the additional § 263A costs from the cost

below: - Lo
, : ) of its 1997 beginning inventory, X must
AVERAGE Annual Gross X's 1995 Ending Inventory: compute a cor?espor?ding § 48)1/(a) adjust
Current Receipts for the Threepeginning Inventory (Without UNICAP ment, which is a negative $100,000
Taxable Years _ COSES) « o vveienens $1,000,000$1,200,000 - $1,300,000). Because X
~ Taxable Years Immediately Pre-1995 Increment ............ 100,000used the UNICAP method for only two
ceding the Additional § 263A Costs in Beginning  years (that is, 1995 and 1996), X must in-
Inventory .................. 80,000clude one-half of the § 481(a) adjustmen
CurrentTaxableYear Year
1991 $ 0 Additional § 263A Costs in 1995 when computing taxable income for each
1992 5 000.000 Increment . .............. ... 10,0000f the two taxable years beginning with
1993 6,000,000 Total 1995 Ending 1997. Thus, X must include a $50,000
SOd Inventory . .............. $1,190,000negative § 481(a) adjustment in 1997 tax:
1994 7,000,000 , : . able income. In addition, X must include
1995 11,000,000 X's Unamortized 1995 § 481(a) adjust- $20,000 of the unamortized 1995 § 481(a;
1996 11,000,000 Ment adjustment in 1997 taxable income.
1997 9,000,000 1995 § 481(a) Adjustment . . . .$80,000 _
1998 8,000,000 Amount Included in 1995 X’s 1997 Ending Inventory:
1999 11,000,000 Taxable Income ......... .. <20,000 Beginning Inventory (With UNICAP
2000 12,000,000  Unamortized 1995 § 481(a) COSES) . v vvveeneeeen $1,300,000
Furthermore, X, which adopted the doiAdiustment—12/31/95 ..., ~$60.000 1997 Increment SRR 100,000
lar-value LIFO inventory method, has the Because X failed to satisfy the small re1997 § .481(a) Adjustment
following LIFO inventory balances deter-seller exception for 1996, X was requireccNegative> ........... ~..<100.600

mined without considering the effects oto continue using the UNICAP methodTotal 1997 Ending
the UNICAP method: for its inventory costs. Furthermore, Xinventory ............... $1,300,000



X’s Unamortized 1995 § 481(a) that X must capitalize $120,000 of addiX's Unamortized 1999 § 481(a)
Adjustment: tional 8§ 263A costs to the cost of its 199RAdjustment:

. beginning inventory because of thi .
Unamortized 1995 § 481(a) change in inventory method. In addiiJnamortlzed 1999 § 481(a)

Adjustment—12/31/96 ... .. $40,000 . . . éb\djustment—12/3l/99 ..... $60,000
: tion, X must determine the appropriat , '

Amount Included in 1997 Taxable ; ; - Amount Included in 2000 Taxable

Income . ................_. <20,600 adjustment period for the correspondin e <60,600

positive § 481(a) adjustment. Because

Unamortized 1995 § 481(a) used its former inventory method for tw

cUnamortized 1999 § 481(a)

Adjustment—12/31/97 ... . ... -$20.000 taxable years before 1999 (that is, 19gfdjustment—12/31/00 . ... . ... ... -$_ 0
X's Unamortized 1997 § 481(a) and 1998), X must include one-half of -02 Reserved.
Adjustment: the § 481(a) adjustment when computinge ~1/oN 4A. DEFERRED

taxable income_ fqr eac_h of the two taX'COMPENSATION (6 404)
able years beginning with 1999. Thus, X
. must include a $60,000 positive § 481(a) .01 Change to comply with §
ﬁr:cc));r: Included in 1997 Taxableso 000adjustment in its 1999 taxable income404(a)(11).
.................... A th tX t dd 107000 f d' . .
Unamortized 1997 § 481(a) ssume that X must add $ or a (1) Description of change and scope.

, o ditional § 263A costs to the cost of its (a) Applicability. This change
Adjustment—I12/31/97 ... .$250.080 1499 ending inventory because of th@pplies to a taxpayer that must change
X also satisfies the small reseller ex$100,000 increment for 1999. its method of accounting for its first
ception for 1998 and, therefore, is not résos 1999 Ending Inventory: taxable year'ending after July 22, 1998,
quired to return to the UNICAP method to comply with § 404(a)(11). Section
for 1998. X, however, must includeBeginning Inventory (Without UNICAP  404(a)(11) provides that, for purposes
$20,000 of the unamortized 1995 positiv€osts) . . ................ $1,400,000f determining under § 404 whether
8 481(&) adjustment and $50,000 of th&999 Increment ............ 100,000C0mpensation of an emp|oyee is de-
unamortized 1997 negative § 481(a) adAdditional § 263A costs in ferred compensation and when deferred
justment in 1998 taxable income. Beginning Inventory ....... 120,000 compensation is paid, no amount is
Additional 8 263A costs in 1999 treated as received by the employee, ol
Increment . ................. 10,000paid, until it is actually received by the
Beginning Inventory (Without UNICAP  Total 1999 Ending employee. Section 404(a)(11) over-
COSES) . ..ot $1,300,00dnventory .. ............ _$1,630.000turns the decision irBchmidt Baking

1998 Increment . ......... .. 100,000, . . Co. v. Commissionerl07 T.C. 271
Total 1998 Ending X's Unamortized 1999 § 481(a) adjust- - 955 T "\uhich the court held that a

1997 § 481(a) Adjustment
<Negative> ............ $<100,000>

X's 1998 Ending Inventory:

Inventory . .............. $1,400,000mem' § 83(a) income inclusion event upon
X's Unamortized 1995 § 481(a) 1999 § 481(a) Adj_ustment .. $120,000securitization qf va.cation and sever-
Adjustment: Amount Included in 1999 Taxable ance pay beneflfts with a letter of gredlt
Income ................_ < 60,8600 constitutes receipt of those benefits by
Unamortized 1995 § 481(a) Unamortized 1999 § 481(a) employees for purposes of determining
Adjustment—12/31/97 .. ... $20,000 Adjustment—12/31/99 . ... .. $ 60.000 whether an employer’s deduction for
Amount Included in 1998 Taxable Because X fails to satisfy the smalkhe benefits is subject to § 404See
Income .................. <20,600 reseller exception for 2000, X must conNotice 99-16, 1999-13 I.R.B. 10
Unamortized 1995 § 481(a) tinue using the UNICAP method for its(March 29, 1999).
Adjustment—12/31/98 . ... .. .. _.$ Oinventory costs. Furthermore, X is re- (b) Scope limitations inapplica-

quired to include $60,000 of the un-ple. A taxpayer that must make this

amortized 1999 positive § 481(a) adjustehange is not subject to the scope limi-
ment in 2000 taxable income. Assumeations in section 4.02 of this revenue
Unamortized 1997 § 481(a) that X is required to add $10,000 of adprocedure. However, if the taxpayer is
Adjustment—12/31/97 . ... $<50,000> ditional § 263A costs to the cost of itsunder examination, before an appeals
Amount Included in 1998 Taxable 2000 ending inventory because of theffice, or before a federal court, the

Income .............. ..., .. 50,000$100,000 increment for 2000. taxpayer must provide a copy of the ap-
Unamortized 1997 § 481(a) plication to the examining agent(s), ap-

X’s Unamortized 1997 § 481(a)
Adjustment:

X's 2000 Ending Inventory:

Adjustment—12/31/98 .. ..... $ 0 peals officer, or counsel for the govern-
In 1999, X fails to satisfy the small re-Beginning Inventory (With UNICAP ment, as appropriate, at the same time
seller exception and, therefore, must resosts) . . ................ $1,630,00Ghat it files the copy of the application
turn to the UNICAP method as provided2000 Incremen ............. 100,000with the national office. The applica-
under section 4.01 of this APPENDIX. XAdditional § 263A Costs in 2000 tion must contain the name(s) and tele-
changes to the simplified resale methothcrement . ... ............ .. 10.000phone number(s) of the examining
without a historic absorption ratio elec-Total 2000 Ending agent(s), appeals officer, or counsel for

tion under § 1.263A-3(d)(3). Assumenventory ............... $1,740,000the government, as appropriate.



(2) Section 481(a) adjustment pe-adopts a proper inventory method under Bs part of the change to an overall accrua
riod. Ataxpayer must take the § 481(a}71 and the regulations thereunder, thmethod, a taxpayer may adopt the recur
adjustment into account ratably ovetaxpayer is a reseller eligible to use theng item exception for the year of change
three taxable years. simplified resale method under 8if the taxpayer is eligible and follows the

(3) No audit protection A taxpayer 1.263A-3(d), and the taxpayer adopts procedures of § 1.461-5(d). If the tax-
does not receive audit protection undeproper method under that section for thpayer is eligible and wants to adopt this

section 7 of this revenue procedure iyear of change; method as specified in § 461(h)(3), the
connection with this change. (vi) a taxpayer required to use samount of the § 481(a) adjustment mus
.02 Reserved. long-term contract method in accordancbe modified to account for the amount of
with § 460, if the taxpayer is not in com-any additional deduction.
SECTION 5. METHODS OF pliance with that section and any related (3) Change to a special method of
ACCOUNTING (§ 446) administrative guidance; accounting If a taxpayer that wants to

(vii) a taxpayer required or change to an accrual method in conjunc
wanting to use a special method of adion with a change to a special method of
counting, unless the taxpayer is permittedccounting is not permitted to make the
L . to change automatically to the speciathange under this revenue procedure, th

. (a) Applicability. This change ap- method under this revenue procedure. axpayer may request to make both
plies to: . special method of accounting is a methodhanges only by filing one application

(i) a taxpayer that wants 0t deviates from the normal tax accountinder the provisions of Rev. Proc. 97-27
change to an overall accrual method, Qfq ryles, such as the method of account997—1 C.B. 680. Only one user fee will
to an overall accrual method in conjuncing for advance payments pursuant to ebe required for these changes.
tion with the recurring item exceptionyher Rey, Proc. 71-21, 1971-2 C.B. 549, .02 Multi-year service warranty
under § 461(h)(3), from the cash receipt§, g 1 4515, the installment method oontracts.
and disbursements method (casBecoynting under § 453, or a long-term (1) Description of change and scope
method), or from a hybrid method (theoniract method, such as the percentage  (a) Applicability. This change ap-
use of a combination of accountingyt ¢ompletion method or the completegplies to an eligible accrual method manu-
methods under which an item or items of nyract method; facturer, wholesaler, or retailer of motor
Income or expense are reported on the (viii) a taxpayer required to vehicles or other durable consumer good
pash mthod and another item or Oth%’hange to an overall accrual methothat wants to change to the service war
items of income or expense are reporteg jer § 448 and eligible to make theanty income method described in sectior
on an accrual method); or . change under § 1.448-1(h)(25ee§ 5 of Rev. Proc. 97-38, 1997-2 C.B. 479.

(ii) & taxpayer that is required 10y 448 1(h)(2), which provides an autoUnder the service warranty income
change to an overall accrual method,atic consent procedure for a taxpayenethod, a qualifying taxpayer may, in
under § 448, but is ineligible to make the.anging for the first taxable year that it izertain specified and limited circum-
change under § 1.448-1(h)(2) (relating tQ,pject to § 448. See also§ stances, include a portion of an advanct
the "first § 448 year”). . 1.448-1(h)(1), which provides that §payment related to the sale of a multi-yea

(b) Inapplicability. This change 1.448-1(h) does not apply to a change rservice warranty contract in gross income

.01 Cash or hybrid method to accrual
method.
(1) Description of change and scope

does not apply to: quired under any Code section (or regulagenerally over the life of the service war-
(i) afinancial institution de- tions thereunder) other than § 448 (for exranty obligation.
scribed in § 581 or 591; ample, a taxpayer with inventories); or (b) Inapplicability. This change
(i) a farmer; (ix) a taxpayer engaged in twodoes not apply to a taxpayer outside the

(iii) a cooperative organization or more trades or businesses, unless teeope of Rev. Proc. 97-38.
described in § 501(c)(12), 521, or 1381; taxpayer uses or adopts the same overall (2) Manner of making the change
(iv) an individual taxpayer, ex- accrual method for each such trade or (a) This change is made using a
cept for activities conducted as a sole prdusiness. cut-off method, under which the taxpayer
prietorship; (2) Section 481(a) adjustment begins the use of the service warranty in
(v) a taxpayer required to use an (a) In general. The § 481(a) ad- come method for all qualified advance
inventory method of accounting, unless: justment takes into account the accounfsayment amounts received in the year o
(A) the taxpayer is using or receivable, accounts payable, inventorghange and thereafteBeesection 2.06 of
adopts a proper inventory method under &nd any other item determined to be nethis revenue procedure.
471 and the regulations thereunder, thessary in order to prevent items from (b) In accordance with §
taxpayer is a small reseller within thebeing duplicated or omitted. The § 481(a).446-1(e)(3)(ii), the requirement of §
meaning of 8§ 1.263A-3(a), and, if the taxadjustment does not include any item of.446-1(e)(3)(i) to file an application on
payer has production activities, the taxincome accrued but not received that waBorm 3115 is waived and a statement ir
payer's production activities qualify worthless or partially worthless (withinlieu of the Form 3115 is authorized for
under the de minimis presumption of 8he meaning of § 166(a)) on the last dathis change. The statement must be ider
1.263A-3(a)(2)(iii); or of the year preceding the year of changetified at the top as follows: CHANGE
(B) the taxpayer is using or (b) Recurring item exception. TO THE SERVICE WARRANTY IN-



COME METHOD UNDER SECTION (1) Description of change and scope. (d) Rev. Proc. 83—-40 was obso-
5.02 OF THE APPENDIX OF REV. (a) Applicability. This change ap- leted because, under §§ 1.446-2 anc
PROC. 99-49. The statement must setplies to a taxpayer that wants to change its1272—-1 (which were effective for debt
forth the information required under secmethod of accounting from the Rule ofnstruments issued on or after April 4,
tion 6.03 of Rev. Proc. 97-38, except that8s method to the constant yield metho#l994), taxpayers generally must account
the statement under section 6.03(2) (th&br stated interest (including stated interfor stated interest and original issue dis-
the taxpayer agrees to all of the terms argkt that is original issue discount) orcount on a debt instrument (loan) by using
conditions of the revenue procedure) alsshort-term consumer loans described ia constant yield method. As a result, the
should refer to Rev. Proc. 99-49. Rev. Proc. 83-40, 1983-1 C.B. 774Rule of 78s method is no longer an ac-
(c) Ataxpayer changing to the serwhich was obsoleted by Rev. Procceptable method of accounting for federal
vice warranty income method of account97-37, 1997-2 C.B. 455. income tax purposes.
ing under section 5.02 of this APPENDIX (b) Scope limitations inapplica- (e) Notwithstanding 88 1.446-2
must satisfy the annual reporting requireble. A taxpayer that wants to make thisand 1.1272—1, as a matter of administra-
ment set forth in section 6.04 of Revchange for its first or second taxablaive convenience, the Service will allow a
Proc. 97-38. year beginning on or after January ltaxpayer to use the Rule of 78s method
.03 Multi-year insurance policies for 1998, is not subject to the scope limitafor stated interest on short-term consumer
multi-year service warranty contracts —tions in section 4.02 of this revenue proloans described in Rev. Proc. 83—40 if the
Description of change and scape cedure. However, if the taxpayer idoans were issued prior to the first day of
(1) Applicability. This change applies under examination, before an appealhe taxpayer’s first taxable year that be-
to a manufacturer, wholesaler, or retailer afffice, or before a federal court, the taxgins on or after January 1, 1999.
motor vehicles or other durable consumgvayer must provide a copy of the appli-  (3) Manner of making the change.
goods that wants to change its method efation to the examining agent(s), ap- (a) This change is made using a
accounting for insurance costs paid or ineeals officer, or counsel for thecyi-off method and applies only to loans
curred to insure its risks under multi-yeagovernment, as appropriate, at the samgsyed on or after the first day of the year
service warranty contracts to the methotme that it files the copy of the applica-of change. Seesection 2.06 of this rev-
described in section 5.03(3) of this APPENtion with the national office. The appli-anye procedure.
DIX. Multi-year service warranty contractscation must contain the name(s) and (b) The taxpayer must maintain
to which this change applies include onlgelephone number(s) of the examining,,\< and records sufficient to satisfy the
those separately priced contracts sold byagent(s), appeals officer, or counsel fo&istrict director that loans issued before
manufacturer, wholesaler, or retailer alsthe government, as appropriate. the year of change and loans issued on o
selling the motor vehicles or other durable  (2) Background. after the first day of the year of change
consumer goods (to the ultimate customer (2) A short-term consumer loan ispaye heen adequately accounted for sepe
or to an intermediary) underlying the condescribed in Rev. Proc. 83-40, provided:rate|y_
tracts. The classification of goods as () the loan is a self-amortizing
“durable consumer goods” for purposes dban that requires level payments, at regu@BECTION 5A. TAXABLE YEAR OF
this change depends on the common usage intervals at least annually, over a peNCLUSION (§ 451)
of the goods, rather than the purchaser’s aded not in excess of five years (with no
tual intended use of the goods. balloon payment at the end of the loan -01 Accrual of interest on nonperform-
(2) Inapplicability. This change does term); and ing loans.
not apply to a taxpayer that covers its (i) the loan agreement between (1) Description of change and scope.
risks under its multi-year service warrantythe borrower and the lender provides that (a) This change applies to an ac-
contracts through arrangements not cornterest is earned, or upon the prepaymentual method taxpayer that is a bank as
stituting insurance. of the loan interest is treated as earned, @efined in § 581 (or whose primary busi-
(3) Description of methad If a tax- accordance with the Rule of 78s method.ness is making or managing loans) and
payer purchases a multi-year service war- (b) In general, the Rule of 78swants to change its method of accounting
ranty insurance policy (in connection withmethod allocates interest over the term ¢6 comply with §8 451 and 1.451-1(a) for
its sale of multi-year service warrantya loan based, in part, on the sum of the pgualified stated interest (as defined in §
contracts to customers) by paying a lumpriods’ digits for the term of the loan. Se€l.1273-1(c)) on nonperforming loans.
sum premium in advance, the taxpayeRev. Rul. 83-84, 1983-1 C.B. 97, for a (b) Section 1.451-1(a) requires in-
must capitalize the amount paid or indescription of the Rule of 78s method. come to be accrued when all the events
curred and may only obtain deductions (c) In general, the constant yieldhave occurred that fix the right to receive
for that amount by prorating (or amortiz-method allocates interest and originathe income and the amount thereof can be
ing) it over the life of the insurance policyissue discount over the term of a loadetermined with reasonable accuracy. A
(whether the cash method or an accruélased on a constant yield. See fxpayer may not stop accruing qualified
method of accounting is used to accouri.1272-1(c) for a description of the constated interest on a nonperforming loan
for service warranty transactions). stant yield method. The Rule of 78dor federal income tax purposes merely
.04 Interest accruals on short-termmethod generally front-loads interest abecause payments on the loan are overdu
consumer loans — Rule of 78s method. compared to the constant yield method. by a certain length of time, such as 90



days, even if a federal, state, or other regut-off method and is effective for any in-2.06 of this revenue procedure.
ulatory authority having jurisdiction over crease in redemption price occurring after (b) In accordance with 8§
the taxpayer permits or requires that ththe beginning of the year of change for all.446-1(e)(3)(ii), the requirement of §
overdue interest not be accrued for regiberies E and EE U.S. savings bonds held446-1(e)(3)(i) to file an application on
latory purposes. by the taxpayer on or after the beginnin@orm 3115 is waived and a statement ir
(c) Under 88 451 and 1.451-1(a)of the year of changeSeesection 2.06 of lieu of the Form 3115 is authorized for
a taxpayer must continue accruing qualithis revenue procedure. this change. The statement must be ider
fied stated interest on any nonperforming (b) In accordance with §tified at the top as follows: CHANGE
loan until either (i) the loan is worthlessl.446-1(e)(3)(ii), the requirement of 8IN METHOD OF ACCOUNTING
under 8§ 166 and charged off as a bad delit446-1(e)(3)(i) to file an application onFOR PREPAID SUBSCRIPTION IN-
or (ii) the interest is determined to be unForm 3115 is waived and a statement iIEOME UNDER SECTION 7.01 OF
collectible. In order for interest to be delieu of the Form 3115 is authorized foTHE APPENDIX OF REV. PROC.
termined uncollectible, the taxpayer musthis change. The statement must be ideA9—-49” The statement must set forth the
substantiate, taking into account all théified at the top as follows: CHANGE information required under § 1.455-6(b).
facts and circumstances, that it has norelN METHOD OF ACCOUNTING (c) The consent granted under
sonable expectation of payment of the inNDER SECTION 6.01 OF THE AP- this revenue procedure satisfies the con
terest. This substantiation requirement IBENDIX OF REV. PROC. 99-49” The sent required under 8§ 455(c)(3) and
applied on a loan by loan basis. statement must set forth: 1.455-6(b).
(d) A taxpayer that changes its (i) the Series E or EE U.S. sav- .02 Reserved

method of accounting under sectionngs bonds for which this change in ac-
5A.01 of this APPENDIX must do so forcounting method is requested; SECTION 8. TAXABLE YEAR OF
all of its loans. (i) an agreement to report all DEDUCTION (§ 461)

(2) Section 481(a) aQJustmenﬂ.n interest on any bonds acquired durmg or 01 Timing of incurring liabilities for
general, the § 481(a) adjustment for after the year of change when the inter- .
method change under section 5A.01 ofst is realized upon disposition, redemp(?mployee Comp.ensa“"”'
this APPENDIX represents the amount ofion, or final maturity, whichever is ear- (1) Description of change and scape
qualified stated interest, on the taxpayer&est; and ~ (2)Applicability. This change ap-
nonperforming loans outstanding as of the (iii) an agreement to report al| Plies to an accrugl method taxpayer tha'
beginning of the year of change, thainterest on the bonds acquired before tyants to change its methgd of aceounting
should have been accrued under §8§ 45kar of change when the interest is rea® treat bonuses or self-insured medica
and 1.451-1(a) and was not accrued. Imzed upon disposition, redemption, o enefits a_s‘ follows: o
terest for which the taxpayer, as of the bdinal maturity, whichever is earliest, with (i) Bonuses If the obligation to
ginning of the year of change, has no reahe exception of any interest income prePay & bonus becomes fixed and certain b
sonable expectation of payment is notiously reported in prior taxable years. e end of the taxable yeaegRev. Rul.

taken into account in determining the (02 Reserved. 61-127, 1961-2 C.B. 36), and the bonu:
amount of the § 481(a) adjustment. is otherwise deductible, but the bonus is
02 Reserved. SECTION 7. PREPAID paid after the 15th day of the third calen-
SUBSCRIPTION INCOME (8§ 455) dar month after the end of that taxable

SECTION 6. OBLIGATIONS ISSUED year, to treat the bonus as deductible ir
AT DISCOUNT (§ 454) .01 Prepaid subscription income. the taxable year of the employer in which

(1) Description of change and scapeor with which ends the taxable year of the

.01 Series E or EE U.S. savings bondsThis change applies to an accrual methaemployee in which the bonus is includible
(1) Description of change and scopetaxpayer that wants to change its methad the gross income of the employee; or
This change applies to a cash method tagf accounting for prepaid subscription in- (i) Self-insured medical bene-
payer that wants to change its method @fome to the method described in § 45fits. If the obligation to pay an em-

accounting for interest income on Serieand the regulations thereunder, includingloyee’s medical expenses is neither in-

E or EE U.S. savings bonds. Howevean eligible taxpayer that wants to makgured nor paid from a welfare benefit fund

this change only applies to a taxpayer thaie “within 12 months” election under 8within the meaning of § 419(e), to treat

has previously made an election under £.455-2. the liability as incurred in the taxable year
454 to report as interest income the in-  (2) Manner of making the change in which the employee files the claim
crease in redemption price on a bond oc- (a) This change is made using avith the employer. See United States v.

curring in a taxable year, and that novyt-off method and does not apply to anfgeneral Dynamics Corp481 U.S. 239
wants to report this income in the taxabl@repaid subscription income received bd1987), 1987-2 C.B. 134.
year in which the bond is redeemed, digpre the first taxable year to which the (b) Inapplicability. This change
posed of, or finally matures, whichever ighange applies. Any prepaid subscriptiodoes not apply to a taxpayer that is subjec
earliest. income arising prior to the year of changéo § 263A and that is required to capitalize
(2) Manner of making the change. is accounted for under the taxpayer’s forthe costs with respect to which the tax-
(a) This change is made using aner method of accountingSeesection payer wants to change its method of ac



counting under section 8.01 of this APfor example, for a taxpayer with invento8.03 of this APPENDIX to take a current
PENDIX, if the taxpayer is not capitaliz-ries, certain real property taxes must bgear deduction.
ing the costs as required. included in inventory costs and may be .04 Timing of incurring liabilities for
(2) Amounts taken into accounfAp- recovered through cost of goods saee payroll taxes
plicable provisions of the Code, regulations§ 1.263A-1(e)(3)(ii)(L). A taxpayer may (1) Applicability. This change ap-
and other published guidance prescribe thet rely on the provisions of section 8.03lies to:
manner in which a liability that has been inef this APPENDIX to take a current year (a) an accrual method employer
curred is taken into account. For exampleleduction. that wants to change its method of ac-
for a taxpayer with inventories, direct labor .03 Timing of incurring liabilities counting for
costs must be included in inventory costander a workers’ compensation act, tort, (i) FICA and FUTA taxes to a
and may be recovered through cost of gootiseach of contract, or violation of law.  method consistent with the holding in
sold. See§ 1.263A-1(e)(2)(i)(B). A tax- (1) Description of change and scopeRev. Rul. 96-51, 1996-2 C.B. 36 (Rev.
payer may not rely on the provisions of sec- (a) Applicability. This change ap- Rul. 96-51 holds that, under the all events
tion 8.01 of this APPENDIX to take a cur-plies to an accrual method taxpayer thaest of § 461, an accrual method employer
rent year deduction. wants to change its method of accountinghay deduct in Year 1 its otherwise de-
.02 Timing of incurring liabilities for for self-insured liabilities (including any ductible FICA and FUTA taxes imposed
real property taxes. amounts not covered by insurance, suchith respect to year-end wages properly
(1) Description of change An ac- as a “deductible” amount under an insuraccrued in Year 1, but paid in Year 2, if
crual method taxpayer generally incurs ance policy) arising under any workersthe requirements of the recurring item ex-
liability in the taxable year that all thecompensation act or out of any tortception are met); and
events have occurred that establish th®&each of contract, or violation of law, to (i) state unemployment taxes
fact of the liability, the amount of the lia-treating the liability for the workers’ com- and, in the event the taxpayer is an em-
bility can be determined with reasonabl@ensation, tort, breach of contract, or vioployer within the meaning of the Railroad
accuracy, and economic performance haation of law as being incurred in the taxRetirement Tax Actdee§ 3231(a)), rail-
occurred with respect to the liabilitysee able year in which all the events haveoad retirement taxes to a method undet
8§ 1.446-1(c)(1)(ii). Under § occurred which establish the fact of the liwhich the taxpayer may deduct in Year 1
1.461-4(g)(6), if the liability of the tax- ability, the amount of the liability can beits otherwise deductible state unemploy-
payer is to pay a tax, economic perfordetermined with reasonable accuracy, anflent taxes and railroad retirement taxes
mance occurs as the tax is paid to the gogayment is made to the person to whic{if applicable) imposed with respect to
ernment authority that imposed the tax. the liability is owed. See88 461 and year-end wages properly accrued in Year
(2) Scope 1.461-4(9)(2). 1, but paid in Year 2, if the requirements
(a) Applicability. This change ap- (b) Inapplicability. This change of the recurring item exception are met
plies to an accrual method taxpayer thatoes not apply: (including the requirement that, as of the
wants to change its method of accounting to: (i) to a taxpayer that is subjectend of the taxable year, all events have
(i) treat a liability for real prop- to § 263A and that is required to capitalizeccurred that establish the fact of the lia-
erty taxes (for which the all events test ofhe costs with respect to which the taxbility and the amount of the liability can
§ 461(h)(4) is otherwise met) as incurreghayer wants to change its method of ade determined with reasonable accuracy.
in the taxable year in which the taxes areounting under section 8.03 of this APsee§ 1.461-5(b)); or
paid, under 88 461 and 1.461-4(g)(6); PENDIX, if the taxpayer is not (b) an accrual method employer that
(ii) account for real property capitalizing the costs as required,; utilizes a method of accounting for FICA
taxes under the recurring item exception (ii) if payment is made to a third and FUTA taxes that is consistent with the
to the economic performance rules undgrarty rather than to the person to whicholding in Rev. Rul. 96-51, 1996-2 C.B.
88 461(h)(3) and 1.461-5(b)(1); or the liability is owed.See§ 1.461-4(g)(1); 36 and wishes to change its method of ac:

(iii) revoke an election under §or counting for state unemployment taxes
461(c) (ratable accrual election). (iii) if payment is made by a and, in the event the employer is an em-
(b) Inapplicability. This change third party. ployer within the meaning of the Railroad
does not apply to a taxpayer that is subject (2) Amounts taken into account Retirement Tax Actdee§ 3231(a)), rail-

to 8 263A and that is required to capitalizé\pplicable provisions of the Code, regutoad retirement taxes to a method undel
the costs with respect to which the taxtations, and other published guidance pravhich the taxpayer may deduct in Year 1
payer wants to change its method of accribe the manner in which a liability thatits otherwise deductible state unemploy-
counting under section 8.02 of this APhas been incurred is taken into accounment taxes and railroad retirement taxes
PENDIX, if the taxpayer is not For example, for a taxpayer with invento{if applicable)imposed with respect to
capitalizing the costs as required. ries, certain employee benefit costs (inyear-end wages properly accrued in Year
(3) Amounts taken into accounp- cluding workers’ compensation) must bel, but paid in Year 2, if the requirements
plicable provisions of the Code, regulaincluded in inventory costs and may bef the recurring item exception are met
tions, and other published guidance preecovered through costs of goods soldincluding the requirement that, as of the
scribe the manner in which a liability thatSee§ 1.263A— 1(e)(3)(ii)(D). A taxpayer end of the taxable year, all events have
has been incurred is taken into accountay not rely on the provisions of sectioroccurred that establish the fact of the lia-



bility and the amount of the liability canmust provide a copy of the application tachange. However, if the taxpayer is unde
be determined with reasonable accuracthe examining agent(s), appeals officer, axamination, before an appeals office, ol
see§ 1.461-5(b)). counsel for the government, as appropriateefore a federal court, the taxpayer mus

(2) Inapplicability. This change at the same time that it files the copy of thprovide a copy of the application to the ex-
does not apply to a taxpayer that is subjeapplication with the national office. Theamining agent(s), appeals officer, or coun-
to § 263A and that is required to capitalizepplication must contain the name(s) ansel for the government, as appropriate, a
the costs with respect to which the taxtelephone number(s) of the examininghe same time that it files the copy of the
payer wants to change its method of a@gent(s), appeals officer, or counsel for thepplication with the national office. The

counting under section 8.04 of this APgovernment, as appropriate. application must contain the name(s) anc
PENDIX, if the taxpayer is not telephone number(s) of the examining
capitalizing the costs as required. SECTION 8A. CERTAIN PAYMENTS agent(s), appeals officer, or counsel for the

(3) Recurring item exceptionAtax- FOR THE USE OF PROPERTY OR  government, as appropriate.
payer that previously has not changed gERVICES (8 467)
or adopted the recurring item exception 01 Change to constant rental accrua

for FICA, FUTA, state unemploymentmethod
' ments described in § 1.467-9(a)(Bee

taxes and railroad retirement taxes (if ap- . .
(1) Description of change.This ection 2.06 of this revenue procedure

plicable) must change to the recurrin%h lios 10 a t that i
item exception method for FICA, FUTA, ange appiies fo a faxpayer that wants i’s—oor purposes of this paragraph (4), &
ghange to the constant rental accrual

state unemployment taxes and railroad r : . ntal agreement is entered into on its

tirement taxes (if applicable) as specifie({i;}eittzogé;?Odneiggbreedngl§a1‘26€7n:§r']{2r dazﬁa_%reement date (within the meaning of §

in 8 461(h)(3) as part of this change. scribed in § 1467—8(b)8ee§gl 4678 e\1.467—1(h)(1) and, if applicable, 8
(4) Amounts taken into accounf\p- ' ' " 1.467-1(f)(1)(i)).

plicable provisions of the Code, regula- (2) Requirements Taxpayers chang- .03 Change to comply with regulation

tions, and other published guidance pré[‘g their_method of accounting in accor. roject IA—292-84.
scribe the manner in which a liability that®2"¢€ with this change must do so for alf

: , - f their section 467 rental agreements de- (1) Description of the changeThis
has been incurred is taken into account. ;
scribed in § 1.467-8(b). This Changghange applies to a taxpayer that wants t

For example, for a taxpayer with invento change its method of accounting for any

ries, certain taxes must be included in in71USt be made for the taxpayer’s first taxs = = agreement described in §

ble year ending after May 18, 1999. ) -
ventory costs and may be recoverel (y3) Scope ?imitationsyina licable. 1-467-9(c) to comply with the provisions
through cost of goods solGees 1.263A— P PP ' géf regulation project IA-292-84 (1996—2

(4) Manner of making the change.
IThis change is made using a cut-off
method and applies only to rental agree

1(e)(3)(ii)(L). A taxpayer may not rely on The scope Iimi;[jations in setctionl_4.0b2I o:‘ trtl;] B. 462).
i - '« aprevenue procedure are not applicable to thi , ,
T e L o & emar i e s
05 Cooperative advertising examination, before an appeals office, d?¢ Ma 5’, or 1Et € ;jlxpiéeaZggSt taxable
(1) Description of change and scopePefore a federal court, the taxpayer mugfear ending atier iay 18, 2999,
This change applies to a taxpayer thAtr0vide a copy of the application to the ex- (3) Scope limitations inapplicable.
wants to change its method of accountin@m'n'ng agent(s), appeals officer, or counl’he scope limitations in sectlon_4.02 of th|§
for cooperative advertising costs to &¢ for the government, as appropriate, 4€vVenue procedure are not applicable to thi
method consistent with the holding in ReyiN€ Same time that it files the copy of théhange. However, if the taxpayer is unde
Rul. 98-39, 1998-33 |.R.B. 4. Rev. Rul@Pplication with the national office. The€xamination, before an appeals office, ol
98-39 generally provides that, under the afiPPlication must contain the name(s) _anaefo.re a federal court, the taxpayer mus
events test of § 461, an accrual metho§'ephone number(_s) of the exammm@fo_\/lde a copy of the apphcat!on fo the ex-
manufacturer’s liability to pay a retailer for9€Nt(s), appeals officer, or counsel for th@mining agent(s), appeals officer, or coun
cooperative advertising services is incurre@°VEMmMent, as appropriate. sel for the government, as appropriate, a
in the year in which the services are per- -02Change to comply with §§ 1.467-1e same time that it files the copy of the
formed, provided the manufacturer is abl&fough 1.467—7. application with the national office. The
to reasonably estimate this liability, and (1) Description of change This aplphcr?tlon mustbcontamfthﬁ name(s) an
even though the retailer does not submit tHéhange applies to a taxpayer that wants tg'ephone nurr? e]rcf(ls) of the exa?}lnmhg
required claim form until the following change its method of accounting for rentd9eM!(S). appeals officer, or counsel for ths
year. agreements described in § 1.467-9(a)(8PVenment, as appropriate.

(2) Scope limitations inapplicableA  to comply with 8§ 1.467-1 throughgection 9. INVENTORIES (§ 471)

taxpayer that wants to make this change fdr467—7.See§ 1.467-9(e)(1).

its first or second taxable year ending on or ~ (2) RequirementsThis change must .01 Cash discounts — Description of
after August 17, 1998, is not subject to thee made for the taxpayer’s first taxablehange and scopelhis change applies to
scope limitations in section 4.02 of this revyear ending after May 18, 1999. a taxpayer that wants to change its
enue procedure. However, if the taxpayer (3) Scope limitations inapplicable. method of accounting for cash discounts
is under examination, before an appeals of-he scope limitations in section 4.02 of thigdiscounts granted for timely payment)
fice, or before a federal court, the taxpayaevenue procedure are not applicable to thighen they approximate a fair interest rate



from a method of consistently includingceive audit protection under section 7 ofed method, then the taxpayer must use a
the price of the goods before discount ithis revenue procedure in connection witpermitted method.
the cost of the goods and including ira change to the retail safe harbor method (D) If the taxpayer did not
gross income any discounts taken (thi, on the date the taxpayer files a copy afise an inventory method prior to the
“gross invoice method”), to a method ofthe Form 3115 with the national office,adoption of the LIFO inventory method
reducing the cost of the goods by the caghe taxpayer’s present method of estima&nd has no inventoriable goods other
discounts and deducting as an expenggg inventory shrinkage is an issue undahan its LIFO inventory, then the taxpay-
any discounts not taken (the “net invoic€onsideration within the meaning of secer must use a permitted method.
method”), or vice versa.SeeRev. Rul. tion 3.09 of this revenue procedure. (i) Permitted method defined.
73-65, 1973-1 C.B. 216. (5) Future change A taxpayer that For purposes of section 10.01 of this AP-
.02 Estimating inventory “shrinkage”. changes to the retail safe harbor methd@dENDIX, a permitted method is a method
(1) Description of change and scopedescribed in this revenue procedure wilinder which:
This change applies to a taxpayer thatot be precluded, solely by reason of such (A) the identification method
wants to change to a method of accounthange, from changing to another safis either the first-in, first-out (FIFO)
ing for estimating inventory shrinkage inharbor method for estimating inventoryinventory method or the specific identifi-

computing ending inventory, using: shrinkage in computing ending inventorycation inventory method; and
(a) the “retail safe harbor method”in the first year that such other safe harbor (B) the valuation method is
described in section 4 of Rev. Procmethod is available. cost; cost or market, whichever is lower;
98-29, 1998-15 |.R.B. 22; or market (but only if the taxpayer is a deal-
(b) a method other than the retaiPECTION 10. LAST-IN, FIRST-OUT er in securities, as defined in § 1.471-5);
safe harbor method, provided (i) the tax(LIFO) INVENTORIES (8 472) the “farm price method” or the “unit-
payer’s present method of accounting livestock-price method” (but only if the

. . X .01 Change from the LIFO inventory ! .
does not estimate inventory shrlnkagemethod taxpayer is a farmer permitted to use

and (ii) the taxpayer’s new method of ac- such methods); or the retail method,

counting (that estimates inventory shrink- (1) Delscr|pt|on O]f c_lq?ngehand SCOP€educed to either approximate cost or
age) clearly reflects income under § (@) In genera IS change ap-

i h ) approximate cost or market, whichever is
446(b). plies to aqy taxpayer that wants to: . lower (but only if the taxpayer is a retail
(i) change from the LIFO in-

(2) Scope limitations inapplicable. ) ) merchant).
Ataxpayer that wants to make this changentery method for all its LIFO inven- (iii) Method not to be usedrhe
iSs not subject to the scope limitations if°"y; and y i average cost method (sometimes also re
section 4.02 of this revenue procedure. (i) change to the permitted orred 1o as “the rolling average method”)

However, if the taxpayer is under examimethod as determined in sectioRyegcribed in Rev. Rul. 71-234, 1971-1
nation, before an appeals office, or befor&0-01(1)(b) of this APPENDIX. C.B. 148, is not a permitted method.

a federal court, the taxpayer must provide (b) Method to be used (iv) Determining permitted

a copy of the application to the examining (i) Determining method to be method. Whether an inventory method is
agent(s), appeals officer, or counsel foused The inventory method to be used permitted method is determined by the
the government, as appropriate, at they a taxpayer is determined as follows: taxpayer’s method of inventory identifi-
same time that it files the copy of the ap- (A) If the taxpayer has cation and valuation, and not by which
plication with the national office. The ap-inventoriable goods not included inits  types and amounts of costs are capitalizec
plication must contain the name(s) an&IFO inventory computations (non-LIFO under the taxpayer’s method of comput-

telephone number(s) of the examiningnventory) and, for all the taxpayer’s ing inventory cost. See§ 263A and the
agent(s), appeals officer, or counsel fonon-LIFO inventory, the taxpayer uses amegulations thereunder, which govern the
the government, as appropriate. inventory method that is a permitted  types and amounts of costs required to be

(3) Additional requirements If the method, then the taxpayer must use thatincluded in inventory cost for taxpayers
taxpayer wants to change to a method é&me inventory method for its entire  subject to those provisions.
accounting for inventory shrinkage othefnventory. (2) Limitation on LIFO election.
than the retail safe harbor method, the (B) If the LIFO inventory The taxpayer may not re-elect the LIFO
taxpayer must attach to the application method is used by the taxpayer with inventory method for a period of at least
statement setting forth a detailed descrigespect to all its inventoriable goods,  five taxable years beginning with the year
tion of all aspects of the new method ofhen the taxpayer must use the same  of change, unless based on a showing o
estimating inventory shrinkage (includ-inventory method it used prior to the unusual and compelling circumstances,
ing, for LIFO taxpayers, the method ofadoption of the LIFO inventory method, consent is specifically granted by the

determining inventory shrinkage for, orif that prior method is a permitted Commissioner to change the method of
allocating inventory shrinkage to, eachmethod. accounting at an earlier time. A taxpayer
LIFO pool). (C) If the taxpayer has only that wants to re-elect the LIFO inventory

(4) Audit protection A taxpayer, LIFO inventory and the method used by method within a period of five taxable
whose present method of accounting estihe taxpayer prior to the adoption of the years (beginning with the year of change)
mates inventory shrinkage, does not rd-IFO inventory method is not a permit- must file a Form 3115 in accordance with



Rev. Proc. 97-27, 1997-1 C.B. 680. A (a) “The new method of identify- that uses the inventory price index com-
taxpayer that wants to re-elect the LIFGng inventory goods is the [insert methodputation (IPIC) method for goods other
inventory method after a period of fivethat is, specific identification; FIFO; re-than new automobiles, new light-duty
taxable years (beginning with the year ofail; etc.] method.” trucks, parts and accessories, used autt
change) is not required to file a Form (b) “The new method of valuing in- mobiles, and used trucks.
3115 in accordance with Rev. Procventory goods is [insert method; that is, cost;  (2) Manner of making the change
97-27, but must file a Form 970, Applica-cost or market, whichever is lower; etc.].” (a) Cut-off method.This change is
tion to Use LIFO Inventory Method, in (c) “The new method conforms tomade using a cut-off metho&eesection
accordance with § 1.472-3. the requirements of section 10.01(1)(b)(i2.06 of this revenue procedure and sec
(3) Effect of subchapter S election byinsert either (A), (B), (C), or (D)] of the tion 5.03(6) of Rev. Proc. 97-36.
corporation APPENDIX of Rev. Proc. 99-49 because (b) IPIC method changesAn au-
(a) S election effective for year of[explain in detail how the new methodtomobile dealer that uses the IPIC metho
LIFO discontinuance If a C corporation conforms to the specific subdivision].”  also must change from the IPIC methoc
elects to be treated as an S corporation for.02 Determining the cost of used vehiunder section 10.03 of this APPENDIX to
the taxable year in which it discontinuesles purchased or taken as a trade-in.  another acceptable method for its good:
use of the LIFO inventory method, § (1) Description of change and scopeother than new automobiles and new
1363(d) requires an increase in the taxFhis change applies to a LIFO taxpayelight-duty trucks. For parts and acces-
payer’s gross income for the LIFO recapthat wants to: sories, the automobile dealer must chang
ture amount (as defined in § 1363(d)(3)) (a) determine the cost of used vehito the dollar-value, index method, with all
for the taxable year preceding the year afles acquired by trade-in using the aveparts and accessories within each separa
change (the taxpayer’s last taxable year agle wholesale price listed by an officiatrade or business in a separate LIFO poo|
a C corporation), and a corresponding adised car guide on the date of the trade-ifror used vehicles, the automobile deale
justment to the basis of the taxpayer’s inSeeRev. Rul. 67-107, 1967-1 C.B. 115must change to the dollar-value, link-
ventory as of the end of the taxable yearhe official used car guide selected musthain method, with all used automobiles
preceding the year of change. Any inbe consistently used, within each separate trade or business i
crease in income tax as a result of the in- (b) determine the cost of used veone LIFO pool and all used trucks within
clusion of the LIFO recapture amount isicles purchased for cash using the actuahch separate trade or business in anoth
payable in four equal installments, beginpurchase price of the vehicle; or separate LIFO pool.
ning with the taxpayer’s last taxable year (c) reconstruct the beginning-of- (c) Additional requirements An
as a C corporation as provided in §he-year cost of used vehicles purchasethitomobile dealer also must comply with
1363(d)(2). Any corresponding basis adfor cash using values computed by nahe following:
justment is taken into account in computtional auto auction companies based on (i) the conditions in section
ing the § 481(a) adjustment (if any) thatvehicles purchased for cash. The nation&l03 of Rev. Proc. 97-36; and
results upon the discontinuance of thauto auction company selected must be (ii) for an automobile dealer
LIFO method by the corporation. consistently used. changing from the IPIC method, the auto-
(b) S election effective for a year (2) Manner of making the change.mobile dealer also must attach to the ap
after LIFO discontinuancelf a C corpora- This change is made using a cut-ofplication a schedule setting forth the
tion elects to be treated as an S corporationethod and applies to used vehicles actasses of goods for which the automobile
for a taxable year after the taxable year iquired during the year of change and atlealer has elected to use the LIFO metho
which it discontinued use of the LIFO in-subsequent year$Seesection 2.06 of this and the accounting method changes bein
ventory method, the remaining balance afevenue procedure. made under section 10.03 of this APPEN-
any positive § 481(a) adjustment must be .03 Alternative LIFO inventory method DIX for each class of goods.
included in its gross income in its last taxfor retail automobile dealers. .04 Inventory price index computation
able year as a C corporation. If this inclu- (1) Description of change and scope(IPIC) method under the LIFO inventory
sion results in an increase in tax for its last (a) Applicability. This change ap- method
taxable year as a C corporation, this inplies to a taxpayer engaged in the trade or (1) Description of change and scope
crease in tax is payable in four equal instalbusiness of retail sales of new automobiles (a) This change applies to an eligi-
ments, beginning with the taxpayer’s lasbr new light-duty trucks (“automobile ble taxpayer that wants to change its
taxable year as a C corporation as providetkaler”) that wants to change to the “AlterLIFO inventory method to use the IPIC
in § 1363(d)(2), unless the taxpayer is reaative LIFO Method” described in sectionmethod for its entire LIFO inventory in
quired to take the remaining balance of thé of Rev. Proc. 97-36, 1997-2 C.B. 450accordance with all the provisions of §
§ 481(a) adjustment into account in the lasbr its LIFO inventories of new automo-1.472-8(e)(3) and Rev. Proc. 84-57,
taxable year as a C corporation under abiles and new light-duty trucks. Light-duty1984-2 C. B. 496. The taxpayer must:
other acceleration provision in sectionrucks are trucks with a gross vehicle (i) in the case of the CPI De-
5.02(3)(c) of this revenue procedure. weight of 14,000 pounds or less, which alstailed Report, select an index from Table
(4) Additional requirementsThe tax- are referred to as class 1, 2, or 3 trucks. 3 (Consumer Price Index for All Urban
payer must complete the following state- (b) Inapplicability. This change Consumers (CPI-U): U.S. city average,
ments and attach them to the application: does not apply to an automobile dealedetailed expenditure categories); and



(i) in the case of the Producerply with Hamilton Industries, Inc. v. Com- Pub. L. No. 105-206, 112 Stat. 833 (July
Price Indexes, select an index from Tablmissioner 97 T.C. 120 (1991), and com-22, 1998), provided the change is made
6 (Producer price indexes and percergute a § 481(a) adjustment for that part dbr the taxpayer’s first taxable year end-
changes for commodity groupings and inthe change.SeeAnnouncement 91-173,ing after July 22, 1998. The taxpayer

dividual items). 1991-47 I.R.B. 29. Upon examination, ifmust change to a method other than the
(b) A taxpayer using the IPIC a taxpayer has properly changed undéower of cost or market method; and
method must apply the inventory pricesection 10.04 of this APPENDIX except (i) a taxpayer that was a dealer

index to its ending inventory valued affor complying with section 10.04(3) of in securities solely because of its dealings
current-year cost, under the taxpayer’this APPENDIX, an examining agent mayin nonfinancial customer paper, that, in
method of determining current-yeamot deny the taxpayer the change. Howeonjunction with the change under section
cost. See§ 1.472-8(e)(2)(ii). Further- ever, the taxpayer does not receive audit0A.01(1)(a)(i) of this APPENDIX,
more, there must be a nexus between tipeotection under section 7 of this revenuants to discontinue the use of the mark-
taxpayer's method of determining curprocedure with respect to the impropeto-market method of accounting for all se-
rent-year costs and the month to be usedethod of accounting for the bargain pureurities (including nonfinancial customer
in selecting indexes. See § chase. Accordingly, the examining agenpaper).

1.472-8(e)(3)(iii)(C) and Rev. Rul. may make any necessary adjustments in (b) Scope limitations inapplicable.
89-29, 1989-1 C.B. 168. For examplegny open year to effect compliance withA taxpayer that wants to make this change

if a taxpayer determines current-yeaHamilton Industries, Inc is not subject to the scope limitations in
cost by reference to the actual cost of .05 Determining current-year cost section 4.02 of this revenue procedure.
goods purchased or produced during thénder the LIFO inventory method However, if the taxpayer is under exami-

taxable year in the order of acquisition (1) Description of change and scopenation, before an appeals office, or before
(earliest acquisitions cost), then the inThis change applies to a LIFO taxpaye# federal court, the taxpayer must provide
ventory price index must be applied tahat wants to change to a method of dete@-copy of the application to the examining
the earliest acquisitions cost of endingnining current year cost: agent(s), appeals officer, or counsel for
inventory. In computing the inventory (a) by reference to the actual costhe government, as appropriate, at the
price index, such a taxpayer must selegf the goods most recently purchased &ame time that it files the copy of the ap-
indexes from a month toward the beginproduced; plication with the national office. The ap-
ning of its taxable year. (b) by reference to the actual cosPlication must contain the name(s) and
(c) A taxpayer may not change itsof the goods purchased or produced dut¢!€Phone number(s) of the examining
method of pooling as part of a change maggy the taxable year in the order of acquit9ent(s), appeals officer, or counsel for
under section 10.04 of this APPENDIX gjtion: or the government, as appropriate.
except to a method specifically authorized (c) by application of an average (2) Additional Requirements.
by § 1.472-8(e)(3)(iv) or section 3.04(1)(b),nit cost equal to the aggregate actual cost (a) On a statement attached to the
of Rev. Proc. 84-57. These special poolings 4| the goods purchased or prc,duceapplication, the taxpayer must describe all
rules do not apply to goods manufacture%roughout the taxable year divided by thdems that were marked to market and that
by the taxpayerSee§ 1.472-8(b) for prin- {5tal number of units so purchased or prd/yill no longer be marked to market.
ciples for establishing pools of manufactury,ceq. See§ 1.472-8()(2)(ii). (b) When complying with section
ers and processors. (2) Manner of making the change 6.02(3) of this revenue procedure, the tax-
(d) A taxpayer may change itstig change is made using a cut-off@yer should indicate whether the tax-
method of determining current-year Cosf,athod. Seesection 2.06 of this revenueP@Y€r is changing under section

as part of a change made under Sec“?ﬂocedure. 10A.01(1)(a)(i) or sections
10.04 of this APPENDIX by also follow- 10A.01(1)(a)(i) and (ii) of this APPEN-
ing the provisions of section 10.05 of thiSECTION 10A. MARK-TO-MARKET DIX.

APPENDIX. These changes may bA\CCOUNTING METHOD FOR (3) No audit protection A taxpayer
made using a single application, providledEALERS IN SECURITIES (§ 475) does not receive audit protection under
the application is labeled as being filed section 7 of this revenue procedure in

under both sections 10.04 and 10.05 of -01 Discontinuing the mark-to-market connection with this change.
this APPENDIX. Seesection 6.02(3) of method of accounting for nonfinancial 02 Commodities dealers, securities
this revenue procedure. customer paper. traders, and commodities traders electing
(2) Manner of making the change (1) Description of change and scopeto use the mark-to-market method of ac-
This change is made using a cut-off (a) Applicability. This change ap- counting under § 475(e) or (f).
method. Seesection 2.06 of this revenueplies to: (1) Description of change This
procedure. (i) a taxpayer that must discon-change applies to certain taxpayers tha
(3) Bargain purchase.If the tax- tinue the use of the mark-to-markehave elected to use the mark-to-market
payer has previously improperly acimethod of accounting for nonfinancialmethod of accounting under § 475(e) or (f).
counted for a bulk bargain purchase, theustomer paper to comply with 8Under § 475(e) and (f) and Rev. Proc.
taxpayer must, as part of this change, firgt75(c)(4), enacted by § 7003 of the IR®9-17, 1999-7 I.R.B. 52, if a taxpayer
change its method of accounting to comRestructuring and Reform Act of 1998 makes an election under 8§ 475(e) or (f),



then beginning with the first taxable yearcluding a bank for which a qualified sub-ment by the bank to change its method o
for which the election is effective (electionchapter S subsidiary (QSSS) election iaccounting for bad debts from the § 585
year), mark to market is the only permissifiled) that wants to change its method ofeserve method to the 8§ 166 specific
ble method of accounting for securities oaccounting for bad debts from the § 588harge-off method effective as of the tax-
commodities subject to the election. Thuseserve method to the § 166 specifiable year for which the S corporation elec-
if the electing taxpayer’s method of ac-charge-off method. tion or QSSS election is effective (year of
counting for its taxable year immediately (b) Certain scope limitations inap- change) in accordance with all of the ap-
preceding the election year is inconsistemplicable. A bank that changed from the 8plicable provisions of this revenue proce-
with 8§ 475, the taxpayer is required t®%93 reserve method under § 593(g) to thdure (including section 6 of this revenue
change its method of accounting to complg 585 reserve method will not be prohibprocedure, which requires filing a Form
with the election. A taxpayer that makes #ed under section 4.02(6) of this revenu&115 in duplicate). The § 481(a) adjust-
§ 475(e) or (f) election but fails to changgrocedure from changing its method ofment is recognized built-in gain under §
its method of accounting to comply withaccounting for bad debts under sectioh374. See§ 1.1374-4(d).
that election is using an impermissiblel1.01 of this APPENDIX solely because .02 Reserved
method. Seesection 4 of Rev. Proc. 99-17 of the § 593(g) change. A bank for which
(2) Scope a QSSS election is filed will not be pro-SECTION 12. ORIGINAL ISSUE
(a) Applicability. This change ap- hibited under section 4.02(7) of this revDISCOUNT (88 1272; 1273)

plies to a taxpayer if all of the following €nue procedure from changing its method
conditions are satisfied: of accounting for bad debts under section

(i) The taxpayer is a commodities1.01 of this APPENDIX solely because©'P) -
dealer, securities trader, or commoditiegf the deemed liquidation of the bank (1) Description of change and scope.
trader that has made a valid election undéfising from a QSSS election. (2) Applicability. This change ap-
§ 475(e) or (f) ¢eesection 5.02 or 5.03(1) (c) Inapplicability. This change Pplies to a taxpayer that wants to change t
of Rev. Proc. 99-17) and that is requiredoes not apply to a large bank as defind@ie principal-reduction method of ac-
to change its method of accounting tdn 8 585(c)(2). counting described in section 5 of Rev.
Comply with the election:; (2) Section 481(a) adjustment_P'rOC. 97—39, 1997-2 C.B. 485. The pl’l.n-

(i) The method of accounting to Generally, the amount of the § 481 (ayipal-reduction method of accounting is
which the taxpayer changes is in accodjustment for a change in method ofn aggregate method of accounting for d
dance with its election under 8§ 475(e) oaccounting under section 11.01 of thigninimis OID (dlSCOUﬂt) on certain loans

.01 De minimis original issue discount

(f):and APPENDIX is the amount of the bank'soriginated by the taxpayer.
(iii) The year of change is thefeserve for bad debts as of the close of (b) Scope limitations inapplicable
election year. the taxable year immediately before thé taxpayer that wants to make this change

year of change. However, the amount dé not subject to the scope limitations in
ghe § 481(a) adjustment does not includeection 4.02 of this revenue procedure
ject to the scope limitations in sectiof1® amount of a bank’s pre-1988 reHowever, if the taxpayer is under exami-
4.02 of this revenue procedure. Howevef€ V€S (as described —in  §nation, before an appeals office, or before
if the taxpayer is under examination, be293(0)(2)(A)(ii), without taking into ac-  federal court, the taxpayer must provide
fore an appeals office, or before a federgount § .593(g.)(2)(B)) if the banka copy of the apphcau_on to the examining
court, the taxpayer must provide a copy dihanged in a prior year from the § 593gent(s), appeals officer, or counsel for
the application to the examining agent(s|€S€Tve method to the § 585 reservéhe government, as appropriate, at the
appeals officer, or counsel for the governl€thod and 8 593(g) applied to thasame time that it files the copy of the ap-
ment, as appropriate, at the same time thet@nge. The deemed liquidation of glication with the national office. The ap-
it files the copy of the application with thePank occurring solely because its parerptlication must contain the name(s) and
national office. The application mustMakes @ QSSS election does not acceléplephone number(s) of the examining
contain the name(s) and telephone nurit® the 8 481(a) adjustment. In accomgent(s), appeals officer, or counsel for
ber(s) of the examining agent(s), appea%ance with section 5.04(3)(c) of thisthe government, as appropriate.

officer, or counsel for the government, akevenue procedure, a bank that ceases to (c) Description The principal-re-
appropriate. be a bank under § 581 must acceleratkiction method of accounting is a permis-

(b) Scope limitations inapplicable
A taxpayer making this change is not su

its § 481(a) adjustment. sible method for use by taxpayers to ac:
SECTION 11. BANK RESERVES FOR (3) Change from § 585 required whercount for discount on one or more
BAD DEBTS (8§ 585) electing S corporation statusA bank categories of loans described in sectior

electing S corporation status (or a bank fot.02 or 4.03 of Rev. Proc. 97-39. |If the
.01 Changing from the § 585 reservayhich a QSSS election is filed) cannot usprincipal-reduction method is used to ac-
method to the § 166 specific charge-offhe § 585 reserve method. The filing by aount for any loans in a category of loans
method. bank of a Form 2553 (Election by a Smalthe method must be used for the entire
(1) Description of change and scopeBusiness Corporation) or the filing by acategory of loans. The principal-reduc-

(a) Applicability. This change ap- bank’s parent of a QSSS election with retion method applies only to loans de-

plies to a bank (as defined in § 581, inspect to the bank will constitute an agreescribed in section 3 of Rev. Proc. 97-39.



(2) Manner of making the change  daily portions of OID for certain debt in- SECTION 12A. MARKET DISCOUNT
(a) This change is made using &truments subject to prepayments. Und&ONDS (§ 1278)
cut-off method and applies only to loanghese rules, the daily portions of OID are
described in section 3 of Rev. Proc. 97-3@etermined, in part, by taking into account -01 Revocation of § 1278(b) election
that were acquired on or after the first dagn assumption regarding the prepayment of (1) Description of change and scope
of the year of changeSeesection 2.06 of principal on the debt instruments. This change applies to a taxpayer that
this revenue procedure. . . wants to change its method of accounting
(b) Thpe taxpayer must maintain (.”) Section 1004 O_f th_e Tax'_for market discount bonds by revoking its
C : yer Relief Act of 1997, which is effec :
books and records sufficient to satisfy the ¢ for taxable years beginning after AuS 1278(0) election. Under § 1278(b), a
district director that old and new Ioan%ust 5 1997, extended the rules in %z:xpayer may elect a method of account-

have been adequately segregated. 1272(a)(6) to any pool of debt instru- g under which market discount is cur-

(3) Additional requirements.On a rently included in gross income for the

statement attached to the application, th?yegzggﬁ Z}e;?e;g%:msm?x Ssrggﬁgtf%xable years to which the discount is at-
' ' tributable. See Rev. Proc. 92-67, 19922

taxpayer must: 1272(a)(6) now applies to a pool of credi
_(a) identify the categories of loansg,rq receivables subject to a grace periofié%?bz)g'erg;tfgﬁ z;o;ﬁg?nrgsat% Seilw(sda;
to which the new method will apply; and provision (under which, for example, a1278(b) election). The procedures for re-

(b) describe any “additional cate-creit card issuer does not charge interesf , - .
gories” permitted under section 4.03 ofy, 4 pilling cycle if the credit card Voking a § 1278(b) election were for-

Rev. Proc. 97—309. obligor pays off its account balance by merly provided in section 7 of Rev. Proc.
(4) No audit protection A taxpayer gpecified date, even though the balance 1§ . . .

does not receive audit protection undefot gue on that date)SeeH.R. Cont. (2) Revocation of electionThe re-
section 7 of this revenue procedure ifRep No. 220, 105th Cong., 1st Sess. 52?03“0” ofa  81278(b) election ap-

connection with this change. (1997). (A credit card receivable subjec ies to all market discount b_onds that are

.02 Pool of debt instruments to a grace period provision has OID be-_eld by the taxpayer on_the first day of_the

(1) Description of change and scopecause none of the stated interest on the (&St [2xable year for which the revocation

(a) Applicability. This change ap- cejvable is qualified stated interest under effective (year of change), and to all

plies to a taxpayer that must change itg 1.1273-1(c)). market discqunt bonds that are subse-
method of accounting for a pool of debt _quently acquired by the taxpayer. If a §
instruments to comply with § 1272(a)(6) (iii) The holder of a pool of credit 1278(b) election is revoked, then, for pur-

(as required by § 1004 of the Taxpayeg:ard.r(.aceivables subject to a grace perigsbses of § 1276(a), accrued market dis-
Relief Act of 1997, Pub. L. No. 105—34 Provision must accrue OID on the pootount with respect to any bond previously
111 Stat. 788, 911), provided the chang&?Sed on a reasonable assumption regaglibject to the election means accruec
is for the taxpayer's first taxable year belnd the timing of the payments by the obligmarket discount as defined in § 1276(b)
ginning after August 5, 1997. ors of the receivables in the pool. Undefess any market discount included in in-
(b) Scope limitations inapplicable. $1272(2)(6), it is not reasonable for @ome while the bond was subject to the §
A taxpayer that must make this change igolder tq assume that all of the opl_|gors will278(b) election.
not subject to the scope limitations in sed®@ their balances by the specified grace  (3) Manner of making the change.

tion 4.02 of this revenue procedurePeriOd date and, based on this assumptiofhis change is made using a cut-off

HOWeVer, if the taXpayel’ is under examigefer the inclusion of OID until the end Ofmethod and app“es Only to market dis-

nation, before an appeals office, or beford® 9race period. If the payments in theount accruing on or after the first day of
a federal court, the taxpayer must provigB°°! occur soon after year end and befoige year of change. Market discount ac-
a copy of the application to the examininé e holder files its tax return for the taxabl%ruing on a bond prior to the year of
agent(s), appeals officer, or counsel fof¢a' that includes such year end, the holdgﬁange was currently included in income
the government, as appropriate, at th&2Y accrue OID based on its actual experimd market discount accruing on the bond
same time that it files the copy of the apS"Ce rather than based upon a reasonaBlg and after the first day of the year of
plication with the national office. The ap_assumptlon. i t_he holder does not acclUghange is included in income generally
plication must contain the name(s) an!D Pased on its actual experience, thgpon disposition of the bond. See §
telephone number(s) of the examinin older must make an adjustment to its iM276(a). Because cut-off treatment is pre-
agent(s), appeals officer, or counsel foyome for the following taxable year to aCscriped for this change, the basis of any
the government, as appropriate. count for any difference between its accrquond, adjusted for amounts previously in-
(c) Description. based on a reasonable assumption and #ded in income during the period of the

(i) Under § 1272, the holder of a2ctual experience. election, is not affected by the revocation.

debt instrument with original issue discount  (2) Additional requirements.On a (4) Additional requirements On a
(OID) must include in income the sum ofstatement attached to the application, ttgatement attached to the application, the
the daily portions of the OID for each daytaxpayer must provide a detailed descrigaxpayer must provide:

during the taxable year on which the holdeion of the pool(s) of debt instruments and (a) the reason(s) for revoking the §
held the instrument. Section 1272(a)(6the proposed method (including the pret278(b) election (or deemed § 1278(b)
provides special rules to determine theayment assumption used for each pool)election);



(b) a description of the method byto § 1281 must include in gross income aputing taxable income for the year of
which, and the date on which, the taxamount equal to the sum of the daily porehange.
payer made the § 1278(b) election (otions of the acquisition discount or OID, (3) No ruling protection. If the Ser-
deemed § 1278(b) election) that is beinghichever is applicable, on the obligatiorvice is later successful in further litigation
revoked; and for each day during the taxable year thain this issue in other circuits, or there is &
(c) a statement that, after the revothe obligation is held by the holder. See 8hange in law, then cash method banks i
cation, the taxpayer will not make a cond283(b), as modified by § 1283(c), to dethe Eighth Circuit may be required to use
stant interest rate election for any bontermine the daily portions of acquisitionan accrual method of accounting for any
that has been subject to the § 1278(lsliscount or OID. In addition, § 1281(a)taxable year not barred by the statute o
election (or deemed § 1278(b) electionjequires the holder to include in gross inkmitations.
being revoked and for which a constangome any stated interest that is payable on
interest rate election was not effective ithe short-term obligation (other than

the year of acquisition. stated interest taken into account to dete?é CFR 601.602: Tax forms and instructions. (Also
: . : i .Part |, §§ 138, 220, 408, 408A, 529, 530, 1441,
(5) Audit protection. A taxpayer re- Mine the amount of the acquisition dis3 /- "% 2."3/05" 3405 3406, 6011, 6041, 6041A

ceives audit protection under section 7 gfount or OID) as it accrues. 6042, 6043, 6044, 6045, 6047, 6049, 6050A, 6050E

this revenue procedure in connection with ~ (2) Section 481(a) adjustment pe-£050D, 6050E, 6050H, 6050J, 6050N, 6050P,

iis change. However, fhe auci protociod. A taxpayer must take the enire §0500" SOS0R, S0S05; 1,406-7, 1407

tion applicable to this change does not81(a) adjustment into account in COM31.3405(c)-1, 35.3405-1, 31.3406(a)-1,

preclude the Commissioner from examinputing taxable income for the year oB1.3406(g)-2, 35a.3406-2, 1.6011-1, 1.6011-3
1

. 6041-1, 7.6041-1, 1.6041A-1, 1.6042-2,
ing the method used by the taxpayer tghange. 1.6044—2, 1.6045-1, 1.6045-2, 1.6045-4, 1.6049—

determine the amount of accrued market .02 Stated interest on short-term loans .6050A-1, 1.6050E—1, 1.6050H-1, 1.6050J—1T
discount under § 1276(b) for a taxabl®f cash method banks in the Eighth Cird.6050N-1, and 1.6050P-1.)

year prior to the year of change. cuit.

.02 Reserved. (1) Description of change and SCOPeRay. Proc. 99-50
(a) This change applies to a cash
SECTION 13. SHORT-TERM method bank in the Eighth Circuit that
OBLIGATIONS (§ 1281) wants to change its method of accountin§ECTION 1. PURPOSE

) from accruing stated interest on short- Thi d it
.01 Interest income on short-terMye 1y, |9ans made in the ordinary course gf. 'S Févenue procedure permits com-

obligations. business to using the cash method for th Jtned information reporting by a succes-

(1) Description of change and scope;nterest. sor busin_ess entityi.e., a corpo_rat_ion,
(a) This change applies to a tax- (b) In Security Bank Minnesota v. partnership, or sole proprietorship) in cer-
payer that wants to change its method @ommissioner994 F.2d 432 (8th Cir. tain situations following a merger or an
accounting to comply with § 1281 for in-1993), aff'g 98 T.C. 33 (1992), the u.g, &cquisition and supersedes Rev. Proc

terest income on short-term obligations. Circuit Court of Appeals for the Eighth 20>/, 1990-2 C.B. 641 and Rev. Rul.

(b) Under § 1281, a holder of cer-Circuit held that § 1281 does not require §9-556, 1969-2 C.B. 242. This revenue

tain short-term obligations, including acash method bank to include in gross ing:ﬁgfvag;ergxﬁiﬁ'gsusgg; ttr?: rzmuﬁ:g;:i
bank as defined in § 581, must include igome stated interest on short-term loa q 9 :

. : : . . . e “standard procedure”) and an elec
gross income any accrued interest incomade in the ordinary course of business P )

on such obligations, regardless of thenat interest accrues. The Service dig\c Procedure (the “alternative proce-

holder's overall method of accounting agrees with the interpretation of § 1281 igu"®") for preparing and filing certain

Section 1281 applies to all types of interSecurity Bank Minnesotand intends to — or> 1042-S, all forms in the series
est income, including acquisition dis-pursue this issue in other circuits. In light-020: 1099, and 5498, and Forms W-2G
count, Original issue discount (OlD), an(bf Security Bank Minnesotmowever, N C-ertalﬂ SItL.JatlonS |nVO|V|ng a SUCCGS-SOY
stated interest.SeeS. Rep. No. 99-313, cash method banks in the Eighth CircuipuSiness entity and a predecessor busine

99th Cong., 2d Sess. 903 (1986), 1986-gill be granted permission to change t& 0> (-e, a corporation, partnership, or

(Vol. 3) C.B. 903. the cash method of accounting for stateg\© Proprietorship) when the successo

(c) Section 1283(a)(1) generallyinterest on short-term loans made in th?CqUIres §ubstant|ally all of the property
defines a short-term obligation as anyrdinary course of business. If thisl) used in th_e trad_e or bus_mes_s Of. the
bond, debenture, note, certificate, or othethange was made on or before Novembgrredecessor (including certain situations
evidence of indebtedness that matures &) 1995, the Service will not seek to denWhen one or more corporations are ab
one year or less from its issue date. Bash method banks in the Eighth Circui orbed by another corporation pur_suant t
short-term loan, including a short-termthe use of the cash method on the grou@dmerge_r agreement), or (2) used in a se
loan made in the ordinary course of thénhat there was an unauthorized change iarate unit of a trade or business of the pre

taxpayer’s business, is a short-term oblignethod of accounting.

ation. (2) Section 481(a) adjustment peseCTION 2. BACKGROUND
(d) Under 88 1281(a) and 1283(c)riod. A taxpayer must take the entire §

a holder of a short-term obligation subjec481(a) adjustment into account in com- .01 General Requirement of Return or

eCcessor.



