
term of the NPC). In addition, depending
on the facts of the particular case, the Ser-
vice may challenge the purported tax
results of these transactions on other
grounds, including by: (i) recharacterizing
one or more of the transactions under
§§ 1.446–3(g)(2) or 1.446–3(i); (ii) deter-
mining that the swap expense, if any, was
not incurred in the course of a trade or
business and was therefore subject to the
2-percent floor limitation in section 67 of
the Internal Revenue Code; (iii) disre-
garding the combination of the loans and
the periodic payments as circular flows of
cash; or (iv) applying other variations of
the doctrine of substance-over-form.

The Service may impose penalties on
participants in these transactions or, as
applicable, on persons who participate in
the promotion or reporting of these trans-
actions, including the accuracy-related
penalty under section 6662, the return
preparer penalty under section 6694, the
promoter penalty under section 6700, and
the aiding and abetting penalty under sec-
tion 6701.

Transactions that are the same as, or
substantially similar to, the transaction
described in this Notice 2002–35 are
identified as “listed transactions” for pur-
poses of § 1.6011–4T(b)(2) of the Tempo-
rary Income Tax Regulations and
§ 301.6111–2T(b)(2) of the Temporary
Procedure and Administrative Regula-
tions. See also § 301.6112–1T, A–4. It
should be noted that, independent of their
classification as “listed transactions” for
purposes of §§ 1.6011–4T(b)(2) and
301.6111–2T(b)(2), such transactions
may already be subject to the tax shelter
registration and list maintenance require-
ments of §§ 6111 and 6112 under the
regulations issued in February 2000
(§§ 301.6111–2T and 301.6112–1T, A–4),
as well as the regulations issued in 1984
and amended in 1986 (§§ 301.6111–1T
and 301.6112–1T, A–3). Persons required
to register these tax shelters who have
failed to register the shelters may be sub-
ject to the penalty under section 6707(a),
and to the penalty under section 6708(a)
if the requirements of section 6112 are
not satisfied.

The Service and the Treasury recog-
nize that some taxpayers may have filed
tax returns taking the position that they
were entitled to the purported tax benefits
of the type of transaction described in this

26 CFR 601.204: Changes in accounting periods
and methods of accounting.
(Also Part I, §§ 61, 446, 451, 481, 1012; 1.61–1,
1.446–1, 1.451–1, 1.481–1, 1.1012–1.)

Rev. Proc. 2002–36

SECTION 1. PURPOSE

This revenue procedure provides tax-
payers that purchase vehicles subject to
leases and assume the associated leases
from motor vehicle dealers with a safe
harbor method of accounting for capital
cost reduction payments (“CCR pay-
ments”) made by vehicle lessees. This
revenue procedure also provides a proce-
dure for taxpayers to obtain automatic
consent of the Commissioner to change to
the safe harbor method of accounting.

SECTION 2. BACKGROUND

.01 Section 61(a) of the Internal Rev-
enue Code provides that, except as other-
wise provided, gross income means all
income from whatever source derived.

.02 Section 451(a) and § 1.451–1(a) of
the Income Tax Regulations provide that
the amount of any item of gross income
should be included in a taxpayer’s gross
income for the taxable year in which
actually or constructively received by the
taxpayer, unless, under the taxpayer’s
method of accounting, such amount is
properly includible for a different year.

.03 Section 1012 provides that the
basis of property is the cost of the prop-
erty. In general, section 1.1012–1(a) pro-
vides that the cost is the amount paid for
the property in cash or other property.

.04 Under § 446(e) and § 1.446–
1(e)(2)(i), a taxpayer generally must
secure the consent of the Commissioner
before changing a method of accounting
for federal income tax purposes. Section
1.446–1(e)(3)(ii) authorizes the Commis-

sioner to prescribe administrative proce-
dures setting forth the terms and condi-
tions necessary to obtain consent to
change a method of accounting.

.05 The Treasury Department and the
Internal Revenue Service are aware that
the proper tax treatment of CCR pay-
ments by purchasers of leased vehicles
has become a source of significant con-
troversy. For reasons of administrative
convenience and to avoid further contro-
versy in this area, Treasury and the Ser-
vice have determined that it is appropriate
to provide purchasers with a safe harbor
method of accounting for CCR payments,
under which a CCR payment is excluded
from the purchaser’s basis in the pur-
chased vehicle (and is excluded from the
purchaser’s gross income). Treasury and
the Service believe the scope of the safe
harbor method provided in this revenue
procedure is appropriate given the current
vehicle lease market and lease financing
market. However, Treasury and the Ser-
vice may modify the scope of this safe
harbor method as necessary to respond to
changes in leasing market conditions.

SECTION 3. SCOPE

This revenue procedure applies to tax-
payers who purchase motor vehicles sub-
ject to leases in connection with which a
lessee has made a CCR payment, as
defined in section 4.01 of this revenue
procedure, to the dealer/lessor of the
vehicle at the inception of the lease.

SECTION 4. DEFINITIONS

.01 CCR Payment. A CCR payment is
any payment made at the inception of a
motor vehicle lease by the lessee to the
dealer from which the vehicle is leased
that has the effect of reducing the total
amount of rent the lessee will pay after
inception of the lease. A CCR payment
may consist of a cash down payment, the
trade-in value of a lessee’s used vehicle, a
rebate or incentive supplied by the manu-
facturer to the lessee, credits earned under
a credit card reward program, or the first
or last monthly rental payment. A CCR
payment does not include refundable
security deposits; extended service plan
fees; insurance premiums; title, registra-
tion, or license fees; sales, lease, excise,
use, or ad valorem taxes paid in advance
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or collected by the dealer; or administra-
tive fees; made by a lessee in connection
with a motor vehicle lease.

.02 Taxpayer. A “taxpayer” for pur-
poses of this revenue procedure is a pur-
chaser of a motor vehicle that is subject
to a lease in connection with which a les-
see has made a CCR payment to the
dealer from which the lessee originally
leased the vehicle.

SECTION 5. CCR METHOD

Under the CCR method, the amount of
a CCR payment is not includible in the
taxpayer’s gross income and may not be
included in the taxpayer’s basis in the
purchased vehicle.

SECTION 6. AUDIT PROTECTION
FOR TAXPAYERS CURRENTLY
USING THE CCR METHOD

A taxpayer within the scope of this
revenue procedure that is using the CCR
method provided in section 5 of this rev-
enue procedure on May 3, 2002, may
continue to use this safe harbor method
for taxable years ending on or after May
3, 2002, without filing a Form 3115,
Application to Change a Method of
Accounting. Such taxpayer’s method of
excluding CCR payments from both its
gross income and its basis in the pur-
chased vehicle will not be raised as an
issue in a taxable year that ends before
May 3, 2002. Moreover, if such taxpay-
er’s method of excluding CCR payments
from both its gross income and its basis
in the purchased vehicle is already an
issue under consideration (within the
meaning of section 3.09 of Rev. Proc.
2002–9 (2002–3 I.R.B. 327)) in a taxable

year that ends before May 3, 2002, the
issue will not be further pursued.

SECTION 7. CHANGE IN METHOD
OF ACCOUNTING

.01 Limitations, Terms, and Condi-
tions. A change to the CCR method pro-
vided by this revenue procedure will be
treated as a change in method of account-
ing to which the provisions of §§ 446 and
481 and the regulations thereunder apply.
Therefore, a taxpayer within the scope of
this revenue procedure that does not use
the CCR method provided in section 5 of
this revenue procedure on May 3, 2002,
but wants to use this safe harbor method
for taxable years ending on or after
December 31, 2001, must file a Form
3115.

.02 Automatic Change to CCR
Method. A taxpayer within the scope of
this revenue procedure that wants to
change to the CCR method provided by
section 5 of this revenue procedure must
follow the automatic change in method of
accounting provisions of Rev. Proc.
2002–9 (or its successor), as modified by
Rev. Proc. 2002–19 (2002–13 I.R.B. 696)
with the following modifications:

(1) The scope limitations in section
4.02 of Rev. Proc. 2002–9 do not apply to
a taxpayer that wants to make the change
for its first or second taxable year ending
on or after December 31, 2001;

(2) When filing the Form 3115, tax-
payers must complete all applicable parts
of the form and, in lieu of the label
required by section 6.02(4) of Rev. Proc.
2002–9, are instructed to write “Filed
under Rev. Proc. 2002–36” at the top of
the form.

.03 Section 481(a) Adjustment. As pro-
vided in section 2 of Rev. Proc. 2002–19,
the period for negative § 481(a) adjust-
ments is one year, and the period for posi-
tive § 481(a) adjustments is four years.

.04 Audit Protection. If a taxpayer
complies with the requirements of this
revenue procedure and changes its
method of accounting for CCR payments
to the CCR method provided in section 5
of this revenue procedure, the treatment
of CCR payments will not be raised as an
issue in any taxable year before the year
of change and, if the treatment of CCR
payments is already an issue under con-
sideration (within the meaning of section
3.09 of Rev. Proc. 2002–9) in a taxable
year before the year of change, that issue
will not be further pursued.

SECTION 8. EFFECT ON OTHER
DOCUMENTS

Rev. Proc. 2002–9 is modified and
amplified to include this automatic
change in section 5A of the APPENDIX.

SECTION 9. EFFECTIVE DATE

This revenue procedure is effective for
taxable years ending on or after Decem-
ber 31, 2001.

DRAFTING INFORMATION

The principal author of this revenue
procedure is Joy Ruff of the Office of
Associate Chief Counsel (Income Tax and
Accounting). For further information
regarding this revenue procedure, contact
Ms. Ruff at (202) 622–5020 (not a toll-
free call).
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