Changes in Accounting _regulations _thereunder for individuals_ fil-may expeditiously obtain approval of a

Periods ing feder_al income tax returr)s on a fiscathange in their annual accounting period
year basis to obtain automatic approval ofo a calendar year. The proposed revent
the Commissioner to change their annugdrocedure also would modify and super-

Notice 2002-75 accounting periods to a calendar year. sede Rev. Proc. 820, 19812 C.B. 604,

In general, the proposed revenue proyhich modifies Rev. Proc. 660 with re-
This notice provides a proposed revcedure incorporates several rules that aigyact to the time and place for filing ap-

enue procedure tha_t, when finalized, willsimilar to those of Rev. Proc. 20037, plications thereunder.
provide the exclusive procedures unde2002-22 I.R.B. 1030, and Rev._ Proc. 2902 The Service welcomes comments on th
§442 of the Internal Revenue Code and th88, 200222 |.R.B. 1037, which provide proposed revenue procedure provided in th

procedures for corporations and certain PaSRqtice. Comments should be submitted b
through entities, respectively, to obtain au- anuary 6, 2003, either to: '
tomatic approval to change their annua]] ' ' '
accounting periods. For example, under thgiternal Revenue Service
proposed revenue procedure, individualp 0. Box 7604
with a majority interest or @e minimisin-  gen Eranklin Station
terest in certain pass-through entities Maif/ashington, DC 20044
qualify for automatic approval for their  atn. Associate Chief Counsel
change. (Income Tax & Accounting)

The proposed revenue procedure would CC:ITA. Room 5026
modify, amplify, and supersede Rev. Proc. '
66-50, 19662 C.B. 1260. Rev. Proc. 660 or electronically via:
provides an administrative procedure
whereby certain individuals filing federal Notice.Comments@ml.irscounsel.treas.gov

income tax returns on a fiscal year basi§the Service comments e-mail address).
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SECTION 7. GENERAL APPLICATION term*“annual accounting periddneans the
PROCEDURES annual period (calendar year or fiscal year)
.01 Approval on the basis of which the taxpayer regu-
.02 Filing Requirements larly computes its income in keeping its
(1) Where to file books.
(2) When to file .02 Change in Taxable Year.
(3) Label (1) In general. Section 1.4421(a)(1)
(4) Signature requirements generally provides that a taxpayer that wants
(5) No user fee to change its annual accounting period and
use a new taxable year must obtain the ap-
proval of the Commissioner.

(2) Annualization of short period in-
come. Section 443(b) ang 1.443-1(b)(1)(i)
generally provide that if a return is made
for a short period resulting from a change
of an annual accounting period, the tax-
able income for the short period must be
placed on an annual basis by multiplying
the income by 12 and dividing the result by
the number of months in the short period.
SECTION 10. EFFECT ON OTHER yplesss 443(b)(2) andg 1.443-1(b)(2) ap-
DOCUMENTS ply, the tax for the short period generally
is the same part of the tax computed on an
annual basis as the number of months in the
short period is of 12 months. Section 443(c)
generally requires a similar adjustment to

This revenue procedure provides the exhe deduction for personal exemptions.
clusive procedures undér442 of the In- (3) No retroactive change in annual ac-
ternal Revenue Code ar§il.442-1(b) of counting period. Unless specifically autho-
the Income Tax Regulations for individu-rized by the Commissioner, a taxpayer may
als within its scope filing federal income not request, or otherwise make, a retroac-
tax returns on a fiscal year basis to obtive change in annual accounting period.
tain automatic approval to change their an- .03 Approval of a Change. Section
nual accounting periods to a calendar yeat..442-1(b) provides, in part, that in order
This revenue procedure modifies, amplito secure the approval of the Commis-
fies, and supersedes Rev. Proc=66, sioner to change an annual accounting pe-
1966-2 C.B. 1260, and modifies and su-riod, a taxpayer must file an application,
persedes Rev. Proc. &40, 19812 C.B. generally on Form 1128\pplication to
604. An individual that complies with all Adopt, Change, or Retain a Tax Year, with
of the applicable provisions of this rev-the Commissioner within such time and in
enue procedure will be deemed to have esuch manner as is provided in administra-
tablished a business purpose and to havie procedures published by the Commis-
obtained the approval of the Commissionegioner. In general, a change in annual
of the Internal Revenue Service to chang@ccounting period will be approved if the
the individuals annual accounting periodtaxpayer establishes a business purpose for
to a calendar year und&r42 and the regu- the requested annual accounting period and
lations thereunder. agrees to the Commissionermprescribed

terms, conditions, and adjustments for ef-
SECTION 2. BACKGROUND fecting the change.

.01 Taxable Year Defined. .04 Special Rule for Newly Married

(1) In general. Section 441(b) and Couples. Section 1.4421(d) provides a spe-

§ 1.441-1(b)(1) provide that the terrftax- cial rule under which a newly married hus-

able yeat generally means the taxpay-band or wife may obtain automatic approval
er's annual accounting period, if it is ato change his or her annual accounting pe-
calendar or fiscal year, or, if applicable, theiod in order to use the annual account-

SECTION 8. REVIEW OF APPLICATION
.01 Service Center Review
.02 Review of Director

SECTION 9. EFFECTIVE DATE AND
TRANSITION RULE

.01 Effective Date

.02 Transition Rule

DRAFTING INFORMATION
SECTION 1. PURPOSE

taxpayetrs required taxable year.
(2) Annual accounting period. Section

ing period of the other spouse so that a joint
return may be filed for the first or second

441(c) andg 1.441-1(b)(3) provide that the taxable year of that spouse ending after the

885
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date of the marriage. Generally, this change .02 Inapplicability. This revenue proce- pose, an interest in a pass-through entity is

is made by filing a federal income tax re-dure does not apply to: de minimis only if, for each of the prior
turn for the short period, and not by fil- (1) Newly married couples subject to three taxable years of the individual:
ing a Form 1128. § 1.442-1(d). An individual that is permit- (i) the amount of income (including or-

ted to change to the annual accounting pefinary income or loss, capital gain or losses,
SECTION 3. SIGNIFICANT CHANGES j5q of the individuals spouse under rents, royalties, interest, dividends, and de-
Significant changes to Rev. Proc.-66 §1.442-1(d). See section 2.04 of this rev-duction equivalept Qf credits) from such
50, as modified by Rev. Proc. 840, enue procedure. pass-through entity is less than or equal to
include: (2) Interest in a pass-through entity. An ~ (A) 5 percent of the individu& gross in-
01 Section 4.01 of this revenue proce1ndividual that has an interest in a passeome (without adjustments) from all sources
dure provides that this revenue procedurg‘rough entity as of the end of the short pefor those taxable years, and (B) $10,000;
riod. However, an interest in a pass-throughand
within its scope to automatically changeentitY will be disregarc_ied for t.his pur-- (ii) the gmount o_f the individua gross
their annual accounting period to the calPSe if any of the following conditions areincome (without aq!ustmepts) from all such
endar year: met: pass-through entities is, in the aggregf';\te,
.02 Section 4.02 of this revenue proce- (a) the pass-through entity would be re{ess than or equal to the amoun.ts described
dure does not limit the scope of this rev_quired under the Code or regulations ton.(A) and (B) above. See section 4.04 of
enue procedure to individuals who receivé:hange its taxable year tp 'the new palenh!s revenue procedure for an example of
only certain listed types of income; de_lr taxal_)Ie year of the individual (or, if a_lp-th|s rule.
plicable in the case of a controlled foreign .03 Nonautomatic Changes. Individu-

:03 Section 4.02(2) of this revenue IorO'cor oration (CFC) or foreign personal holdg|s that ligibl btai t
cedure retains the general rule of Rev. Pro?ﬁgpcompany (FPHC) to agtafable year tha-?ns that are nloft e |9|h e to obtain auto-
66-50 that precluded the use of the aUtot_)egins one month earlier than the new ca a'qc o -Or a change In aceouniing
matic change procedures by individuals de; & "~ year of the individual). Se b?”Od under this revenue procedure, ap-
riving income from interests in pass-through. .- 02" 2 - oroce e fo‘?)llca_bl_e regulations, or any other published
entities, but provides that interests in pass; special .term and condition related to thiédmlnlstratlve procedures, n_1us_t secure prior
through entities will be disregarded in Cer oy ception: %pprova_l from the Commissioner for a
tain circumstances; (b) the bass-through entity is a fiscal yeachange in annual accounting _perlod pur-
.04 Section 6 of this revenue proce- . . Suant to§ 442 and the regulations there-

. - partnership that is owned equally (50-
dure imposes additional terms and condi: nder.See Rev. Proc. 200239, 200222
.R.B. 1046.

tions similar to those of Rev. Proc. 2002 percent) by o partners, one or both o
) ' whom are individuals, and the individual . .
37, Rev. Proc. 20038, and Rev. Proc. .04 Example. (i) F, an individual hav-

... and the partnership both want to change to
2002-39. These terms and Condltlorlsthe newpcalendar Paxable year of the gthépg a taxable year ending June 30, wants

mcludei imitati i back of 50-Percent partner. See section 6.07 of thi9 change s taxable year to the calendar
(1) a limitation on the carryback of procedure for a special term an¥ear. F has interests in the capital and prof-

net operating losses over $10,000 or g€, yiion related to this exception; its of five partnerships, IJK, LMN, OPQ,

tehral thS'tneSS. (;lr.edltz that are generated i (c) the new calendar taxable year of th&*ST, and UVW. All of the partnerships
€ short perio ’_an . individual would result in no Change in, orhave been in existence for at least three tax-
ated (Zt)'t'a reqU|remert1|t thﬁt Certt?]'n "®less deferral (as described f11.706- able years. B interest in 13K is greater than
ated entities concurrently change their ani(b)(s)) of income from the pass-throughb0 percent. IJK uses a majority interest tax-
nual accounting period to the new calendar ' ! e .
e entity than the present taxable year of thable year of June 30.'§interest in LMN
taxable year of the individual owner. Co A ] )
: . individual. If the pass-through entity is ais 50 percent; the other 50 percent inter-
05 Section 7.02 of this revenue proce; artnership, CFC, or FPHC, the individualest is owned by G, an individual filing fed-
dure extends the due date for filing a Fomghould co?r; are ,the existir’1 deferral eeralI incvc\:me tai re,turn; olr\1llaucaIeI|I1d%r ear
1128 under this automatic revenue proce- P 9 raip . ary
L riod (between the pass-through eritand basis. LMN also wants to change its tax-
dure to the due date of the individisafed- S .
. ) . . __the individuals current taxable years) withable year to a calendar year. LMN uses a
eral income tax return (including extensions :
for the first effective vear as defined in sec-he new deferral period (between the newune 30 taxable year under the least ag-
tion 5.03 year, required year of the pass-through entity andregate deferral rules &1.706-1(b)(3). Fs
T the individuals new calendar taxable year).interests in OPQ, RST, and UVW are 15
SECTION 4. SCOPE See section 4.04 of this revenue procepercent, 10 percent, and 5 percent, respec-
dure for an example of this rule; or tively. OPQ uses its majority interest tax-
.01 Applicability. Except as provided in  (d) for pass-through entities not quali-able year undeg 706(b)(4), which ends
section 4.02, this revenue procedure, whicfying for the exceptions in section May 31; RST and UVW each use their re-
is the exclusive procedure for individuals4.02(2)(a), (b), or (c) of this revenue pro-spective majority interest taxable years un-
within its scope, applies to an individual re-cedure, the pass-through entity in which theler § 706(b)(4), which end December 31.
questing automatic approval to change thmdividual has an interest has been in exF's distributive share of income/(loss) from
individual's annual accounting period to aistence for at least three taxable years andPQ for each of the prior three taxable

calendar year. the interest isde minimis. For this pur- years is $5,000, $(1,000), and $2,000, re-
November 25, 2002 886 2002-47 1.R.B.

is the exclusive procedure for individuals



spectively. Fs gross income for each ofthrough entity means a partnership; a trustally must be made on the basis of a full 12
those same taxable years from all sourcemn estate; a common trust fund (as demonths ending on the last day of the new
was $150,000. fined in §584); a CFC (as defined in calendar taxable year, unless the individual
(i) F's interests in B pass-through en- § 957), but only to the extent the indi- secures the approval of the Commissioner
tities will be disregarded only if each passvidual is a U.S. shareholder (as defined ino change that taxable year.
through entity satisfies one of the exception§ 951(b)); an FPHC (as defined §552), .05 Creation of Net Operating Loss. If
enumerated under section 4.02(2) of thibut only to the extent the individual is athe individual generates a net operating loss
revenue procedure.interest in IJK may U.S. shareholder (as defined b51(a)); (NOL) in the short period required to ef-
be disregarded under the exception in se& paSSiVG fOfeign investment CompanYect a Change in annual accounting pe-
_tion 4.02(2)(a), _because_ Fis th? majoritfPFIC), but only if the |nd|V|dua! has eleCt?driod, the individual may not carry the NOL
interest partner in 1JK.’8 interest in LMN  to treat such PFIC as a qualified electing,, . 't must carry it over in accordance
may be disregarded under the exception ifund (as defined ir§ 1295); and a closely- i tha brovisions of 172, beginning with
section 4.02(2)(b), because both F and LMNield real estate investment trust (as dgp . gt taxable year after the short pe-
are changing to the calendar taxable yeaifined in § 6655(e)(5)(B)), but only to the iod. However. the short period NOL is car-
which is the taxable year of individual G,extent the individual is described in .~ - b .
ried back or carried over in accordance with
the other 50 percent partner.sFinterests 8§ 6655(e)(5)(A). § 172 if it is either: (a) $10,000 or less, or
in RST and UVW may each be disregarded .03 First Effective Year. The first effec- ' : '
under the exception in section 4.02(2)(c)tive year is the first taxable year for which(?) results from'a short period of 9 months
because % new taxable year would re-a change in annual accounting period is e’ /0nger and is less than the NOL that
sult in less deferral than'&old taxable year fective. Thus, in the case of a change, th@ould have resulted from a full 12-month
(a new deferral period of 0 months as comfirst effective year is the short period re-Period beginning with the first day of the
pared to the prior deferral period of 6quired to effect the change. The first ef-Short period.
months from December 31 and June 30fective year is also the first taxable year for .06 Creation of General Business Cred-
Because F is not the majority interest partcomplying with all the terms and condi-its. If there is an unused general business
ner in OPQ, and becausésfew taxable tions set forth in this revenue procedure necredit or any other unused credit gener-
year would not result in less deferral fromessary to effect the change in annuatted in the short period, the individual must
this partnership, B interest in OPQ may accounting period. carry that unused credit forward. An un-
be disregarded only if thde minimis ex- .04 Short Period. An individual's short used credit from the short period may not
ception in section 4.02(2)(d) is satisfied. Inperiod is the period beginning with the daybe carried back.
this case, the income from OPQ for eaclfollowing the last day of the old taxable .07 Concurrent Change for Related En-
of the prior three taxable years was less thayear and ending with the day preceding théties. If an individuals interest in a pass-

5 percent of F total gross income from all first day of the new taxable year. through entity is disregarded pursuant to
sources, and less than $10,000. Conse- section 4.02(2) because the related entity
quently, Fs interest in OPQ may be dis-SECTION 6. TERMS AND will be required to change its taxable year

CONDITIONS OF CHANGE to the individuals new calendar taxable

. he related entity must change its tax-
011 .Ach | ac- Yean the rel
01In General. Achange in annual ac able year either under Rev. Proc. 2682

regarded under thde minimis exception in
section 4.02(2)(d). Because all ofsfpass-

through interests are disregarded under Se&')unting period filed under this revenue

:'r?.n 4é0§(2)é F 'g E;l:jg'bée to change underprocedure must be made pursuant to th%lr'ch)\llé P‘I[EZI icl)ot? d8’ \;vr:mhevgr 'S S(Jrl)-to
IS Tevenue procedure. terms and conditions provided in this rey P cabie. ° refated party Is requir
change notwithstanding the testing date pro-

enue procedure. - : "
SECTION 5. DEFINITIONS .OZpShort Period Tax Return. The indi- =01 IS8 706(b)(4) or 898(c)(1)(C)(i).

The following definitions apply solely vidual must file a federal income tax re-secTION 7. GENERAL APPLICA-
for the purpose of this revenue procedureurn for the short period required to effectrjoN PROCEDURES

.01 Individual. In the case of married in- a change in annual accounting period by the
dividuals, for any year in which a hus-due date of that return, including exten- .01 Approval. Approval is hereby granted
band and wife file separate federal incomsions pursuant t§ 1.443-1(a). The indi- to any individual within the scope of this
tax returns, the terrhindividual’ includes vidual's taxable income for the short periodrevenue procedure to change the individu-
only the husband or wife who is applyingmust be annualized and the tax must bal's annual accounting period, provided the
to change his or her annual accounting pesomputed in accordance with the proviindividual complies with all the applicable
riod under this revenue procedure. For angions of§8 443(b) and (c), an@8 1.443- provisions of this revenue procedure. Ap-
year in which a husband and wife file al(b) and (c). proval is granted beginning with the first
joint federal income tax return, the teffim- .03 Record Keeping. The books of the effective year. Individuals granted approval
dividual’ includes both spouses, even ifindividual (records reflecting income ad-under this revenue procedure to change their
only one spouse is applying to change arquately and clearly on the basis of an arannual accounting period are deemed to
annual accounting period under this revaual accounting period) must be closed alsave established a business purpose for the
enue procedure. of the last day of the first effective year. change to the satisfaction of the Commis-

.02 Pass-through Entity. For purposes of .04 Subsequent Year Tax Returns. Re- sioner.
this revenue procedure the terrpass- turns for subsequent taxable years gener- .02 Filing Requirements.

2002-47 1.R.B. 887 November 25, 2002



(1) Where to file. An individual who dure only if: (a) the Form 1128 is not filed .02 Transition Rule. If an individual
wants to change the individualannual ac- timely, or (b) the individual fails to meet within the scope of this revenue proce-
counting period pursuant to the provisionshe scope or any term and condition of thiglure filed an application with the national
of this revenue procedure must completgevenue procedure. If the change is desffice and the application is pending with
and file a Form 1128 with the Director, In-njed, the Service Center will return thethe national office on [INSERT DATE THIS
ternal Revenue Service Center, Attention=orm 1128 with an explanation of the reaREVENUE PROCEDURE IS RELEASED
ENTITY CONTROL, where the individual son for the denial. TO THE TAX SERVICES], the individual
files the individuals federal income tax re- 55 Review of Director. The appropri- may obtain approval under this revenue pro-
turn. No copies of Form 1128 are requiredye girector may ascertain if the change isedure. However, the national office will
to be sent to the national office. The indi-, o) accounting period was made in conprocess the application in accordance with
\{'fzugltgltshoer:::é?\tgﬁgf};g?;ﬁ:g;?ﬂi'ig;nbliance with all the applicable provisionsthe authority under which it was filed, un-
return filed for the short period required toOf this. revenue procedure. quividugls'eSS py the later of INSERT DATE THAT
effect the change. changing their annual accounting periodS 45 DAYS FROM THE DATE THIS

pursuant to this revenue procedure withREVENUE PROCEDURE IS RELEASED

2) When to file. A Form 1128 filed pur- .
suzgn?[ to this revenue procedure will bpe condUt complying with all the provisions (in- To THfE hTAIX SER\I/.|CES] or the IZSU_
sidered timely filed for purposes §f1.442- cluding the terms and conditions) of thi ance of the letter ruling granting or ceny-
1(b)(1) only if it is filed on or before the "€venue procedure ordinarily will be deemedd approval for the change, the individual

notifies the national office that the indi-

due date (including extensions) for filing thef® have initiated the change in annual act.\ "~ - 5 5 C LS proce-
i ntin riod without th roval of th S . o
federal income tax return for the short pecounting period outthe approval ottne, - ¢ ihe individual timely notifies the

riod required to effect such Change_ Commissioner. Upon examination, an in-

R - A . ational office that the individual wants to
(3) Label. In order to assist in the pro- dividual that has initiated an unauthonze&use this revenue procedure, the national of-

cessing of the change in annual accounthange of annual accounting period may bg

) . : «denied the change. For example, an indl_ce may require the individual to make ap-
ing period, reference to this revenu ge. Pe, propriate modifications to the application

procedure must be made a part of the Foriyjdual may be required to recompute the ing comply with the applicable provisions of
1128 by either typing or legibly printing the dividual’s taxable income or loss in

- . o , this revenue procedure. In addition, any user
following statement at the top of page 1 oficcordance with the individual's former tax—fee that was submitted with the applica-
gllgoFgrg]oégziikF"lLED UNDER REV. able year. tion will be refunded to the individual.

(4) Signature requirements. The Form ?E%gﬁ SNEFEEEET'VE DATE AND  se 110N 10. EFFECT ON OTHER
1128 must be signed by the individual. If DOCUMENTS
an individual is treated as mpludmg the hu;- .01 Effective Date. This revenue proce- This revenue procedure modifies, am-
band and wife under section 5.01 of thiy, e generally is effective for all changes lfies, and supersedes Rev. Proc 650
revenue procedure, the Form 1128 must B o541 accounting periods for which the[l) ’ ' ' ’

signed by both the husband and the wife; 966-2 C.B. 1260, and modifies and su-

_ irst effective year ends on or after [IN- _ B
(5) No user fee. A user fee is not re- SERT DATE THIS REVENUE PROCE- gg;fsedes Rev. Proc. 81-40, 1981-2 C.B.

quired for an application filed under thisy jrE | RELEASED TO THE TAX

revenue procedure and, except as prOV|de§JERV|CES]_ However, if the time period DRAFTING INFORMATION

: S reven Eor filing Form 1128 with respect to a tax-

the receipt of an application f"e?' under this,p|e year set forth in section 7.02(2) of this The principal authors of this revenue

revenue procedure generally will not be acze,/enye procedure has not yet expired, aprocedure are Roy A. Hirshhorn and

knowledged. individual within the scope of this rev- Michael Schmit of the Office of Associ-

SECTION 8. REVIEW OF APPLICA- €nue procedure may elect early appli.caate C.hief Counsel (In_come Tgx and Ac-

TION tion of the revenue procedure by providingcounting). For further information regard-

the notification set forth in section 7.02(3)ing this revenue procedure, contact Mr.

.01 Service Center Review. A Service on the top of page 1 of Form 1128 and byHirschhorn or Mr. Schmit at (202) 622—

Center may deny a change of annual asatisfying the other procedural require4960 (not a toll-free call).

counting period under this revenue procements of section 7.

November 25, 2002 888 2002-47 I.R.B.



