Part 111

Adm ni strative, Procedural, and M scell aneous

26 CFR 601.204: Changes in accounting periods and in nethods of
accounti ng.

(Also Part |, § 56, 61, 77, 111, 162, 165, 166, 167, 168, 171,
174, 197, 263, 263A, 267, 404, 446, 448, 451, 454, 455, 460, 461,
471, 472, 475, 481, 585, 985, 1272, 1273, 1278, 1281, 1363; 1.61-
8, 1.77-1, 1.77-2, 1.162-1, 1.162-3, 1.162-4, 1.162-11, 1.165-2,
1.165-3, 1.167(a)-2, 1.167(a)-14, 1.167(a)-8, 1.167(a)-11,
1.167(e)-1, 1.171-4, 1.174-1, 1.174-3, 1.174-4, 1.197-1T, 1.197-
2, 1.263(a)-1, 1.263(a)-2, 1.263A-1, 1.263A-2, 1.263A-3, 1.263A
4, 1.446-1, 1.446-2, 1.448-2T, 1.451-1, 1.454-1, 1.455-6, 1.460-
1. 1.460-4, 1.461-4, 1.461-5, 1.471-1, 1.471-2, 1.471-3, 1.472-1,
1.472-2, 1.472-6, 1.472-8, 1.481-1, 1.481-4, 1.861-18, 1.985-5,
1.985-8, 1.1272-1, 1.1273-1, 1.1273-2.)

Rev. Proc. 2002-9

ISECTION L. PURPOSE ....veeeeteeetteeteteeeeeeeeseveeesevenseseseneeseseesesesessesncessesesnesesncessesnsnsessnenssesnsnssesnenssesnensseenenesen 10|
BECTION 2. BACKGROUND AND CHANGES ........coieeeeeteeeeeeeeeeeeeeeeeeeeeeeeeeeseeeesnesneensnesneenenesneseenesnesneesnesees 10|
01 CHANGE IN METHOD OF ACCOUNTING DEFINED ....ceeeveieiiieieieieiesesesesssesssssssssesssssesesesssereserereremmmmmmmemmmmmmmmmmmmmmmmn 10

02 SECURING PERMISSION TO MAKE A METHOD CHANGE ..........coititiiiiiiiiiiiiiieiiietsieiesssesssssssesasesesssssssesssasssessresemeeens 12

03 TERMSAND CONDITIONS OF A METHOD CHANGE ........ccoitiiiiiiiiiieiiie ittt e e e te e et e e et et et e e et e e et e s e e et et e ta e e s s e asasasasasanaaeeaeees 13

04 NO RETROACTIVE METHOD CHANGE........veieieueeeeeiteeeeesteseeesuseessasesessssesesasssesssassessssssesssessssssssssesessssseeessssesessnsees 13

05 METHOD CHANGE WITH A § 48L(A) ADJUSTIMENT ...vveiuiiiiueriiuesssseressesessessssessssessssesssssssssesssssesssssssssssssssessssssssees 13

1) NEEA fOr AUJUSEMENT. ...ttt eee et ete e st eeeeesateesseeesaresaseeesseeseneeesneeessesesnesesseresseesanereseeessenssns 13

A T S L0 = A L0 e T — 14

06 METHOD CHANGE USING A CUT-OFF METHOD.......ueeeiieutereeeereeeieseeeeessseresesseesssassessessesssesssssssasesesssseseesmssesessssees 15]

07 CONSISTENCY AND CLEAR REFLECTION OF INCOME ..iiiiiiiiiiiiieieiirerererersrssssessressesesssssrmmmremimimmmmmmmmmmmmn E

08 SEPARATE TRADES OR BUSINESSES. ... eeieeiiiiiuuteeeteseeeiesrseseeseseianssssesssssssamsssssssssssessnssssssssseamssssssseeessmmmmsreeesesss 16

09 PENALTIES ...eeiveieeeeetiieeeeeeeeeeeeeeeesuteeesaeseessseseeeassnsesesasseesesnnnnsessnsesesesssssssmssesessnnesesanssesesassesessneeesssssereeameesesmssres 1§

10 CHANGE MADE AS PART OF AN EXAMINATION ....eeiiuuturtieeeeeieursreeeesseiaaussseeeeesesasasnsssssesssemmnsssssessseamsnsssseeessenannnes 17
D1 SIGNIFICANT CHANGES .. tttttitiiieituuteesteetiasssseresesstassssssesesseasasssssesssssetasstssssssssesasssssssssesssasssssssesesssassssssessesseassnnses 17
IBECTION 3. DEFINITIONS .....eiiieieieieseseseessceeseeesseeeseassssesesssssseseessesesessssssessstsssesessesssesessseseresssssssassssesesessessseseace 24/

LOL APPLICATION. .....teeietseeeeetseseressesesenseseressesesassesesassesesassesesssesesassesssssssnsassesssnssnsessssessssssssssssesssasssensseseensssssensen 24|




02 APPLICABLE PROVISIONS.....0cuuttitiiutteeeeitteeeeeuteeessuteeeeaasseeesassesassssesaaasseeesanssssssnsssessassesesanssssesnnseesesssesesasssseesnnnees Zi
03 TAXPAYER ..eettieeeeutieeeeetteeeeetteeeeeateeeeeeuteeeeauteeaeauteeaaaasteeeansesaeantesaaasseeeaanseeasansneaaansseeesansseassnnseeasntesesanssesesannees 25_>
NN = e T T 25

2) CONSOlIAALEA OFOUD ... .eeitiiiiteiitiieiteeiiteeesteeeiteeeesesessesessesesessassssssesesssssssssesssssnsssesssssnsssessssesesessesensessssssssseses 25

04 TIMELY MAILING AS TIMELY FILING ..eeeeettiteieuttieestteeeesuteeeeeuseeeesasseeeeassesaeassesesansssssassssesesnsesessnnssessassseesansseessnnnes 25
05 TIMELY PERFORMANCE OF ACTS. . uuteeieutiieieutteeeeuteeeeeauteeeeeuseeaesnteeaeaasseeeaanseeasanseeeaassesesansseessnsseeesansesesanseeeesnneees 26
08 Y EAR OF CHANGE . .....ceeieiutiieiettieeeiteteeeatteeeeauteeeaauteeaaaasteeaaaaseeaeanteeaaasseeaaansesassnsseeaansseseaansesaesnsseaaastesasansreeesansees 26
07 SECTION 481(A) ADIJUSTMENT PERIOD ....vvtiiueeeiseiessseessssessssessssessssessssessssssssesssssssssesssssssssssssesssssessseessssssseessees 26
08 UNDER EXAMINATION ....uuteieittieeeiuteeeeestteeesesseeesssseeesesssseesssesassssssesessssesansssessnsssessassesesanssssesnsseessssseseeanssssesnnees 27
D) INUGENEIAN .ttt ettt e e e e te e st eeteesabeeeareesareaanreesabeeenreesareeanreesareannreesnreeanreesareaenreens 27

2) Partnerships and Scorporations SUDJECE 10 TEFRAL..........cueciuieiuiieiieeetieecieeeieeeteeetveeereeetveesreesareesnreesnreas 28
L09 | SSUE UNDER CONSIDERATION. ... ueeeeeeereeesesreseseescsenenesssseesesesentnssnssesetsesenenenssstetstassesensssssesesteesenenessesesestacsens 29
1) UNAEr EXAMUNALION ... .eeivieiteeetee it eeetee it e etee sttt eeseesateesseeessseessseesaseessseessseeanseessseessssesnssessseessseesssnessseesseesns 29

2) BEfOre an apPEAlS OffiCB......ccuueeveie ettt ettt et e etee et eeteeeeteeeeteeeteeesseeesesesseeenresesseeesesensesansesan 31

3) BEFOrE @ TEOEIAI COUI.......uuiiiueeetii et ettt ettt ectee ettt e et e et e e eteeeteeeeteeebeeesseeenseeeseeenbesaseeenseseseesnsesaseennrenan 31

10 CHANGE WITHIN THE LIFO INVENTORY METHOD........ueiiiiutiieiittieiestteeeieuseeeeisseeseasseeesaseseesassseeeasesesannsesesssseees 31
DL DIRECTOR iuttieeeitteeeeeteeeetteeeaeauteeeeasseeeeeanseeaeanteeaeaasseeeeansseaesseeeeaanseeesanseeeenseeeeansseeeaanseeaensaeaeassesesannneassnnnnaasn 32
SN e = 32
DL A PPLICABILITY 1vtteetteetttesteeetetesueeeseeasseeaseeasseeanseeassessnsesassesansesasessnsesensessnsesassessnsesensessnsesensesssesensessnsesesseensseees 32
02 INAPPLICABILITY L..uttittieiteeeteeesseeesesessesessssessssessssessssssssssssssassssessssassssesssssssssssssssssssssssssssssssssssesesssssasesesssssssees 32
1) UNAEr EXAMINALION ...\.ctietiiiiitee ettt ettt ettt et e et e eebeesbesssesseesseesseessenssesssassesssenseenseessesssesseesseesseesseenseenns 32

2) Before an agpeals O Gttt ettt ettt et e et e et e eatesteesbeesreeareereenreenreebeeebeenbeenbeenresnresreesreas 32

3) BEFOIrE A TEUEI Al COUI.......cuiiviieiietiictieeteeeteetectectte st e cteeeteeeteereeseeeseeebeebeeabesnsesssesseesbeesseenseenseenssesessseensennrenns 33

4) CoNSOlidated OrOUD MEMDET L.....eiiiiiiieiie ittt e st e e steeeseesessssesseasseseesseessesrsesasesrsesssassensssssssssessesas 33

5) PartnershipS and S COMPOMALIONS. ........c..eiueiitiitiiteieeieesseesseesseesseesseesseessesssesssessssssssssssnsesssesssesssessesssssesssess 33

B) PriOr CHANGE. ... eiiuiiieiiitiectieec ettt s e st e esteeseeaseesseessessenseenbeesseassesseesbeesseenseenssenssensesssssseessenns 34

7) SECtON 38L(A) tTANSACTION ......cuveevveereeteeteeteeeteeteesteesteeereenseereesseeseeeseenseeseensesssesseesseesseesseenseessesseseenseessenns 34

8) Final year Of trade OF DUSINESS............cuiiiiiiiiiiiiie ettt et eesteeseesssasesaseessesssesssessesssssnsessasas 36
03 NONAUTOMATIC CHANGES. .......cuierersssessssseseseseesssesssesseseasesssesenssseseseassesenssesssssasssassesessssssessesesenesesesseeaeaenens 36
BECTION 5. TERM S AND CONDITIONS OF CHANGE .......c.ooooevteeeeeeeeetereeeeerreeserernserereesesereeseseeseseceeees 36
DL IN GENERAL ....tteeeeeutiee ettt e eetteeee ettt eeeauteeeaauseeaeauteeaaasseeaannseeaesnsesaaansseaeaanseeaeansseaaansteseaansesaesnsneaaentenanansreeasansees 36
02 Y EAR OF CHANGE ... .0eeeiitteieiitteeeeiuteeeeassteeeeauseeesasseesaassseesassssessnsssasasssesesanssssssnsssessssesesanssssssnsssesssssesessnssssesannees 36
03 SECTION 48L(A) ADJUSTIMENT ...vveeretiiseeereresseeesesesseeesesessssesesessssesssesssssnsesessesssesessssssesesssssasesesssemsesessssssress 37
04 SECTION 481(A) ADIJUSTMENT PERIOD ....ccvvieiuveereeeiureeereeesueeeesesessseeesssessseessseessseessseessseesssessnseessseessseesseessseesnsees 37]
D) TNUGENEIAL ...viiiiieciie ettt e e et e et eeteesabeeeaseesabeeesseesabeaasseesabeaasseesaseansseesareeanseesabeeanseesareesnseesns 37

2) Short period as a Separate taXabl € VEAI ............oiviiiiiiiieiiii ettt e eeeeeeseeesreessreesseessreesseessseessseessrees 37

3) Shortened or accelerated adjuSIMENt PENTOUS ........couviiieiiitiiiiieiiie ettt e s e e erreesreeenreesareessreesreessreas 38

05 NOL CARRYBACK LIMITATION FOR TAXPAY ER SUBJECT TO CRIMINAL INVESTIGATION......vceovriuveieeeiereseeeiereneenns 43
06 CHANGE TREATED ASINITIATED BY THE TAXPAYER ....uutiieietiieeittieee ettt e eetteeeeetteeaeanteeaeeanseeasanneeaaasseeaaanseeasannees 43
BECTION 6. GENERAL APPLICATION PROCEDURES........iiiieieieitiesietetesececeieseeesesesseceseseseseeeseseseeeeeeseseseas 43
1 0 P 44
02 FILING REQUIREMENTS......eteieteeeeiuteeeeeeteeeeeueeeaeanteeeeaaseeseanneseesnseeesasseesannsesessnseneeanssesesanseseesnneeeesnsseeeranseeeesnnees 44
1) ADDIICALIONS. .....uvicvieeteeteeteetecteeiteeiteeeteeeteeteeseeeseeeseenbeeabesssesseesseesseesseenseensesseeassanseensennsenssesssesseesreesseeseensennes 44

2) Waiver of taxable year filing requirement.. ... 45

3) Timely duplicatefiling requirement ... 45

) LADE] ....veevieiceeeteeeteeeee ettt ettt ettt e et e teeateetaesbeeareeabtartaneeereebeenbeenbeentesheesbeesreereenreenreenreereenreens 46

5) SONAUI FEOUINEBMENES ... ettt ettt sttt 47

B) VBN © 10 fil@ COPY ...eiiuiiiiiiiiiii ittt et e eeeesseessessseseeaseesseessesaeesreesrsesssensssasssnsessessssesesas 48

7) INO USET FEE.... ittt et it et et et e et e eteesbeessesssesseesseesseesseeassanssesseasseaseenssenseessesaeeshsesaseaseeasssassensssssssnsesaess 49

8) Single aEEIication for certain consolidated QrOUDS .. 50

9) Additional copies required where SCope restriCtioNS WaIVED ...........ccuveereeereeireeireireieeiieesreeereeereeiseeseeseesseeas 50
03 TAXPAYER UNDER EXAMINATION .. tectstesessesesesteossteeesestesesesseetsessesessretseseseestsesetsesseeessssesesesseesseseesesessesesesaeseses 51




D) TN OENEI A ettt ettt ettt e s sseeaeeesteessaneseassasesasantesesannreessanesesasntesesanenesssnnereseanresesaes E&

AR e A I e e 2

3) 120-day WINAOW PETTOU ......eeeieviieieetiieitteeeeettieeeeetteeesetaeeaesateeesessessssseassssseessasessesasssssssssesssassssssnsssessssenesan 53

) CONSENE OF TITECLON ...ttt it e e s st esesstesssseseesssseessassessssansseessasssesesssesssassssessnsssesesssssssassssssssnres 53

5) Changes 1acking QUAIT PIrOLECLION. .........c.ueeeiieeieieeeiieeeieeeeeeteieeeetiesseaeeasseseeessssesessssesesssssreessssesesssssressssseees 55

04 TAXPAYER BEFORE AN APPEALS OFFICE .....uuuvieiittieeeeutiieseasiessasetessassssssasssssssasssesssssssssasssssssssssessssesesssssssessssens S5

05 TAXPAYER BEFORE A FEDERAL COURT .....coiuuttriieseiiiiurertresssesaassssssesssssasssssssssssssssssssssssssssssssssssessssssmssssssessesss 56

06 COMPLIANCE WITH PROV ISION S, .. utttttttttiiesussteettessiessssesssesssssasssssesssssssasssssssssssssaassssesstsstsasisssstteseiamissssreesseaies 56
BECTION 7. AUDIT PROTECTION FOR TAXABLE YEARSPRIOR TO YEAR OFCHANGE.................. 57|
DL IN GENERAL ....uuttttiieieeeieittteeeeesesaausseeesesssaaanssesssesssasanssssssesssesassssesesssssanssssesesesssassnssesesesssansnssesssesssesasssssesesenesnn 57
02 X CEPTIONS. .. .uuttteteiisiiisseeeeesessiassssssessssssasssssesssssssessnssssssesssessnssssssssesssasssssssssssssasssssssssssssasnsssnsssssssinsssssssesseeies 57

1) Change not made or made imProPerlY ... 57

2) Change TN SUD=-MIEINO0. ...ttt ettt e et e et s stessabesssesssbessnreesnresssessnresssessnsessnnessnres 57

3) Prior year Service-iNtiated ChANOE ..........ueicviiiiiicie ettt tee et e e et s e sreeeebesesreeesbeeesneeesneas 5_8

4) Criminal INVESHGALION ......cieisieititisis ittt sttt b bbb bbbt 58
BECTION 8. EFFECT OF CONSENT .....iiiietieieieiriseeeteseteeeeserssesseessesesesesesssssssasssscsesssessssssesesesesssssasasseseseserererasaes 58|
DL TN GENERAL ....uuututiiiiiiiieittttiiteeesasssteetsesssasssssesssesssasssssesssasssesanssssssssssssanssssssssssssanssssssssesssanssssesssesssesssssssseessesinn Eﬁ
02 RETROACTIVE CHANGE OR MODIFICATION .. .uututttesiieieuurereresseesassssseresssssassssssssssssesssssssssssssesssssssssessssssmssssseesesss 59
BECTION 9. REVIEW BY DIRECTOR ..iiiieieieitieststeteteteesieseseseesseseeeesessssststaseseseessessssssssessesessssasseseesesesessssses 60|
DL IN GENERAL ..vveeeeeeiieeeeeeeeeeeeeeeateeeseueeeeseseeeassnsesesanseeseannnesessnsesesansssesaansesessnsesesanssesesassesessnsesessssserseenseesesmssees 60
02 CHANGES NOT MADE IN COMPLIANCE WITH ALL APPLICABLE PROVISIONS .....ccooiiiiiiiiiiiiieieiiieieeeeeeeieeeeeeeneeeaenene s 61

[N N e N e e e e NS T oY = N 1o N I — 62
BECTION 10. REVIEW BY NATIONAL OFFICE ...ioiiiieieieieteteteesesesesesesesesesesesesesesesesesesesseesseeesesesesssesseesaenses 62|
DL TN GENERAL ..uuttttiiiiiiiieiteteieseessesusteeesesssassnssesssesssassnssesssssssssanssssssssssssanssssssssssssasssssesssssssensssesssesssssssssssssessessn 62
02 INCOMPLETE APPLICATION t1tiiiiiiieitttiitiesiiesiussesttesssassssesssesssesasssssssssssssasssssesssssssasssssssssssssasssssssssssssesssssssseesseasns 62
(RO N RV L= 62

2) Failure to provide additional infOrMAIION. .........cccuiiiiieiiiiiiii e esee e e s eaeeessnreesessseressssneessssreeas 63

03 CONFERENCE IN THE NATIONAL OFFICE ...cieiuvtttiieiiiiiiutereiesssssasssseeesssssasasssssesesssssmnsssssssssesmmsssssessssssmmsssseesesss 63

04 NATIONAL OFFICE DETERMINATION ......uuviiiieueriesiteieseastesssesrsesssesessassssesasssssssassssssassssssansssessssssssssssssssassssessssens 64

1) CONSENE NOL GEANTEM .......vveeiieviieieeeie e iteieeeetteeeeeteeessteeeeassteeesessseassabesasasssesssasssaassasesasanssesssanssssssnsenasasssssssanes 64

2) ADPPICALION CHANGED. ... ittt e et e ettt e e st eseetteeseassetessssseessasseeesasssesesbaeessasseeasansaeeesassneasasbanasas 65
BECTION 11. APPLICABILITY OF REV. PROCS. 2001-1 AND 2001-4......ccovotstssssesesecesesessesesesesesesseeseasas 65|
IBECTION 12. INQUIRIES........oootiteeeteeeeeeeeeeeeeeeeeeeeeeeeseeeeeeeseeeeseesesessnesesesnssneessnsssessnesnenessessenssnesnensenesnenssnesnenes 65|
ISECTION 13. EFFECTIVE DATE .ttt ttsteteteteieteteststetteseesseseseseesseeeeeesesesesstassesessessssseseseseseessssasaesesesesessessasasae 65|
DL IN GENERAL ..vveeeeeetiieeeeeeeeeeeeeseuteeeeeueesesseeeassnseeesasseeseannneeessnsesesasssesssansesessnsesesanssesesassesessnnesessssseresemseesesmssees 66
02 TRANSITION RULES ....ceeeuviieiteieeeiuteeeseeseeeeeasseeesssseeesasssesesassesessssesesasssesssasssesssnsesesanssesesassesessnsesesssssesesansereesnsres 6§
OIS = Y NI S U = = — 67
BECTION 14. EFFECT ON OTHER DOCUM ENTS. .. 0. teiuitirtrirsiessesereeireeseesesasceesesssessessseseseeeessssesseseseseseessssssaes 68|
BECTION 15. PAPERWORK REDUCTION ACT ..ooovoveeeteeeeeeeeseeeeeeveveesereeeesesecesseneeneseerenesrsnensseeneeseenessrceenees 63|
DRAFTING INFORMATION .....cotitieeeeeeeeeeeeeeeeeseeeeeeeeeeeeesesssasesesesesessnesessssessesssasessssnsssssssessessessesssssessssnsensessessessees 69|
| =N DT 72|

BECTION 1. COMMODITY CREDIT LOANS (8§ 77) wviviiieeeiiisieessssesissssesssssessssssessssessssnssssssssssssssssssnsssssssssssssens 72|




[01 TREATING AMOUNTS RECEIVED AS LOANS. .....cvcurrieeeseeseseressesessssesesasssenssnsessssssnesssesnssssssnssssessenssessenssesssssesssses 72

é&)escription OF CHANGE AN SCOPE ...ttt ettt eeeetee e et e eeteeeeteeeeteeeteeeseeeseeesesaseeensesessesenresan 2

2) Scope [imitationS INAPPIHICADIE ........c..oecuviiiieectii ettt ettt e et e etteeeteeeabeaeareesareeenreesabeeenreesarens 72

3) Manner Of MAKING CRANGE. .......ccuiiiiiiiiiiiei ittt e it ee ettt e steeeetesesseeeseseasesesesessesesesessseesesessesesesesssssnsess 72

LO2 RESERVED. ...ttt eeeeeesessesesesesesesasensesesesesnsesnsnsnsasesasassaesnsnsnsnsnsnsnsnsasstsesesesnsnsnsnsnsnsnsnsntstsssssnsnsnenenenes 72

BECTION 1A. TRADE OR BUSINESS EXPENSES (8§ 162) .......cuvvviveieieieiececeveeeeesesesesesesesesessessssssesesessesescnses 72|

01 ADVANCESMADEBY A LAWYER ON BEHALF OF CLIENTS -- DESCRIPTION OF CHANGE AND SCOPE..................... 73

02 YEAR 2000 COSTS -- DESCRIPTION OF CHANGE AND SCOPE........uueiiiittiiiiitteeeiiteeeeeiteeesassreseesseeeesssseeeaassseesannees 73

03 AIRCRAFT MAINTENANCE COSTS ... ttttiittiteiuteeeeiuteeeeesteeeeeausesaessseeeaaasseeeaassssssssnssessassesesanssssesnseesessseseeasssseeennees 73

1) DESCIIPLON OF CHANGE .....veeivieeeeeteeeee ettt e e eteesteeeteesabeeenreesareeeneeesaseennseesareeanseesnreeneeens 73]

2) YEAI OF CRANGE. ....ccviiiiteeeetie et eetieeetee ettt eetteeeteeeeteeeeteeeateeeabeeeaseeenbeseasesensesanseesnsesansessnsesanseesnsesanseesnsesesssennsennn 74

3) Scope [imitationS iNAPPHCADIE .......c.eiiiiiiiiiici et et et eeereeeareesreessseesseessreesseesssesssseessres 74

) TTANSIION FTUIE.....ui ittt ettt e et e sttt e et e sabeeesseessbeeesseessbeesnseessseeesseessbeesnseesareeenseesnresenseesaresensessnres 74

LO4 1SO 9000 COSTS....erureeeeeesererrsesererseseressesesesseseressesesessesssessesesassesssassssnsassesssssesessssesssssrssssssssnsasssensseseensssesenses 75|

1) DESCIIPLON OF CHANGE .....veeiuvieeiieitie ettt st et e st e et e sabeeeateesabeeeaseesabeessseesaseeasseesaseaasseesareansenesns 75

2) Scope limitationS iNAPPHCADIE ......c.eiiiiiiieieii ettt et eeateeesbeeseeessseeeseessreesseesssessseessres 75

[05 TRACK STRUCTURE EXPENDITURES.........ovueesessesesesesesesesessesesessssssnsnsnsnsnsnsnsnsnsssssesnsnsnsnsnsnsnsnsssssssssnsnsnsnsnsnsnsnss 75

1) Description Of ChaNQge QNG SCOPE. ....cc.veeivieereeiteeeetieieteeeeteeeeteeeeteeeeteeeeteeeeteeeeseeseseeeseeeaseeeseeessesensesesseeensesens 75

2) YEAI OF CRANGE. ....ccvviiiteeetieeetieeeteieette ettt eeteeeeteeeeteeeeteeeateeeabeeeaseeesesesesensesaseeansesansessnbesanseesnsesanseesnsesesssennsennn 76

3) Scope [imitationS iNAPPHCADIE ......c.eiiiiiiieiici ettt e etbeeeteeeareesseesnseesseessreesseesssessseessrees 76

4) Special filing requirements for CertaiN taXPAYES........vvecveiiiieeieeicieeeee ettt ee et e esreeesreeesbeeesseeesrreesseeesnes 76

5) Manner Of MAKING CRANGE. ........c..eocueeitiieetieeetie ettt ettt e etee ettt eeteeeeteeeereeeeseeesseeeasesasseesresesseesaresessesensesan 76

6) AUAIT PIOLECHION ......viiiitieeetie ettt ettt ettt eetee ettt eetee ettt eeteeebeeesseeeaseeeaseeensesaseeansesansessnsesanseeansesanseesnsesesseenseenn 78

[7) Effect Of CONSENt . . 78

166 RESTAURANT SMALLWARES PACKAGES. .....cciiutttiiiitteieiitteeeeateeeeassseeesassessesssssssasssssesassseesassssesensssesassssesassseeesmnses 78

1) DESCIIPON OF ChANGE .....veiivieieeitieeee ettt e ettt e sttt e eseeesabeeeareessseesnseesnseessseesareessseessreessseesns 78]

éé‘cope [iMitatioNS INAPPHCADIE .......veeeeeeivieeee ettt e et e et e eteeeteeeabeesbeesnbeeereesnreesseesnrens @

3) SECtiON 481(2) AUIUSIMENT ... .eecviieitieeetiieetieeeteeeetee ettt eeteeeeteeeeteeeateeeeseeesesesseessesassesssesasseesnsesenseessesenseesnsennn 79

ST N ==Y N Y = = R X Y —— 79|

| 101 CHANGE FROM RESERVE METHOD TO SPECIFIC CHARGE-OFF METHOD -- DESCRIPTION OF CHANGE AND SCOPE... 79

(02 RESERVED........utieeiiuteieeeetieeeeetteeeeeuteeeeaeuteeeeauseeaeauteeaaaasseeeaansesasantesaaaasseeeaanseeasansseeaasseeesansssessnsseeessnseseeannseeesansees 79

BECTION 1C. AMORTIZABLE BOND PREMIUM (8§ 171)...c.cccouiuieeieieiiiiecereeeteeiseseeseesteessesessseseensseseessseseennns 79|

[0l REVOCATION OF § 171(C) ELECTION ..vueeeiuierereresesceerenesseseseesesenenssnnsesesesesenenensessesseaescsesenensnsetsesesenenenseseaeenees 79

1) Description Of ChaNQe QNG SCOPE .....ecveiitiiiiei ittt e et e et e et eeeteseebeeeresebeeereeeaseesseesaseessesesseeensesens 79

2) REVOCALON OF ElECHION ...ttt ettt et e ettt e eteeeeteeeeteeebeeaeseeesesesseessesenseeenresesseesresensesansenen 80

3) Manner of Making the ChANGE............ocuviiiieectii ettt ettt ettt ete e et e e eteeebeeeeseeenbeeeaseeenbesenseennrenan 80

) AQitiONAl FEOUINEIMIEINES ... ueiitiiitieit et ee et e it eeeseesabeeeseessseeeseesssessaseessseeesssessssssnseesasesenseesnsesensessssssssseessses 80

5) AUAIT PIOLECHION ...ttt ettt e et e e steeebeeesbeeebeseseeesseseseeenseseseeenseseseeensesesesensesessneesseses 81

= = 81
SECTION 2. DEPRECIATION OR AMORTIZATION (8§ 56(A)(1), 56(G)(4)(A), 167, 168, OR 197, OR |

RN N 81|

101 | MPERMISSIBLE TO PERMISSIBLE METHOD OF ACCOUNTING FOR DEPRECIATION OR AMORTIZATION..................... 81

1) DESCIIPLON OF CHANGE ...ttt ettt e e eteesateeeteesabeeenreesaseeenseesaseennseesnreeanseessreenneeesns 81

2) SOOI ..t teeeteeectte ettt eette ettt e ette ettt eabae e beeeabaeebeeabeeebetebeaenbeeebaeenbetabaeenbetenbaeenbetenbaeenbesebaeenbeseanreebeeeanreenrenn 82

3) AAItiONAI FEQUITEMENTS......cueiiitiiiieiiitie et eiteeeiteeeiteeesteeeteeeasesesesessssesssseasssarsesesssssnsesessssessesessesssesssssssnsess 87

4) SECtiON 481(Q) AOJUSIMIENT ......veiitiectieitieet ettt e et e st e e ereessbeeesseessbeeesseessreeeseesnresenseesnreesnreessres 91

5) BASIS AUJUSLMENT.........ccueeeviieeieeeetiie ettt ettt e etee ettt eeteeeteeeeteeenbesesseeensesanseeansesassesesesanseeanresesseeensesesseeenseen 92

6) Meaning of depreciation AllOWADIE.............cccui ittt et et e et e eabeeereesabeeenreesareas 92

IQZ;PERM ISSIBLE TO PERMISSIBLE METHOD OF ACCOUNTING FORDEPRECIATION. i 95

1) DESCIIPLON OF CHANGE .....veiiviiiieiit ettt e e st e et e e subeesseeesaseeessessaseesaseesaseessssesassessssesaseessssessseesnssens 95

) SOOI ..ttt ettt etee ekttt ettt et e ettt e etee e bt e e beeeabe s e beeeabe s e beeea b e s e b e e ea b et esseeeabesenEeenbe s e reeeabe s e nneenresesnnsereseanreerrees 95




3) ChANOES COVENEU .....eiiiiiiiii ettt ettt et e et e e e eteeebeeesbeeesbeseseeeaseseseeensesesseeenseseseeensesesesenresessnessseses 98

4) AQDItIONA] FEOUINEIMENES ... .eecuvieieteeeeeeeieteeeteeeitteeetteestteeetteesureeeseeessreeesseessreeasseessseessseessseessesessseesseeessseeneeens 101

5) SeCtioN 481(2) AOJUSIMENT .......cccviiiiieeeitiieetieeeteeeeteeeeteeeeteeeeteeeeteeeeteeeeseeessseeaseeesseeeaseeessseesseeessseensseessseenseeesens 103

[ [O3 SALE OR LEASE TRANSACTIONS ....c.cereieererereseescscnerensneeeseesesenensnsssssessesenesenesesassesestncsenenesssstesesenenesensessaeesens 103

1) Description Of ChaNQE AN SCOPE ......cuviiitiiiiiiiieeete ittt et st e e ettt e sbeeeabeesbeessreesreesnreseseesnreesseesnres 103

2) Manner of Making the ChANGE.............ocuuieieeeetiieeeeeeti ettt eee e et eeeeeetveeeaeeesteeesaeeessreeeseeessreesneeenns 104

3) NO QUAIE PrOEECHION. ......eeetiiiitieeitieeetieeetieeetee ettt eeteeeteeeeteeebeeeeseeeabeseaseesaseeeseesaresanseesnsesanseesnresanseesaressseesnres 105

[ 104 MODERN GOLE COURSE GREENS.......coueisterereescscnenensneseseesesenensnssssseessesenesenesssassesestncsenenssssstesesenenenenseseaesesens 105

1) Description of ChaNQe QNG SCOPE .....ecuviiiiieiiieiieeee ittt eet e e st e e esreesbeeeareesbeeesreesreesnreseseesnreesseesnres 105

2) ADAItIONAI FEQUITEIMIENTS......cveeeveieeeeeetiiecteeeeteeecteeeeteeeeteeeeteeeeteeebeseeseeenreseaseesnreeaseesnresenseesnresenseesnreesnseesnres 106

| BECTION 2A. RESEARCH AND EXPERIMENTAL EXPENDITURES (8§ 174) ...vccovvvevevereevveevereevena 106|

[ [01 CHANGES TO A DIFFERENT METHOD OR DIFFERENT AMORTIZATION PERIOD.......c.eueetetecsiesesesesecsesencnensesescsescsces 106

1) DESCIIPLION OF ChANGE .....veiivieciieiieeciiect ettt ee et e st e eeteeessreessesessseeseeessseeasesesseessesessesenseees 106

S o) oL T T P T PP PP P PP PP PPPTo 107

3) Manner of Making the ChANGE.............ocuuiiiieeitii ettt ettt ettt et e et eteeeeteeeeseeesteeeeseeessreeeseeessreesseeesens 109

) AQDItiONA] FEOUINEIMENE. ... uviiieiiiiieeitee ittt eette e ittt eeteeestseesseeesaseessssessssessssessssessssessssessssessssessssessssessssessssesssesss 110

5) NO QUAIT PrOLECLION. ... eeitiiieeeitii ettt ee ettt e st e et e eeteeebeeesseeeabeeeseeenresaseessresenseessresenseesnresenseessressseesnres 110

A 110

| BECTION 2B. COMPUTER SOFTWARE EXPENDITURES (§§ 162, 167, AND 197) ......ccccooovvrururrnnnnee. 110|

01 DESCRIPTION OF CHANGE ... .tteiiitieieitseeeeesteeeeaseeeessseessassesesassssassasssesaassssesanssssssssssesesssesesansessssnsesesssssssesssees 110

(02 SCOPE ....teieeiteee ettt e e eteeeeeateeeeateeeeeuseeaeasteeaeasseeeesasseeeeasseseensesaesnseeeaeasseeeeanneeeesnsseeeeasseeeeanneeeeansreeeeanrreeeannres 111

O3 INAPPLICABILITY eetieeeteeeeetteeeeetteeeeetteeaeeuteeeeeatteeeensseaaaasteeaaanseeaesnseeaaaasseeeaanseeasanseeeeassesesanseeesansesesennsesesannees 111

04 STATEMENT REQUIRED......ccccuttieeeitteeeietteeeeauteeeeaaseeeeauseeaaasteeasasseeaeansseaaaasseseaanseeasansseeaassesesansesasansesesansseeesnnsees 111

[ SECTION 3. CAPITAL EXPENDITURES (§ 263) ...oiveiieiiieii e 112]

[ [0 PACKAGE DESIGN COSTS ....cuuiuiiieieieieieieieiessiessesesesesssesasssssassssssessssnsnsnsnsssnessnssssesesesesssnsasnsssnsstssstsssssesnsnenenens 112

1) Description Of ChaNQE QNG SCOPE .....ccuviiiiiiiiiiitiecte ittt eet e st e e ettt e sbeeeareesbeeesreessreesnressseessreesreesnres 112

2) ADAItIONAl FEQUITEIMIENTS......cveeeviieeeeeeieeeeteeeteeecteeeeteeeeteeeteeeeteeenbesesseeenteseaseesnseeaseesnreseseesnressnseesressnseesnres 112

| 102 LINE PACK GAS; CUSHION GAS.....veuveveveueeteeeueereeseseteeseeseseesessesessesseseeseseseesensesessesseseesesseseesessesessesseseesenseseesens 113

1) Description Of ChaNQE QNG SCOPE .....ecuviiiiiiiiiiitieiie it e et e st eeeteeibeeesseesseessseesseessseesseesnsesssessnsesssseesrees 113

2) ADAItIONAl FEQUITEMENTS......cuieiitiiiiieeitie ettt see et e et eeeteeeeteeesbeeesseeeabesaaseessbesaseessresenseesnreseseessressnseesnres 113

R SN S 113

1) DESCIIPLON OF CHANGE ......eeiuvieeiie ittt cteee e st e et e e stbeeeteeessbeeeseeesseeesesessseenseseseeenseseseensenas 113

2) AAItIONAI FEOUITEIMENTS......iuiiiitiiiieeiit e ettt ee et e eesteeetesessesessesssseesasessseesssesssessasesesessasesesseessessnseesnses 114

3) Scope [imitationS iNAPPIICADIE .. ...ttt sttt et e et e e ettt e sueeeebeeesseeessseesneeessseesnneessseeanneesnns 114

| BECTION 4. UNIEFORM CAPITALIZATION (8 263A) c.veeeoeeeeeeeeeeeeeeeeeeeeseeeeeereseeeeseeeeeeseseesesneeeeesecneesnceeeees 114|
01 CERTAIN UNIFORM CAPITALIZATION (UNICAP) METHODS USED BY SMALL RESELLERS, FORMERLY SMALL |

RESELLERS, AND RESELLER-PRODUGCERS.........0eeiiiutiteiitteeeiteeeeaasteeaeaassesesassesaaassssesaassssesansssssasssssesassssessnssesssssseeesans 115

1) Description of ChaNQE QNG SCOPE ......cuviiiiieiiiiitiecie ittt eet e e st e e etteesbeeeareesreeesreesreesnreseseesnreesseesnres 115

2) DEFINITIONS ... eecuveeetieeetieeetieeetee et e etee ettt eeteeeeteeeeteeeteeeeseesasesaaseesntesaseesnseseseesntesanseesntesenseesnresenseessesenseennses 116

3) SeCtion 481(2) AUUSIMENT .......cccveiiiuieeiteieetie ettt eceeeeteeeetteeeteeeeteeeeteeeeseeessseeaseeesseeeaseeessseenseeessseensseessreessseesens 118

) MUIIDIE CNANOES ... ettt e et e e stteeeteeesuseeesseessseeasseesssseesssessseessssessseeanssessseessssessseesnseesns 118

D) EXAIMIDI ...ttt ettt ettt et et e bt e et e e e sbeeea b e e eseeea b e e e s eeea b e e e b e e ea b e e e aneeea b e s enreeenbesenneeenbesenreenresenneenres 119

| [02 CERTAIN UNIFORM CAPITALIZATION (UNICAP) METHODS USED BY PRODUCERS........c.ocovieecereesecersesecssesenaeses 124

1) ADPIICADITTEY ..ttt ct e ettt e et e et e e st eeeueeesabeeeseeessbeeseeessseaseeesaeensesesseensesenseeanseeesnreennreas 125

2) INAPPITCAINITY ..vveitiiiiiict ettt ettt e st e et e e esteeesbesesseeesseesseesasessseesasessaseesasesenneesabesenneesasesenssssses 125

D) DIEFINMITION. ...ttt ettt e et et e ettt e steeeabeseseeeabeeeseeenbeesaseeeabesenneeenbesenreeenbeeenneeenbesenneeenresenneesres 125

) MUILIDIE CRANGES ...t ee et e et e e st e eeteeesabeaesseesareeesseesaseansseessseensesessreenseeessreennseens 125

| 03 CERTAIN UNIFORM CAPITALIZATION (UNICAP) METHODS USED BY TAXPAYERS IN A FARMING BUSINESS. ...... 126

| (1) Descriptionof change and SCOPE ... 126

2) YEAI O CNANGE. ....eiviiiitiiiitiiiitee et eitee ettt eeteeeteessteesssesesseesasesaseseasessssesasessseesasessaseesasssensessasesenssesnsesesnsssses 126

3) Scope [imitationS iNAPPHCADIE .......c..eiiiiiiiiec ettt e et e esteeesbreesneeessreessreessreesnseesnns 126




4) Manner of making change; AUt PrOLECHION .........c.ueeeeeeiieieeeeiieeeteieeeetieeeeeeeeeseteeeeeseeeesssseeesssseeeesasseeesssnees 126

DI Y e e 127

04 CHANGE TO NO LONGER CAPITALIZE RESEARCH AND EXPERIMENTAL EXPENDITURES UNDER UNIFORM |

CAPITALIZATION (UNTCAPY) .....oiiiiiiiiiiii ettt e e e steeeteeessssessesessssesesessseesssessseeasssessssesnssessseessseesns 127
1) Description Of ChaNQE AN SCOPE ......cuviiitiiiiiiiieeete ittt et st e e ettt e sbeeeabeesbeessreesreesnreseseesnreesseesnres 128
2) Manner of Making the ChANGE.............ocuuieieeeetiieeeeeeti ettt eee e et eeeeeetveeeaeeesteeesaeeessreeeseeessreesneeenns 128
3) NO QUL PrOEECLION. ... eeeitiieitieeitiieetieeeteeeeteeeeteeeeteeeeteeeeteeebeeeeseeeabesaseesabeeeseesabesanseesnsesanseesnresanseesaressseesnres 128

SE

CTION 4A. LOSSES, EXPENSESAND INTEREST WITH RESPECT TO TRANSACTIONS

BETWEEN RELATED TAXPAYERS (8 267)....c.uuuiiiiuiiiiitieeeeeie e eeteeeseeeeeseesassaesassssssssssssesessssssesssssseess 129
01 CHANGE TO COMPLY WITH § 267 ....vvveiuveetiieeeeeeetieeeeeeeeteeeeeeeeeteeeateeesteeesseeesseeassesessesesseeessesennesessesesneeessseesseeesnes 129
02 RESERV ED ... eeiiuttiiisseisssissssisssesssesasssessseeassseasssoasseesssoassesasseeasseeasseeas s s oas s e oAt s e eassesassseaseesaseesanessasesennnesaressannsssnns 129

[ BECTION 4B. DEFERRED COMPENSATION (§ 404) ..ottt iiesesesiese s enssessenss s e s snssssnenees 129|

| 101 CHANGE TO COMPLY WITH 8 A0A(A)Y(LL) .coveoeveeeeeeeeeeeeeereeeeeeseeeeneseenesesnceesesneneseenenesnenenesrencnesneneesecrenees 129

1) Description Of ChANGE ANG SCOPE .......c..eeuveeeeeereeeteeeteeeteiteiteeiteeeteeeteeeteesreeseeeseesseesseensessessseeseesseensessesssesseess 129

2) Section 481(2) adjUSIMENT PEITOU. ......ccueiireieeiieiieeiteeeteeteeteeteeeteeeteeeteeeteeresaeesseeeseeaseenseessesssesseesreesseesseenns 130

3) NO AUIT I OLECHION. ...ttt et et st eesteesteeseseseesssesseessesseesseessesssesssesasesssenssenssssssessessenssessesssssssessses 130

| |02 DEFERRED COMPENSATION ...vovoveeveeeeveeeeeeeesesereseseeeeseeeeesreeeeesreneeseeeeeseenenesnceesesncnsnesreneseenensaeencneseeneneeesrenesce 130
1) ADPDHCADINTTY ...ttt et e et e steestaesteeeseenseeneeeseaseenseensesnsesseesseesseeseenssanseeseeeseessenss 130

2) INAPPHCADITIEY ...t 132
[ BECTION 5. METHODS OF ACCOUNTING (§ 446) ... iuiuieiieieieiiie i ieessse s sessseseensssss s sess s s snsnessenees 133]
| [01 CASH ORHYBRID METHOD TO ACCRUAL METHOD w...v.vcevevseeeveesesereeseceeseseeneeesncessrsncnssesneessesneneseencnesneneneseenenees 133
1) Description of change AN SCODPE ....vevveveeteeteeteeteeeeiteesteeeteeeteereesseeseesseesseesesasessesneesseesseenseeseensesneessenss 133

2) SECtiON 481(A) AUJUSIMIENT .......cueeetieerietieiteeteieeiteecteeeteeeteeteeseeeteeeteeeteesessesneesseeaseeseenseessesssesseesseesreesseeneen 136

3) Change to a special method of ACCOUNEING. o 137

4) Coordination with section 13.01 of the APPENDI X for short-termobligations...................oo........ 137

| 102 MULTI-YEAR SERVICE WARRANTY CONTRACTS.....vseveverseesererseeseessresneeesnesneessneenessnssnenssnssneesenesneneenesneeseneenens 138
1) Description of change and SCOPE ......viii it 138

2) Manner of making the ChaNGE. ... 138

03 MULTI-YEAR INSURANCE POLICIES FOR MULTI-Y EAR SERVICE WARRANTY CONTRACTS -- DESCRIPTION OF |

CHANGE AND SCOPE ......vtietteieteeesteeesteeesseeesseeessesessesesssssssesessssessssessssessssessssensesessssesssessssensssessssensesessseessseessseesssessns 139
1) AP CADINTTY ..ottt ettt ettt e e e testeesteesteeeseenseeneeeseeseenseensesnsesseesseesseeseenssensseseeeseessenss 139

2) NPl CADNIEY 140

3) DESCription Of MELNOU ... ...iiiiiiiiiiicc ettt eabeeaeesseesreeeseeseenssssssesseassenssesseessssssesses 140

| |04 INTEREST ACCRUALS ON SHORT-TERM CONSUMER LOANS -= RULE OF 78S METHOD ....eovveeeveeeeverserecesececnees 140
1) Description of change and SCOPE ......uiii i 141

2) BaCKONOUNG 141

3) Manner of making the Change. ... 142

| |05 SMALL TAXPAYERS CHANGING TO OVERALL CASH METHOD .v..v.veveveeeveeseeersesecerseseeeeseseeesseseenesrencessnenceeseerenees 143
1) Description of changg ................................................................................................................................. 143

2) Scope [imitations iNAPPICADIE ... ..ot 143

3) Manner of making the change. ... 143

4) Automatic changes to treating inventoriable items as nonincidental materials and supplies under Rev. Proc.
0T O 143

| |06 NONACCRUAL-EXPERIENCE METHOD ......veveeveveteerteteereseseereseteessseseeseseseesssessesesessesesensesesensssesesssesenssseseosssesennne 144
1) ADRDICADINTTY ...ttt ettt et e eete e e eabesssesseesssesseesseessssassessesssenseesseensesheesbeesreenssennsenssersessnssreess 144

2) 1napPHCADI Y o 144

3) Scope [imitatioNS INAPPRIICADIE .......ccvveveeieieiee ettt e e st e s eesteeereeebeenreenreensesseesreesreesseennes 144
| BECTION 5A. TAXABLE YEAR OF INCLUSION (8 451) .....cvcvvveveveeeeeeeeeeeeteeeseeeeneteteenseeeeneeetesseeseessnesenns 144|

[ 101 ACCRUAL OF INTEREST ON NONPERFORMING LOANS ........coeeuiuisieseseseessesenessnessssesesessnestnsntssesesesesenesensesesssescsens 144

1) Descriptionof change and SCope ... 144

2) SECHON 481(Q) AUJUSIMENE ...ttt eeteeeetesceteeeeteseeseeesbesessesessesessesessesessesessesessesesseseesesesreseseeesnes 146




| 102 CASH ADVANCES ON INSURANCE COMMISSIONS......v.evoveersevseeeeseeseeeesesseeesessneeeseesneassessneesessneasenesneeeeesnensenesnens 146

_é) DESCIIPLON Of CNANGE ....vvecuveeietieeeeeeteeete et eetee et e e tee et e e eeteeebeeeeteeeabeeeaseesnbeseaseeensesanseeensesensesensesessessnresan 14§

2) YEAI OF CRANGE. .....cvviiitieeitiieetie et eeteeeeteeeetee ettt eeteeeteeeeteesbeeeaseesnbesaaseeanbeeaseesnbesanseesabessnseesatessnseesaresanseennres 147

3) Scope [imitationS iNAPPHCADIE .......c.eiiiiiiiiiic ittt e ettt esaeeesseeesseeessseessesessseessseessssesnseenns 147

4) Manner of making the ChaNOE.........cc.uiiiuiiiiiiececec et e e e e ebeeebeeesbeeenreeereesreeans 147

| |03 ADVANCE RENTALS -- DESCRIPTION OF CHANGE AND SCOPE .......evevsvcesersesereesesessesesseesesesseseessesecnsseseessessensses 148
| BECTION 6. OBLIGATIONSISSUED AT DISCOUNT (8§ 454) .vvouieieieiieeteiseerseeseensesesssestessesesensessenens 148
[ [01 SERIESE, EE ORI U.S. SAVINGS BONDS.......ceeeceerinerreeeeesesenensnssseseessesenenenesessesesestnesenenssssseesesenenenenseseaeesces 148
1) Description of ChaNQe QNG SCOPE .....ecuviiiiieiiieiieeee ittt eet e e st e e esreesbeeeareesbeeesreesreesnreseseesnreesseesnres 148
2) Manner of Making the ChANGE.............ocuuieieeeeriieeeeeetieeee ettt et eetteeeeeeetveeeaeeesteeeeseeessreeeseeessreesneeesnns 149

] R = T 150
[ BECTION 7. PREPAID SUBSCRIPTION INCOME (§ 455) ..t tteieieieieseetstettesesesesesesesesececesesesessessscessssssssass 150|
| |01 PREPAID SUBSCRIPTION INCOME.......vveeveveeseeereeserersesereseseresseseseeseseceeseseenesesnensseseessesesnsseseeesecneesneneseseeneees 150
1) Description Of ChaNQE QNG SCOPE .....ccuveeivieeieeiiieeieecteeetee et eeteeseteeeteeseteeesbeesseeenreesseesnresenseesnreesnseesres 150

2) Manner of Making the ChANGE.............oiuuiiiieiitii ettt ettt et e ettt eeteeeeteeeeaeeesteeeeseeessseeaseeessreesseeesens 150

[ |02 RESERVED.. .. tuiseieierereeeseerersreeseesterssseessteseseesssseseresesseseasesssessessese st seasscseresesesaeseaseesesesssneseseessserereresssssasaeasaces 151
| BECTION 7A. SPECIAL RULESFOR LONG-TERM CONTRACTS (§ 460) ....cevieiceieireieesesesesesesececesesees 151]
| [01 CHANGE TO COMPLY WITH FINAL REGULATIONS UNDER 8§ 4680 ........c.vcvveeecereesecereesesereesesesseseeersesecensesessseseeaeses 151
1) Description Of ChaNQe QNG SCOPE ......c.ueeivieeiie et cteeetee et e eteesteeeteesteeeabeesbeeeareesseesnbeeenseesnreesseesnrens 151

2) YEAI O CNANGE. ....eiviiiitiiiitii it et e et ee et e e e eteeeteessteesssesesssesasesesessasessseesasessaseesasessaseesasesensessasesenssesasesesnnsssses 152

3) Manner Of MAKING CRANGOE. .......cc.uiiiiiiitiieiie ettt e et e et e esteeesueeesseeesseeesseeesseeessseessseessseessseessssesnseenns 152
4) Scope limitatioNS INAPRPHCADIE ........c.ueeiveeeiiecieeeie et eet et e e eteeenteeeebeeebeeenseeensesenseeensesan 152]

5) NO QUL PrOIECHION. .......eeiviieetieeitiieetieeetieeetee ettt eeteeeteeeeteeebeeeeteesabeseaseesnbeeaseesasesanseesnresanseesnresanseesaressseesnres 152
|_[02 CHANGE FROM EXEMPT-CONTRACT METHOD TO PERCENTAGE-OF-COMPLETION METHOD ..o 152]
1) Description Of ChaNQE QNG SCOPE .....ecuviiiiiiiiiiiiieite e iteeet e e st eeeteesbeeesseesseessseesseessseesasessnsessnsessnsesssseesnress 152
2) Manner Of MAKIiNG CRANGOE. ... ...ccuuiiiiiiiiieiieect ettt eeee ettt e et e esteeesteeesseeesseeessreesseeessseessssessseessseessseesnseesnns 153|

3) NO QUAIL PrOLECHION. ......eeeviieieeeetieeetieeeteeeeteeeeteeeeteeeteeeeteeeteeeeseeensesenseesnreeeaseesnresanseesnreseseesnresenseesressnseesnres 153
| BECTION 8. TAXABLE YEAR OF DEDUCTION (8 461) w..vcuvivieeeeiieieeeistieeeestseeivseseeeeesesssesessssessessessssessessenes 153]
[ [01 TIMING OF INCURRING LIABILITIES FOR EMPLOYEE COMPENSATION w..eevecuurureseseeseseecsensesesesescsesenenenseseeescsens 153
1) Self-insured employee mediCal DENEFITS. ... ..cc.viiviiiiiiceec et e e e sreesareas 153

2) AMOUNES tAKEN INEO ACCOUNL .....c.vvieeeeetiieeiieeeteeeeteeeeteeeeteeeeteeeeseeeeteeeeseeesseeeaseeeaseeesseeessseessesessseesneeessreesseesnes 154

02 TIMING OF INCURRING LIABILITIES FOR REAL PROPERTY TAXES, PERSONAL PROPERTY TAXES AND STATE INCOME

T A ES ..ot iutteieittiee ettt e e euteeeesteeeeesteeeeasseseeeasseeeeasteee e nneeeeenneeeeeanteseenneseeinnneeeentesetansesetinnseeeeanteseeanreee e nneeeeantreeesnns 154
1) DESCIIPLON OF CHANGE .....veiivieeiiiieecee ettt ee et eetbeeeteeessreessesessseesesessseeseeesseessesessesenseses 154
2) SCODE .ttt ettt ettt e ettt e e tee ettt eetee e teeeatee e beeeataeeabeeeabeeeabee e beeanbesereeenbeeenreeenteeenreeenteeenreeantesenreeenteeenneeenres 155

3) AMOUNES tAKEN INEO ACCOUNL .....c.vvievieeviieeieeeeteeeetee ettt eeteeeeteeeeueeesseeesseeesreeaseeeseeensesesseesseeessseensseessseensseesens 156

03 TIMING OF INCURRING LIABILITIES UNDER A WORKERS COMPENSATION ACT, TORT, BREACH OF CONTRACT, OR |
TOLATION OF LAW ....0eeeiuttieeittieeeetteeeeeuseeeesateeeeesteeeeaseseesusseeassseee e sseseesnsseaaessseeesnseseesnsssessnssseesansssessnnneeessnsenesenns 156
1) Description Of ChaNQE QNG SCOPE .....ccuveeiuvieeeieeivieeieeeteeetee et eeeteeseteeeteeseteeenbeesseeenreesseesnresenreesnreesnseesres 156

2) AMOUNES tAKEN INEO ACCOUNL .....c.vvievieetiieeeieeetieeitteeeteeeeteeeeteeeeseeeaseeeaseeeseeeaseeeseeeasesessseenseeessseensseessseessseesnns 157

[ [04 TIMING OF INCURRING LIABILITIES FOR PAY ROLL TAXES. ....cueuuiuiererereessesenereresessesesesencsensnsesesescsesenenenseseassecsens 158
1) AR CADINTEY Lottt e e ettt e st e e e ueeesub e e ueeeehb e e neeeshr e e nrseehre e be e e breenreerresrreesnreeanreas 158

2) INAPPIHTCADINITY .ottt ettt et e et e eteeeeteeenbeseaseeenseeeseesnteeanseesnresanseesnresenseesnresanseeenres 159

3) RECUITING ITEM EXCEPLION. ......vveetiieeteeetieeetee ettt eeteeeteeeeteeebeeeaseesbeseaseesabeeeaseesnsesanseesnsesanseesnresanseesaressnseesnres 160

4) AMOUNES tAKEN 1NTO ACCOUNL ......iiuviiiiiiitieitii it eeteesteeesteesseeessessseeessesssseessessasssessessaseesssessssesessesesssessresans 160

| |05 COOPERATIVE ADVERTISING. c..ceceveeevveevereesevereeserersesesesesesesseseesseseceeseseenesesncnssesesesesesnsseseeeseeneesnenseseeneees 160
1) Description Of ChaNQE QNG SCOPE .....ccuveeivieeeeeeiieeiee et ceteeeeteeseteeeteesteeeabeesseeenreesseesnresenseesnreesnseesres 160

2) Scope limitationS iNAPPHICADIE ........c..coiuiiiiieectie ettt ettt ettt ettt eeeteeesbeeeeseeessbeeeseeessreeaseeesnns 161
[ L OB DISTRIBUTOR COMM ISSIONS. ...1..eesesesesssrstsssseeesenenenssesstatststseststets testatsestassesesttattststntstats sttt stetsestnertssestttsesens 161]
1) Changes made under ReV. Proc. 2000-38. ..........eiiuiiiiiiiiiiiiieiteeiteeesseesiseessseesiseessseesssesssessssessseessseesssees 161

2) Changes not made under Rev. Proc. 2000-38.........c.uiiiiiiiuiiiiiiiitiieiieeitieeeieeesteeesseeesreeesseeesseeessseessesessseenes 164




[ BECTION 9. INVENTORIES (§ 471 ...ttt iiitieseseieseeeiesssesesessssesssssessesssssessssssssssssessesessesasssssssssssssssesensanaes 165|
L0 CASH DISCOUNTS .. 165
1) Description Of ChaNQe QNG SCOPE ......c.veeivieeieeitieeieecteeetee et eeteecteeeteeseteeeabeesbeeeareesseesabeeenseessreesnseesarens 165

2) Computation of §481 adjustment for changes to net invoice Method............ocvveveiiiiiiiiiiiiiceee 166

3) Computation of §481 adjustment for changesto grossinvoice method.............cocvevvieiiiiiiieiiieiieeeneene, 167

| [02 ESTIMATING INVENTORY w..ooveveieeersesererseseeesseserssesesesseserssesesessesssssessessesssassesessssesnsassessssssesnsassscnssssnsssosssenscs 168
1) Description of ChaNQge QNG SCOPE .....cc.ueeivieeiie ettt et e et eeteecteeeteesebeeeabeesbeeeareesseesaseeenseessreesseesarens 168

2) Scope [imitationS iNAPPHCADIE .......c.eiiiiiiiiiii ittt e ettt eeseeesseeesseeesseeessssessssessseessssesnseenns 169

3) AAItiONAl FEQUITEMENTS......cueiiitiiiiieeitie ettt see e e eeteeebeeeeteeesbeeesseesaresaaseessressseessresenseesnreseseessressnseesnres 169

) AU PFOLECHION.......veeeeeeeieteeeeeee it eeteesiteeetteestteeeteeesuteeeseeesaseeaseeesareeanseessreeasseessseennseessseensesessseensseesnreenreesns 169

D) FUIUIE CRANGE .....eovii ittt ettt ettt ettt e et e et e e eteeeabeeeteeenbeeaseesabeeanseesnbesanseesabesanseesabesanseesabesanseennres 169

[ [03 SMALL TAXPAYER EXCEPTION FROM REQUIREMENT TO ACCOUNT FOR INVENTORIES UNDERS§ 471 ... 170
1) DESCIIPLION OF ChANGE .....veiivieciieiieeciiect ettt ee et e st e eeteeessreessesessseeseeessseeasesesseessesessesenseees 170

2) Scope [imitationS iNAPPIHCADIE ..........cecuvieeeeeeetiieeeeeete ettt ettt etee et e eeteeeeteeesaeeessreeeseeessreesneeesnes 170]

3) Manner of Making the ChANGE.............ocuuiiiieeitii ettt ettt ettt et e et eteeeeteeeeseeesteeeeseeessreeeseeessreesseeesens 170

4) Automatic changes to the cash method under Rev. Proc. 2001-10 ........ccueiiiiiiiiiiiiiiiieeiieiieeeieeireeenreeans 170

| 104 “FLOOR STOCKS” PAYMENTS MADE OR RECEIVED .......c.vcovevsevereesesreeseressesesessesesessesesassesesnsseseeeseeeceseseeeseeneees 171
1) Description Of ChaNQgE QNG SCOPE .....ccuveeiuvieeerieiieeeieecteeetee et eeteeseteeeteesteeeabeesseeenreesseesnreseseesnreesnseesres 171

2) REOUITEIMENTS. .....viitiiictieetieectee ettt e ctee ettt eeteeeteeeeteeebeeeaseesabesaseesnbesanseeanbeeanseesnseeanseesabesanseesabesanseesnresenseennses 171

3) Scope [imitationS iNAPPHCADIE ......c.eiiiiiiiiiic ittt e ettt esaeeesteeesseeesseeessesessseessseessssesnseenns 171

4) Manner of making the ChANOE.........c.uiiiuiiiiiieece et e e e e eebeeebeeesbeeesbeeesreesreeans 171

| |05 QUALIFYING VOLUME-RELATED TRADE DISCOUNTS.......covrveeeeesesersseseseeseseressesessesesssesesesseseenssesecnssesnessessenses 172
1) Description of ChaNQe QNG SCOPE ......c.veeiuieeiie et cteeetee et e eteecteeeteesbeeeabeesbeeeareesseesabeeenseesnreesseesarens 172

2) Section 481 adjUStMeNt. o 172]

| 106 IMPERMISSIBLE METHODS OF VALUATION.......e.ttiesssessiesecsssssasasasasssessuenenesesssssassesssssssssnesensessssassessssssensssnsssas 173
[ BECTION 10. LAST-IN, FIRST-OUT (LIFO) INVENTORIES (§ 472) ...cvouiiiiiiiieieieiesccsrsseneseeseseseneneenes 173|
| 101 C}jANGE FROM THE LIFO INVENTORY METHOD .....uuviieitiieeeietieeeeiteeeeetteeeeeteeeeeeueeeeeenseeasssseeeeanseeeeennseeesaseeens 1@
1) Description Of ChaNQE QNG SCOPE ......c.ueeivieereeitieeieecteeetee et eeteeceteeeteesteeeabeesbeeeareesseesnbeeenseessreesseesarens 173

2) Limitation ON LIFO ElECHION......c..iiiiiiiiiiiiiei ettt est e esteeesseeesseeessesessssessssessssessssessseessssesnseenns 175

3) Effect of subchapter Selection DY COrPOration ............cceeiviiiiiiiiiiiiieiii et sreeesneeeanes 176

4) AQDItiONAl FEOUINEIMENES ... .eeeuvieieveeeeiieiieeeeeeitteeeteesiteeetveesureeetreessreeesseessreeasseessseessseessseessesessseenseeessseenenens 177]

| 102 DETERMINING CURRENT-YEAR COST UNDER THE LIFO INVENTORY METHOD ......cvcovvveererveerereveerereeenenerennans 178
1) Description Of ChaNQE QNG SCOPE .....ecuviiiiiiiiiiiiieiie ittt e st eeteeibeeesseesseessseesseessseesseesnsessssesssseessseesrees 178

2) Manner of Making the ChANGE............ooiuiiiiiiiiiicieec et e st eesteeesbreesaeeessseessreessreesnneesnns 179

| [03 ALTERNATIVE LIFO INVENTORY METHOD FOR RETAIL AUTOMOBILE DEALERS ......covvveesieecreesecersesesensesenanses 179
1) Description of ChaNQe AN SCOPE ......c.ueeivieeiie ettt et e et e eteeceteeeteeseteeeabeesbeeeareesseesaseeenseesnreesseesarens 179

2) Manner of Making the ChANGE...........ooiiiiiiiiiii ettt esteeeeteeeeaeeesteeesseeessseessesessseessseessssesnseenns 179

| 104 USED VEHICLE ALTERNATIVE LIFO METHOD .....eveveeeeveteeeeereesevereeseversesereeseseressesesesesesesseseeesececneseseeeseceeees 181
1) Description Of ChaNQE QNG SCOPE .....ccuveeiuvieeeieeivieeieeeteeetee et eeeteeseteeeteeseteeenbeesseeenreesseesnresenreesnreesnseesres 181

2) ADAITIONAl FEQUITEIMIENES......ccuveiitiiictieeitiieeteeeeteeeetee ettt eeteeebeeeeteesbeeeaseesabeeaaseesabesanseesaresenseesaresaseesaressnseesares 181

3) Scope [imitationS iNAPPHCADIE .......c.eiiiiiiiiiii ittt e ettt e eseeesseeesseeesseeessseessseessseessssesnseenns 181

4) Manner Of MAKING CHANGE. .......eeivieiiiiitieeie ittt e st e et eesteeesressbeeesressreeessessseeessessaseeesseeessesesesesseesaresans 182

5) Concurrent change available for certain [PlC taXDAYEIS ......c..eccuveeeueeeirieeeieeeeteeeeteeeeteeeeeeeeteeeereeeereeesseeennns 183

| |05 DETERMINING THE COST OF USED VEHICLES PURCHASED OR TAKEN ASA TRADE-IN w....vvvvveereveveeveveveenereveenans 183
1) Description Of ChaNQE QNG SCOPE .....ecuviiiiiiiiiiiiieeie it eet e e it eeteesteeesseesreessseesseessseesseesnsesssessnseessseesrees 184

2) Manner of Making the ChANGE...........ooiuiiiiiiiiiiceece ettt e st e esteeesrreeeseeessseessreessreesnneesnns 184

| |06 CHANGE TO INVENTORY PRICE INDEX COMPUTATION (IPIC) METHOD.......covveeereesecereestsersesesereesecensesessseseeanes 185
1) Description of ChaNQge QNG SCOPE .....cc.ueeivieeiie ettt et e et eeteecteeeteesebeeeabeesbeeeareesseesaseeenseessreesseesarens 185

| (2) Manner of makingthe Change ... 186

3) Bargai N PUICNASE ......cueiitiiiieeiiii ettt et et et e et e e esseeeabesesseseasessseesasessseesasessnseesasesensessasesenssesasessneessses 186

| 107 CHANGES WITHIN INVENTORY PRICE INDEX COMPUTATION (IPIC) METHOD ....v.veeveeeveeeeeeseeererseeaenenannc 18§
_é) Description Of ChANGE QNGO SCOPE ........veeveeireeeeeeieteeeeteeeeteeeeteeeeteeeeueeeeteeeeseeeeseeesnreessseesnseessreessseesreessseesnrees 187

2) Manner of MaKing the ChANGE.............ocuuiiiieiitii ettt ettt ettt e et etaeeeteeeeaeeeeteeesaeeessreeeseeessreesseeeens 188




SECTION 10A. MARK-TO-MARKET ACCOUNTING METHOD FOR DEALERSIN SECURITIES |

S 188]

[ LOL RESERVED. ...ttt et eeseneaseeeseseaeseneneasnnsaeaeeseasncsseneseseseacsenensnensesesesenencas 188
02 COMMODITIES DEALERS, SECURITIES TRADERS, AND COMMODITIES TRADERS ELECTING TO USE THE MARK-TO-

ARKET METHOD OF ACCOUNTING UNDER § 475(E) OR (F). vuvvieuviiiueiieueieieeieueieseeeeeeeseesseessssesessessssessssessssessssessns 189

1) Description Of ChANQE ... s 189

) 00 it ittt ettt ehe et et et eeht e eht e ehe e eh et e et eAt s oA s ehE e b e et s oAt e ehE s ehE s b e eh e e eEs et s eht s sheseheeeh e et s et e erssaresaeis 189

[ BECTION 11. BANK RESERVES FOR BAD DEBTS (§ 585) ..tieteceeeiririrersereieeeserereresececsenersesesessesssscsesesesssass 190|

| [01 CHANGING FROM THE § 585 RESERVE METHOD TO THE § 166 SPECIFIC CHARGE-OFF METHOD..........cucvevereee. 190

1) Description of change and SCOPE ......uii i i 190

2) Section 481(8) adjUSIMENT ... 101

3) Change from $ 585 required when electing S corporation Status......coooes 192

| 02 RESERVED......voeeeeeeeeeeeseeeeeeeeeeveeeeeseeeeeeseeeenesreneeseenenesneeeesnenenesneneneseenenesncnesesnensnesreneaesnensaeencnssesnenesrereneses 192

| BECTION 11A. INCOME FROM SOURCESWITHIN THE UNITED STATES (§ 861) ...........cuuuc.......... 192|

01 TRANSACTIONS INVOLVING COMPUTER PROGRAMS.....uvveeiiuteeeieeeeeeieteeeeessesesesssesssassreesassesesssssssssssesessassesesssnees 192

(02 RESERVED ... itttieiettetetesseessssseeesaseessasssesssasseessasssesssaseseseassesseassssessaseeesaasseessasssesssaseeesansseessansneesansanesannsesesannns 193

| BECTION 11B. FUNCTIONAL CURRENCY (8 985) ....o.voeieieeeteteteeeeeeeereeesrereererereeserereeseseesesesesseseseesesnceeeeees 193]

| |01 CHANGE IN FUNCTIONAL CURRENCY ......vovevieeerereeeressessresseessossesssosssesessseessosssesssssssnsssesensssssensssssensssesesseesensns 193

1) Description of change and SCOPE .......ovvieiriec it 193

2) Manner of Making ChaNge. ... 193

| 02 RESERVED.......voeeeeteeeeeeeseeeeeeeeeeeveeeeeseeeeeeneseeeseeneeseenenesneeeesnenenesnenenesnenenesnceesesnensnesrenesesnensaeencnssesnenssrereneses 193

| BECTION 12. ORIGINAL | SSUE DISCOUNT (88 1272, 1273) ..oveieeeeereteeeeessereteseeessrensesesnsesnensesesanns 193]

| 101 DEMINIMIS ORIGINAL ISSUE DISCOUNT (OID) ...uvuveveerreeireteteeeeeeteeeeteteeeeteeeeeeteteeteteeereteesetereenenetensssesenenesennans 193

1) Description of change and SCODE ... 193

2) Manner of maki ng tHE CHANOE. ...t e e st s e s sbesssresssessssessssesssresans 194

3) ADAItIONAl FEQUITEIMIENTS......cveeeviiieeieetii e eteeeeteeeateseeteesatesesessssessssessnsessnsessssesssseesnsessssessnsesssseessesssseesnses 19§

) NO QUAIT PIOLECEION. ..ecvviiieeiieeiieietieetieeitteeeteeestteeesesesseeeesesesseeeasesesseeessesesseeassesessesessesessesessessssesearessssessaenesns 195

[ L 02 RESERVED .....iuiuitieieiestitiececesesesesestseseseseseseseseesasseseasssssestatasssessesseseseseasseseaesesssaeseaesesesessssssestsessesesesessessseseeases 195

[ BECTION 12A. MARKET DISCOUNT BONDS (§ 1278) .....uiuitiieiecieiuirsesesesesecesesessseseeeesencnssseseseessscsesenessses 195|

| [01 REVOCATION OF § 1278(B) ELECTION w.v.vveeveeeereeeeeeveesecereeseeesseseeeesesneeesesnenseeencessesnensseesenssneneneseenenesreneeseeneees 195

1) Description of change and SCOPE ... 195

2) Revocation Of €leCtion .. 196

3) Manner of making the Change. ..o 196

4) AQDitiONAl FEOUINEIMENES .....veieueiiieiieeteieieeeeteiestteeeseiesaeeeesesesseeeesesssseeessesessesessesessesessessssesesreseseseaessssesssseresne 196

D I e = 1o A TP R 197

[ |02 RESERVED.. . etuiseieieiestetereeeeeseeeseesseeseseseseseseseetseeeeessssseseseeeaseseeesese st et asaesesesesseaeseaeeeaesesseseseseseaesesesesesssssseseseases 197

[ ISECTION 13. SHORT-TERM OBLIGATIONS (§ 1281) ...ovveuvueeveeseeeeeeeev v 197

| [01 INTEREST INCOME ON SHORT-TERM OBLIGATIONS........cevovseeereesesereeseeeesesnenseeencessesnenssesseesseeneneseenceesneneesrerenees 197

1) Description of change T e oI R T ———— 197

2) Section 481(a) adiUSEMENE PEIIOM...........iiceeiereieeeeeieteeceteeeeteecereeeereseereeesseseasesesseseesesessesessesssseseeessssesssresesses 199

| 102 STATED INTEREST ON SHORT-TERM LOANS OF CASH METHOD BANKS .......cvcveeeeeeseseseseensncnceenseesseseenseenencnceene 199

1) Description of change ANO SCOPE vt eeteeeeteeeeseeeetesesseesasesssseeeasesesneesanesessessneessssessssessssessnsessssessnsessns 199

2) Change FOr PIIOF TAXADIE YEAIS ...ttt ettt e et ee et e et eeebeeebeeebeeesbesebesesbeseresesres 200

3) Section 481(a) adjUSEMENE PEIIOM..........viieueeiereieeeeieteeeeteeeeteecereeeeteseesesesseseasesesseseasesessesessesssseseeessssesssesesses 201




§ 1

SECTION 1. PURPCSE

Thi s revenue procedure provides the procedures by which a
t axpayer may obtain automatic consent to change the nethods of
accounting described in the APPENDI X of this revenue procedure.
This revenue procedure clarifies, nodifies, anplifies, and
supersedes Rev. Proc. 99-49, 1999-52 |I.R B. 725. It also
consol i dates automati c consent procedures for changes in several
net hods of accounting that were published subsequent to the
publication of Rev. Proc. 99-49, and provides new automatic
consent procedures for changes in several other nethods of
accounting. A taxpayer conplying with all the applicable
provi sions of this revenue procedure has obtai ned the consent of
t he Comm ssioner of Internal Revenue to change its nethod of
accounting under § 446(e) of the Internal Revenue Code and the
| ncone Tax Regul ations thereunder.
SECTI ON 2. BACKGROUND AND CHANGES

.01 Change in nethod of accounting defined.

(1) Section 1.446-1(e)(2)(ii)(a) of the Incone Tax
Regul ati ons provides that a change in nmethod of accounting
i ncludes a change in the overall plan of accounting for gross
i ncome or deductions, or a change in the treatnment of any
material item A material itemis any itemthat involves the

proper tinme for the inclusion of the itemin incone or the taking
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§ 2
of the itemas a deduction. |In determ ning whether a taxpayer's
accounting practice for an iteminvolves timng, generally the
rel evant question is whether the practice permanently changes the
anount of the taxpayer's lifetine incone. |If the practice does
not permanently affect the taxpayer's lifetine incone, but does
or could change the taxable year in which incone is reported, it
involves timng and is therefore a method of accounting. See
Rev. Proc. 91-31, 1991-1 C B. 566.

(2) Although a nethod of accounting may exist under this
definition wthout a pattern of consistent treatnment of an item
a nethod of accounting is not adopted in nobst instances w thout
consistent treatnment. The treatnent of a material itemin the
sanme way in determning the gross incone or deductions in two or
nore consecutively filed tax returns (w thout regard to any
change in status of the nethod as perm ssible or inpermssible)
represents consistent treatnent of that itemfor purposes of
§ 1.446-1(e)(2)(ii)(a). If a taxpayer treats an itemproperly in
the first return that reflects the item however, it is not
necessary for the taxpayer to treat the itemconsistently in two
or nore consecutive tax returns to have adopted a net hod of
accounting. |If a taxpayer has adopted a nethod of accounting

under these rules, the taxpayer may not change the nethod by
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§ 2
amending its prior incone tax return(s). See Rev. Rul. 90-38,
1990-1 C B. 57.

(3) A change in the characterization of an itemmy al so
constitute a change in nethod of accounting if the change has the
effect of shifting incone fromone period to another. For
exanpl e, a change fromtreating an itemas incone to treating the
itemas a deposit is a change in nmethod of accounting. See Rev.
Proc. 91-31

(4) A change in nethod of accounting does not include
correction of mathematical or posting errors, or errors in the
conputation of tax liability (such as errors in conputation of
the foreign tax credit, net operating | oss, percentage depletion,
or investnent credit). See § 1.446-1(e)(2)(ii)(b).

.02 Securing pernmission to nake a nethod change. Sections

446(e) and 1.446-1(e) state that, except as otherw se provided, a
t axpayer nust secure the consent of the Comm ssioner before
changi ng a nmethod of accounting for federal inconme tax purposes.
Section 1.446-1(e)(3)(i) requires that, in order to obtain the
Comm ssioner's consent to a method change, a taxpayer nust file a
Form 3115, Application for Change in Accounting Method, during
the taxable year in which the taxpayer wants to nake the proposed

change.

-12-



§ 2

.03 Terns and conditions of a nethod change. Section

1.446-1(e)(3)(ii) authorizes the Conm ssioner to prescribe

adm ni strative procedures setting forth the limtations, terns,
and conditions deened necessary to permt a taxpayer to obtain
consent to change a nmethod of accounting in accordance with

§ 446(e). The ternms and conditions the Conmm ssioner may
prescri be include the year of change, whether the change is to be
made with a § 481(a) adjustnent or on a cut-off basis, and the

§ 481(a) adjustnent period.

.04 No retroactive nethod change. Unless specifically

aut hori zed by the Comm ssioner, a taxpayer may not request, or
ot herwi se nake, a retroactive change in method of accounting,
regardl ess of whether the change is froma perm ssible or an

i nperm ssible nethod. See generally Rev. Rul. 90-38.

.05 Method change with a § 481(a) adj ustnent.

(1) Need for adjustnent. Section 481(a) requires those

adj ust nents necessary to prevent anmounts from being duplicated or
omtted to be taken into account when the taxpayer's taxable

i ncone is conputed under a nmethod of accounting different from
the nethod used to conpute taxable incone for the preceding
taxabl e year. \Wen there is a change in nethod of accounting to
which § 481(a) is applied, inconme for the taxable year preceding

t he year of change nust be determ ned under the nethod of
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§ 2
accounting that was then enpl oyed, and incone for the year of
change and the follow ng taxable years nust be determ ned under
t he new net hod of accounting as if the new nethod had al ways been
used.

Exanple. A taxpayer that is not required to use inventories
uses the overall cash receipts and di sbursenents nethod and
changes to an overall accrual nmethod. The taxpayer has

$120, 000 of income earned but not yet received (accounts
recei vabl e) and $100, 000 of expenses incurred but not yet
pai d (accounts payable) as of the end of the taxable year
precedi ng the year of change. A positive § 481(a) adj ustnent
of $20, 000 ($120, 000 accounts receivable | ess $100, 000
accounts payable) is required as a result of the change.

(2) Adjustnment period. Section 481(c) and

§§ 1.446-1(e)(3)(ii) and 1.481-4 provide that the adjustnent
required by § 481(a) may be taken into account in determ ning
taxabl e inconme in the manner and subject to the conditions agreed
to by the Comm ssioner and the taxpayer. Cenerally, in the
absence of such an agreenent, the § 481(a) adjustnent is taken
into account conpletely in the year of change, subject to

§ 481(b) which limts the anobunt of tax where the § 481(a)
adjustnment is substantial. However, under the Conm ssioner's

authority in § 1.446-1(e)(3)(ii) to prescribe terns and
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§ 2
conditions for changes in nethods of accounting, this revenue
procedure provides specific adjustnent periods that are intended
to achi eve an appropriate bal ance between the goals of mtigating
distortions of incone that result from accounting nethod changes
and provi ding appropriate incentives for voluntary conpliance.

.06 Method change using a cut-off nethod. The Conm ssi oner

may determ ne that certain changes in nmethods of accounting wll
be made without a § 481(a) adjustnent, using a "cut-off nethod."

Under a cut-off nmethod, only the itens arising on or after the
begi nni ng of the year of change (or other operative date) are
accounted for under the new nethod of accounting. Any itens
arising before the year of change (or other operative date)
continue to be accounted for under the taxpayer's former nethod
of accounting. See, for exanple, sections 1.01 and 7A. 01 of the
APPENDI X of this revenue procedure. Because no itens are
duplicated or omtted fromincome when a cut-off nmethod is used
to effect a change in accounting nethod, no § 481(a) adjustnent
IS necessary.

.07 Consistency and clear reflection of incone. Mthods of

accounting should clearly reflect incone on a continuing basis,
and the Internal Revenue Service exercises its discretion under

§§ 446(e) and 481(c) in a manner that generally mnimzes
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§ 2
distortions of incone across taxable years and on an annual
basi s.

.08 Separate trades or busi nesses.

(1) Sections 1.446-1(d)(1) and (2) provide that when a
t axpayer has two or nore separate and distinct trades or
busi nesses, a different method of accounting may be used for each
trade or business provided the nethod of accounting used for each
trade or business clearly reflects the overall inconme of the
taxpayer as well as that of each particular trade or business.

No trade or business is separate and distinct unless a conplete
and separabl e set of books and records is kept for that trade or
busi ness.

(2) Section 1.446-1(d)(3) provides that if, by reason of
mai ntai ni ng different nethods of accounting, there is a creation
or shifting of profits or |osses between the trades or busi nesses
of the taxpayer (for exanple, through inventory adjustnents,
sal es, purchases, or expenses) so that incone of the taxpayer is
not clearly reflected, the trades or businesses of the taxpayer
are not separate and distinct.

.09 Penalties. Any otherw se applicable penalty, addition
to the tax, or additional anmpbunt for the failure of a taxpayer to
change its nethod of accounting (for exanple, the accuracy-

rel ated penalty under § 6662 or the fraud penalty under § 6663)
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may be inposed if the taxpayer does not tinely file a request to
change a nethod of accounting. See § 446(f). Additionally, the
taxpayer's return preparer may al so be subject to the preparer
penal ty under § 6694. However, penalties, additions to the tax,
or additional anmounts will not be inposed when a taxpayer changes
froman inpermssible nmethod of accounting to a perm ssible one
by conplying with all applicable provisions of this revenue
pr ocedure.

.10 Change nmade as part of an exam nation. Sections 446(b)

and 1.446-1(b)(1) provide that if a taxpayer does not regularly
enpl oy a nmethod of accounting that clearly reflects its incone,
the conputation of taxable inconme nust be nmade in a manner that,
in the opinion of the Comm ssioner, does clearly reflect incone.

| f a taxpayer under exam nation is not eligible to change a
nmet hod of accounting under this revenue procedure, the change may
be made by the director. A change resulting in a positive
§ 481(a) adjustnment will ordinarily be made in the earliest
taxabl e year under exam nation with a one-year § 481(a)
adj ust nent peri od.

.11 Significant changes. Significant changes to Rev. Proc.

99-49 i ncl ude:
(1) The term “applicable provisions” is now defined in new

section 3.02.
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(2) The term “director” as defined in section 3.11 of this
revenue procedure replaces the term¢*“district director” as
defined in section 3.11 of Rev. Proc. 99-49.

(3) The scope exclusion in section 4.02(7), relating to a
t axpayer engaging in transactions to which § 381(a) applies, has
been narrowed to exclude certain transactions under § 381(a).

(4) The consent provisions of section 6.01 have been
clarified.

(5 A new section 6.02(1), clarifying the form and
content of applications, has been added.

(6) The instructions in section 6.02(6)(c) for hand
delivery of applications to the national office have been
modi fi ed.

(7) A new section 6.02(9) has been added, which provides
that where a particul ar change wai ves the scope limtations of
section 4.02 of this revenue procedure, a taxpayer making such a
change that is under exam nation, before an appeals office, or
before a federal court is required to provide a copy of its
application to the exam ning agent(s), appeals officer(s), or
counsel (s) for the governnent, as appropriate. This requirenent
was repeated throughout the APPENDI X of Rev. Proc. 99-49 in each
of the various changes that waived the scope |imtations of

section 4.02. The addition of new section 6.02(9) consolidates
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these various requirenents into a single uniformprovision, and
allows the requirenments to be renoved throughout the APPEND X

(8) A new section 6.03(5) has been added, permtting a
t axpayer under exam nation to change its nethod of accounting
under this revenue procedure if the APPENDI X of this revenue
procedure provides that the audit protection provisions of
section 7 of this revenue procedure do not apply to the change
made by the taxpayer.

(9) A new section 9.02, relating to taxpayers that have
made a change in method of accounting w thout conplying wth al
the applicable provisions of this revenue procedure, has been
added.

(10) Section 10.02(2) has been expanded to clarify the
procedures applicable to a taxpayer that does not qualify for
automati c consent procedures of this revenue procedure because
the taxpayer has failed to provide on a tinely basis the
additional information requested by the national office.

(11) Section 10.04(1) has been expanded to clarify that
in no event will an application under this revenue procedure be
treated as an application under Rev. Proc. 97-27 (or any

successor) .
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(12) The first sentence of section 13.02, relating to the
transition rules, has been rephrased to express nore clearly the
i ntended scope of the rule.

(13) Section 4.01 of the APPENDI X is nodified to include
certain additional uniformcapitalization (UNI CAP) changes by
resellers.

(14) Section 5.01 of the APPENDI X is nodified to all ow
certain taxpayers producing real or tangible personal property to
change fromthe cash receipts and di sbursenments nethod or a
hybrid nethod to an overall accrual nmethod (or to the overal
accrual nethod in conjunction with the recurring item exception
under § 461(h)(3)).

(15) Section 8.01 is nodified by the renoval of
provisions relating to bonuses, which are transferred to section
4B. 02 of the APPENDI X

(16) Section 8.02 of the APPENDI X is nodified to include
personal property taxes and state incone taxes.

(17) Section 13.02 of the APPENDI X is nodified to be
applicable to all cash nethod banks.

(18) The followi ng changes in nmethod of accounting have
been added to the APPENDI X of this revenue procedure:

(a) Section 1 of the APPENDI X, relating to Cormodity

Credit Corporation |oans.
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(b) Section 1A 03 of the APPENDI X, relating to
aircraft maintenance costs.

(c) Section 1A. 04 of the APPENDI X, relating to I SO
9000 costs.

(d) Section 1A .05 of the APPENDI X, relating to
railroad track structure expenditures.

(e) Section 1A 06 of the APPENDI X, relating to
restaurant small wares.

(f) Section 1B.01 of the APPENDI X, relating to bad
debt s.

(g) Section 2.04 of the APPENDI X, relating to golf
course greens.

(h) Section 2B of the APPENDI X, relating to conputer
sof t war e expenditures.

(i) Section 3.03 of the APPENDI X, relating to costs
of retiring or renoving depreciabl e assets.

(j) Section 4.02 of the APPENDI X, relating to uniform
capitalization (UNI CAP) changes by producers of real or tangible
personal property.

(k) Section 4.03 of the APPENDI X, relating to uniform
capitalization (UNI CAP) changes by taxpayers engaged in a farm ng

busi ness.
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(1) Section 4.04 of the APPENDI X, relating to
capitalization of research and experinental expenditures into
i nventory under uniformcapitalization (UN CAP).

(m Section 4A. 01 of the APPENDI X, relating to the
di sal | owance or deferral under § 267 of certain deductions
attributable to transacti ons between rel ated taxpayers.

(n) Section 4B.02 of the APPENDI X, relating to
bonuses and vacati on pay.

(o) Section 5.05 of the APPENDI X, relating to the use
of the cash and di sbursenents nethod of accounting by certain
smal | taxpayers.

(p) Section 5.06 of the APPENDI X, relating to the
nonaccrual experience nethod.

(gq) Section 5A.02 of the APPENDI X, relating to cash
advances of insurance conm ssi ons.

(r) Section 5A.03 of the APPENDI X, relating to
advance rental s.

(s) Sections 7A.01 and 7A. 02 of the APPENDI X,
relating to long-termcontracts.

(t) Section 8.06 of the APPENDI X, relating to

distribution fees of open-end regul ated i nvest nent conpani es.
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(u) Section 9.03 of the APPENDI X, relating to an
exenption for certain small taxpayers fromthe requirenent to
mai ntai n i nventori es.

(v) Section 9.04 of the APPENDI X, relating to
paynents nade or received on “floor stocks.”

(w) Section 9.05 of the APPENDI X, relating to vol une
rel ated trade di scounts.

(x) Section 9.06 of the APPENDI X, relating to certain
i nperm ssi bl e net hods of inventory val uation.

(y) Section 10.04 of the APPENDI X, relating to the
used vehicle alternative LIFO nethod.

(z) Section 10.06 of the APPENDI X, relating to
changes to the inventory price index conputation (IPIC) nethod.

(aa) Section 10.07 of the APPENDI X, relating to
changes within the inventory price index conputation (IPIC)
met hod.

(bb) Section 11A.01 of the APPENDI X, relating to
transactions invol ving comput er prograns.

(cc) Section 11B.01 of the APPENDI X, relating to
functional currency changes.

(19) The followi ng changes in nmethod of accounting have

been renoved fromthe APPENDI X of this revenue procedure:
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(a) Section 8A of the APPENDI X of Rev. Proc. 99-49,
relating to rental agreenents.

(b) Section 10A. 01 of the APPENDI X of Rev. Proc. 99-
49, relating to mark-to-market accounting for nonfinancial
cust oner paper.

(c) Section 12A. .02 of the APPENDI X of Rev. Proc. 99-
49, relating to pools of debt instrunents.
SECTI ON 3. DEFI NI TI ONS

.01 Application. The term"application" includes a Form

3115, or any statenent that is authorized under the APPENDI X of
this revenue procedure to be filed in lieu of a Form 3115, and
any attachnents.

.02 Applicable provisions. The term "applicable provisions"

means all provisions of this revenue procedure pertinent to the
t axpayer or its requested change, including but not limted to:

(1) the scope requirenents and [imtations of section 4
of this revenue procedure;

(2) the ternms and conditions of change in section 5 of
this revenue procedure;

(3) the requirenents regarding the formand content of an
application in section 6 of this revenue procedure;

(4) the filing requirenments of section 6 of this revenue

procedure; and

- 24-



§ 3
(5) the APPENDI X of this revenue procedure, including
(a) the avail abl e changes in nmethod of accounting;
(b) any restrictions on the availability of a
requested change to the taxpayer (including provisions that
render the change inapplicable to the taxpayer); and
(c) any special terns and conditions applicable to a
change, such as the use of a cut-off nmethod or a § 481(a)
adj ustnent, the spread period for any § 481(a) adjustnent, and
the year of change.
.03 Taxpayer.

(1) I'n general. The term "taxpayer" has the sane neani ng

as the term"person” defined in § 7701(a)(1) (rather than the
meani ng of the term"taxpayer" defined in § 7701(a)(14)).

(2) Consolidated group. For purposes of (a) sections

3.08(1), 3.09(1), and 4.02(1) of this revenue procedure (taxpayer
under exam nation), (b) sections 3.09(2) and 4.02(2) of this
revenue procedure (taxpayer before an appeals office), or (c)
sections 3.09(3) and 4.02(3) of this revenue procedure (taxpayer
before a federal court), the term"taxpayer" includes a
consol i dat ed group.

.04 Tinmely mailing as tinely filing. Under the provisions of

section 7502, any form (including an application), statenent, or

ot her docunent required to be filed under this revenue procedure
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is considered tinely filed if it is tinmely postmarked and nail ed,
postage prepaid, to the proper address (or an address simlar
enough to conplete delivery). |If these requirenents are net, the
date of filing is the date of the U S. postmark or the applicable
date recorded or nmarked by a designated private delivery service.

See Notice 2001-62, 2001-40, I.R B. 1. If the requirenents of
section 7502 are not nmet, the form statenent, or other docunent
is considered filed on the date it is delivered to the Service.

.05 Tinely performance of acts. The rules of § 7503 apply

when the last day for the taxpayer's tinely perfornmance of any
act (for exanple, filing an application or submtting additional
information) falls on a Saturday, Sunday, or |egal holiday. The
performance of any act is tinely if the act is perfornmed on the
next succeeding day that is not a Saturday, Sunday, or |egal
hol i day.

.06 Year of change. The year of change is the taxable year

for which a change in nmethod of accounting is effective, that is,
the first taxable year the new nethod is to be used, even if no
affected itens are taken into account for that year.

.07 Section 481(a) adjustnent period. The § 481(a)

adj ustnment period is the applicable nunber of taxable years for
taking into account the § 481(a) adjustnent required as a result

of the change in nethod of accounting. The year of change is the
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first taxable year in the adjustnent period and the § 481(a)
adjustnment is taken into account ratably over the nunber of
taxabl e years in the adjustnment period. The applicable
adj ust ment periods are set forth in section 5.04 of this revenue
procedure.

.08 Under exani nati on.

(1) I'n general.

(a) Except as provided in section 3.08(2) of this
revenue procedure, an exam nation of a taxpayer with respect to a
federal inconme tax return begins on the date the taxpayer is
contacted in any manner by a representative of the Service for
t he purpose of scheduling any type of exam nation of the return.
An exam nation ends:

(i) in a case in which the Service accepts the
return as filed, on the date of the "no change" letter sent to
t he taxpayer;

(ii) in a fully agreed case, on the earliest of
the date the taxpayer executes a waiver of restrictions on
assessnment or acceptance of overassessnent (for exanple, Form
870, 4549, or 4605), the date the taxpayer nmakes a paynent of tax
that equals or exceeds the proposed deficiency, or the date of
the "closing"” letter (for exanple, Letter 891(IN) or 987(DO)

sent to the taxpayer; or
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(ti1) in an unagreed or a partially agreed case,
on the earliest of the date the taxpayer (or its representative)
is notified by Appeals that the case has been referred by the
exam ning agent(s) to Appeals, the date the taxpayer files a
petition in the Tax Court, the date on which the period for
filing a petition wwth the Tax Court expires, or the date of the
notice of claimdisallowance.

(b) An exam nation does not end as a result of the
early referral of an issue to Appeal s under the provisions of
Rev. Proc. 99-28, 1999-2 C. B. 109.

(c) An exam nation resunes on the date the taxpayer
(or its representative) is notified by Appeals (or otherw se)
that the case has been referred to the exam ning agent(s) for
reconsi deration.

(2) Partnerships and S corporations subject to TEFRA.

For an entity (including a limted liability conpany), treated as
a partnership or an S corporation for federal incone tax
purposes, that is subject to the TEFRA unified audit and
litigation provisions for partnerships and S corporations, an
exam nation begins on the date of the notice of the begi nning of
an adm nistrative proceeding sent to the Tax Matters Partner/ Tax

Matters Person (TMP). An exam nation ends:
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(a) in a case in which the Service accepts the
partnership or S corporation return as filed, on the date of the
"no adjustnents” letter or the "no change" notice of final
adm ni strative adjustnent sent to the TMP;

(b) in a fully agreed case, when all the partners,
menbers, or sharehol ders execute a Form 870-P, 870-L, or 870-S;
or

(c) in an unagreed or a partially agreed case, on the
earliest of the date the TMP (or its representative) is notified
by Appeals that the case has been referred by the exam ning
agent (s) to Appeals, the date the TMP (or a partner, nenber, or
sharehol der) requests judicial review, or the date on which the
period for requesting judicial review expires. But see section
4.02(5) of this revenue procedure for certain rules that preclude
an entity fromrequesting a change in accounting nmethod. Also
note that S corporations are not subject to the TEFRA unified
audit and litigation provisions for taxable years beginning after
Decenber 31, 1996. See Snmml| Business Job Protection Act of
1996, Pub. L. No. 104-188, § 1317(a), 110 Stat. 1755, 1787
(1996) .

.09 |Issue under consideration.

(1) Under exami nation. A taxpayer's method of accounting

for an itemis an issue under consideration for the taxable years
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under exam nation if the taxpayer receives witten notification
(for exanple, by exam nation plan, information docunent request
(IDR), or notification of proposed adjustnents or incone tax
exam nation changes) fromthe exam ning agent(s) specifically
citing the treatnent of the itemas an issue under consideration.

For exanple, a taxpayer's nethod of pooling under the doll ar-
value, last-in, first-out (LIFO inventory nmethod is an issue
under consideration as a result of an exam nation plan that
identifies LIFO pooling as a matter to be exam ned, but it is not
an i ssue under consideration as a result of an exam nation plan
that nmerely identifies LIFOinventories as a matter to be
examned. Simlarly, a taxpayer's nethod of determ ning
i nventoriabl e costs under § 263A i s an i ssue under consi deration
as a result of an IDR that requests docunmentation supporting the
costs included in inventoriable costs, but it is not an issue
under consideration as a result of an IDR that requests
docunent ati on supporting the anount of cost of goods sold
reported on the return. The question of whether a nethod of
accounting is an issue under consideration nay be referred to the
national office as a request for technical advice under the
provi sions of Rev. Proc. 2001-2, 2001-1 I.R B. 79 (or any

successor).
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(2) Before an appeals office. A taxpayer's nethod of

accounting for an itemis an issue under consideration for the
t axabl e years before an appeals office if the treatnment of the
itemis included as an item of adjustnent in the exam nation
report referred to Appeals or is specifically identified in
witing to the taxpayer by Appeals.

(3) Before a federal court. A taxpayer's nethod of

accounting for an itemis an issue under consideration for the
taxabl e years before a federal court if the treatnent of the item
is included in the statutory notice of deficiency, the notice of
cl ai m di sal | omance, the notice of final admnistrative

adj ustnent, the pleadings (for exanple, the petition, conplaint,
or answer) or anmendnents thereto, or is specifically identified
inwiting to the taxpayer by the counsel for the governnent.

.10 Change within the LIFO inventory nmethod. A change

within the LIFO inventory nethod is a change from one LIFO
inventory nmethod or sub-nmethod to another LIFO inventory method
or sub-method. A change within the LIFO inventory nmethod does
not include a change in nethod of accounting that could be nmade
by a taxpayer that does not use the LIFO inventory nethod (for

exanpl e, a nmethod governed by § 471 or 263A).
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.11 Director. The term“director” has the same neani ng as
this termhas in Rev. Proc. 2001-1, 2001-1 I.R B. 1 (or any
successor).
SECTI ON 4. SCOPE

.01 Applicability. This revenue procedure applies to a

t axpayer requesting the Comm ssioner's consent to change to a

nmet hod of accounting described in the APPENDI X of this revenue
procedure. This revenue procedure is the exclusive procedure for
a taxpayer within its scope to obtain the Conmm ssioner's consent.

.02 Inapplicability. Except as otherw se provided in the

APPENDI X of this revenue procedure (see, for exanple, section
1.01 of the APPENDI X of this revenue procedure), this revenue
procedure does not apply in the foll ow ng situations:

(1) Under exam nation. 1If, on the date the taxpayer

woul d otherwi se file a copy of the application with the national
of fice, the taxpayer is under exam nation (as provided in section
3.08 of this revenue procedure), except as provided in sections
6.03(2) (90-day wi ndow), 6.03(3) (120-day wi ndow), 6.03(4)
(director consent) and 6.03(5) (changes | acking audit protection)
of this revenue procedure;

(2) Before an appeals office. |If, on the date the

t axpayer would otherwise file a copy of the application with the

national office, the taxpayer is before an appeals office with
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respect to any incone tax issue and the nethod of accounting to
be changed is an issue under consideration by the appeals office
(as provided in section 3.09(2) of this revenue procedure);

(3) Before a federal court. |If, on the date the taxpayer

woul d otherwi se file a copy of the application with the national
office, the taxpayer is before a federal court with respect to
any incone tax issue and the nethod of accounting to be changed
is an issue under consideration by the federal court (as provided
in section 3.09(3) of this revenue procedure);

(4) Consolidated group nenber. A corporation that is (or

was fornmerly) a nmenber of a consolidated group is under

exam nation, before an appeals office, or before a federal court
(for purposes of sections 4.02(1), (2), and (3) of this revenue
procedure) if the consolidated group is under exam nation, before
an appeals office, or before a federal court for a taxable
year(s) that the corporation was a nenber of the group;

(5) Partnerships and S corporations. For an entity

(including a limted liability conpany) treated as a partnership
or an S corporation for federal inconme tax purposes, if, on the
date the entity would otherwise file a copy of the application
with the national office, the entity's accounting nethod to be
changed is an issue under consideration in an exam nation of a

partner, nenber, or shareholder's federal income tax return or an
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i ssue under consideration by an appeals office or by a federal
court with respect to a partner, nenber, or sharehol der's federal
i ncome tax return;

(6) Prior change. |If the taxpayer, within the last five

t axabl e years (including the year of change), (a) has made a
change in the sane nethod of accounting (with or w thout
obt ai ni ng the Conm ssioner's consent), or (b) has applied to
change the sanme nethod of accounting w thout effecting the change
(whet her, for exanple, the application to change was w t hdrawn,
not perfected, not granted, or denied). For purposes of this
paragraph 4.02(6), a change in nethod of accounting does not

i ncl ude the adoption of a nmethod of accounting in the initial tax
return of a taxpayer or in the first taxable year in which the

t axpayer has the itemto which the nethod of accounting rel ates;

(7) Section 381(a) transaction. Except as otherw se

provided in this section 4.02(7), if the taxpayer engages in a
transaction to which § 381(a) applies within the proposed taxabl e
year of change (determ ned without regard to any potenti al
closing of the year under § 381(b)(1)).

(a) No differences in nethods. An acquiring

corporation may change its nmethod of accounting pursuant to this

revenue procedure if the acquiring corporation would be permtted
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to continue to use its prior nethod of accounting under the rules
of §§ 1.381(c)(4)-1(b)(1) and (3)(i) (taking into account the
third sentence of § 1.381(c)(4)-1(b)(4) relating to no prior

nmet hod established by a party to the transaction) or §§
1.381(c)(5)-1(b)(1) and (3)(i) (taking into account the second
sentence of § 1.381(c)(5)-1(b)(4)(i) relating to no prior

i nventory nethod established by a party to the transaction)
because all of the parties to the transaction used the sane

nmet hod of accounting on the date of distribution or transfer.

The change pursuant to this revenue procedure is ignored for

pur poses of determ ning whether on the date of distribution or
transfer the parties to the transaction used the sane nethods of
accounting under § 1.381(c)(4)-1(b) or § 1.381(c)(5)-1(b), and
thus §§ 1.381(c)(4)-1(b)(3)(ii) and (c) and §§
1.381(c)(5)-1(b)(3)(ii) and (c) will not apply.

(b) Separate trades or businesses. An acquiring

corporation may change pursuant to this revenue procedure a

nmet hod of accounting used by a trade or business operated by such
corporation if the trade or business would be permtted to
continue to use its prior nmethod of accounting under the rul es of
§§ 1.381(c)(4)-1(b)(2) or §§ 1.381(c)(5)-1(b)(2). The change
pursuant to this revenue procedure is ignored for purposes of

determ ni ng whether on the date of distribution or transfer the
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parties to the transaction used the sane nmethods of accounting
under § 1.381(c)(4)-1(b) or § 1.381(c)(5)-1(b), and thus §§
1.381(c)(4)-1(b)(3) and (c) and §§ 1.381(c)(5)-1(b)(3) and (c)

wi |l not apply.

(8) Final year of trade or business. |f the taxpayer

woul d be required by section 5.04(3)(c) of this revenue procedure
to take the entire anmount of the § 481(a) adjustnent into account
in conputing taxable incone for the year of change.

.03 Nonautomatic changes. |If a taxpayer is precluded by

ot her than sections 4.02(1) through 4.02(5) of this revenue
procedure fromusing this revenue procedure to nake a change in
met hod of accounting, the taxpayer requesting such a change nust
file a Form 3115 with the Conm ssioner in accordance with the
requi renents of § 1.446-1(e)(3)(i) and Rev. Proc. 97-27, 1997-1
C.B. 680 (or any other applicable Code, regulation, or
adm ni strative provision).
SECTION 5. TERMS AND CONDI TI ONS OF CHANGE

.01 In general. An accounting nethod change filed under this
revenue procedure nmust be made pursuant to the terns and
conditions provided in this revenue procedure.

.02 Year of change. The year of change is the taxable year

desi gnated on the application and for which the application is

tinely filed under section 6.02(3).
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.03 Section 481(a) adjustnent. Unless otherw se provided in

this revenue procedure, a taxpayer naking a change in nethod of
accounting under this revenue procedure must take into account a
§ 481(a) adjustnent in the manner provided in section 5.04 of
this revenue procedure.

.04 Section 481(a) adjustnent period.

(1) I'n general. Except as otherw se provided in section

5.04(3) or the APPENDI X of this revenue procedure, the § 481(a)
adj ustment period for positive and negative § 481(a) adjustnents
is four taxable years.

(2) Short period as a separate taxable year. If the year

of change, or any taxable year during the § 481(a) adjustnent
period, is a short taxable year, the § 481(a) adjustnent nust be
included in incone as if that short taxable year were a full 12-
mont h taxable year. See Rev. Rul. 78-165, 1978-1 C. B. 276.

Exanple 1. A cal endar year taxpayer received permssion to
change an accounting nethod beginning with the 2001 cal endar
year. The § 481(a) adjustnent is $30,000 and the adj ust nent
period is four taxable years. The taxpayer subsequently
receives permssion to change its annual accounting period to
Sept enber 30, effective for the taxable year endi ng Septenber
30, 2002. The taxpayer mnust include $7,500 of the § 481(a)
adjustnment in gross incone for the short period from January
1, 2002, through Septenber 30, 2002.

Exanple 2. Corporation X a cal endar year taxpayer, received
perm ssion to change an accounting nethod beginning with the
2001 cal endar year. The § 481(a) adjustnent is $30,000 and
the adjustnment period is four taxable years. On July 1,

2003, Corporation Z acquires Corporation X in a transaction
to which § 381(a) applies. Corporation Z is a cal endar year
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t axpayer that uses the sanme nethod of accounting to which
Corporation X changed in 2001. Corporation X nmust include
$7,500 of the § 481(a) adjustnment in gross income for its
short period incone tax return for January 1, 2003, through
June 30, 2003. In addition, Corporation Z nust include
$7,500 of the § 481(a) adjustnent in gross income inits

i ncone tax return for cal endar year 20083.

(3) Shortened or accel erated adjustnment periods. The

§ 481(a) adjustnent period provided in section 5.04(1) or the
APPENDI X of this revenue procedure will be shortened or
accelerated in the foll ow ng situations.

(a) De mnims rule. A taxpayer nay elect to use a

one-year adjustnent period in lieu of the § 481(a) adjustnent
period otherw se provided by this revenue procedure if the entire
§ 481(a) adjustnent is less than $25,000 (either positive or
negative). A taxpayer nmakes an el ection under this de mnims
rule by so indicating on the application. For exanple, for a
taxpayer filing a Form 3115, the taxpayer nust conplete the
appropriate line on the Form 3115 to elect this de mnims rule.

(b) Cooperatives. A cooperative within the neaning

of § 1381(a) generally nust take the entire anount of a § 481(a)
adj ustnment into account in conputing taxable inconme for the year
of change. See Rev. Rul. 79-45, 1979-1 C.B. 284.

(c) Ceasing to engage in the trade or business or

term nating existence.
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(1) I'n general. A taxpayer that ceases to engage

in a trade or business or termnates its existence nust take the
remai ni ng bal ance of any § 481(a) adjustnent relating to the
trade or business into account in conputing taxable incone in the
taxabl e year of the cessation or termnation. Except as provided
in sections 5.04(3)(c)(iv) and (v) of this revenue procedure, a
taxpayer is treated as ceasing to engage in a trade or business
if the operations of the trade or business cease or substantially
all the assets of the trade or business are transferred to

anot her taxpayer. For this purpose, "substantially all" has the
sanme neaning as in section 3.01 of Rev. Proc. 77-37, 1977-2 C.B.
568.

(ii1) Exanples of transactions that are treated as

the cessation of a trade or business. The following is a

nonexcl usive list of transactions that are treated as the
cessation of a trade or business for purposes of accelerating the
§ 481(a) adjustnent under section 5.04(3)(c) of this revenue
pr ocedur e:

(A) the trade or business to which the
§ 481(a) adjustnment relates is incorporated;

(B) the trade or business to which the
§ 481(a) adjustnent relates is purchased by anot her taxpayer in a

transaction to which § 1060 appli es;
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(C the trade or business to which the
§ 481(a) adjustnment relates is termnated or transferred pursuant
to a taxable |iquidation;

(D) a division of a corporation ceases to
operate the trade or business to which the § 481(a) adj ustnent
rel ates; or

(E) the assets of a trade or business to which
the § 481(a) adjustnent relates are contributed to a partnership.

(ii1) Conversion to or from S corporation status.

Except as provided in section 10.01 of the APPENDI X of this
revenue procedure, no acceleration of a § 481(a) adjustnent is
requi red under section 5.04(3)(c) of this revenue procedure when
a C corporation elects to be treated as an S corporation or an S
corporation termnates its S election and is then treated as a C
cor poration.

(iv) Certain transfers to which § 381(a) applies.

No accel eration of the § 481(a) adjustnent is required under
section 5.04(3)(c) of this revenue procedure when a taxpayer
transfers substantially all the assets of the trade or business
that gave rise to the § 481(a) adjustnent to another taxpayer in
a transfer to which § 381(a) applies and the accounting net hod
(the change to which gave rise to the § 481(a) adjustnent) is a

tax attribute that is carried over and used by the acquiring
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corporation i medi ately after the transfer pursuant to § 381(c).
The acquiring corporation is subject to any ternms and conditions
i nposed on the transferor (or any predecessor of the transferor)
as aresult of its change in method of accounting.

(v) Certain transfers pursuant to § 351 within a

consol i dat ed group.

(A) In general. No acceleration of the
§ 481(a) adjustnment is required under section 5.04(3)(c) of this
revenue procedure when one nenber of an affiliated group filing a
consolidated return transfers substantially all the assets of the
trade or business that gave rise to the § 481(a) adjustnent to
anot her nenber of the sanme consolidated group in an exchange
qual i fying under § 351 and the transferee nmenber adopts and uses
t he sane nethod of accounting (the change to which gave rise to
the § 481(a) adjustnent) used by the transferor nenber. The
transferor nmenber nust continue to take the § 481(a) adjustnent
into account pursuant to the ternms and conditions set forth in
this revenue procedure. The transferor nenber mnmust take into
account activities of the transferee nenber (or any successor) in
determ ni ng whet her acceleration of the § 481(a) adjustnent is
requi red. For exanple, except as provided in the follow ng
sentence, the transferor nenber nust take any remaining § 481(a)

adj ustment into account in conputing taxable incone in the
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taxabl e year in which the transferee nenber ceases to engage in
the trade or business to which the § 481(a) adjustnent rel ates.
The § 481(a) adjustnent is not accel erated when the transferee
nmenber engages in a transaction described in section
5.04(3)(c)(iv) or 5.04(3)(c)(v)(A) of this revenue procedure.

(B) Exception. The provisions of section
5.04(3)(c)(v)(A) of this revenue procedure cease to apply and the
transferor nmenber nust take any renmining balance of the § 481(a)
adj ustment into account in the taxable year inmediately preceding
any of the followng: (1) the taxable year the transferor nenber
ceases to be a nenber of the group; (2) the taxable year any
transferee nmenber owning substantially all the assets of the
trade or business which gave rise to the § 481(a) adjustnent
ceases to be a nenber of the group; or (3) a separate return year
of the common parent of the group. |In applying the preceding
sentence, the rules of paragraphs (j)(2), (j)(5), and (j)(6) of
§ 1.1502-13 apply, but only if the nmethod of accounting to which
the transferor nenber changed and to which the § 481(a)
adj ustnent relates is adopted, carried over, or used by any
transferee nenber acquiring the assets of the trade or business
that gave rise to the § 481(a) adjustnent inmediately after
acqui sition of such assets. For exanple, the transferor nenber

is not required to accelerate the § 481(a) adjustnent if a
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transferee nenber ceases to be a nenber of a consolidated group
by reason of an acquisition to which § 381(a) applies and the
acquiring corporation (1) is a nmenber of the sane group as the
transferor nenber, and (2) continues, under § 381(c)(4) and the
regul ati ons thereunder, to use the sane nethod of accounting as
that used by the transferor nenber with respect to the assets of
the trade or business to which the § 481(a) adjustnent relates.

.05 NOL carryback limtation for taxpayer subject to crimna

investigation. Generally, no portion of any net operating |oss

that is attributable to a negative § 481(a) adjustnent may be
carried back to a taxable year prior to the year of change that
is the subject of any pending or future crimnal investigation or
proceedi ng concerning (1) directly or indirectly, any issue
relating to the taxpayer's federal tax liability, or (2) the
possibility of false or fraudul ent statenents nade by the
taxpayer with respect to any issue relating to its federal tax
liability.

.06 Change treated as initiated by the taxpayer. For

pur poses of § 481, a change in nethod of accounting made under
this revenue procedure is a change in method of accounting
initiated by the taxpayer.

SECTI ON 6. GENERAL APPLI CATI ON PROCEDURES
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.01 Consent. Pursuant to § 1.446-1(e)(2)(i), the consent of
t he Conmi ssioner is hereby granted to any taxpayer within the
scope of this revenue procedure to change its nethod(s) of
accounting as described in the APPENDI X to this revenue
procedure. Such consent is granted only for the change(s) of
accounting nmethod and the affected item(s) that are clearly and
expressly identified in the taxpayer's application. Such consent
is granted only to the extent that the taxpayer conplies with al
t he applicable provisions of this revenue procedure and
i npl enents the change in nethod of accounting for the requested
year of change.

.02 Filing requirenents.

(1) Applications.

(a) Form Odinarily, a taxpayer applies for
consent to change a nmethod of accounting pursuant to this revenue
procedure by conpleting a Form 3115. In sone cases, however, the
provi sions of this revenue procedure applicable to a particul ar
change may require or allow a taxpayer to file a statenent in
lieu of a Form 3115 as an application for consent to nake such
change. See, for exanple, § 5.02 of the APPENDI X of this revenue
procedure.

(b) Separate applications. Odinarily, a taxpayer

must submt a separate application for each change in nethod of

- 44-



§ 6
accounting. |In some cases, however, the provisions of this
revenue procedure applicable to particular changes may require or
allow a taxpayer to file a single application with respect to two
or nore changes. See, for exanple, 8 5.05 of the APPENDI X of
this revenue procedure.

(c) Contents. The taxpayer nust submt a conplete
and accurate application. The application nmust clearly and
expressly identify the nethod(s) of accounting to be changed and
the item(s) to which the change(s) applies.

(2) Waiver of taxable year filing requirenent. The

requi renent under § 1.446-1(e)(3)(i) to file a Form 3115 within
t he taxabl e year for which the change is requested is waived for
any application for a change in nethod of accounting filed
pursuant to this revenue procedure. See § 1.446-1(e)(3)(ii).

(3) Tinmely duplicate filing requirenent.

(a) In general. A taxpayer changi ng a nethod of
accounting pursuant to this revenue procedure nust conplete and
file an application in duplicate. The original nust be attached
to the taxpayer's tinely filed (including extensions) original
federal inconme tax return for the year of change, and a copy
(with signature) of the application nust be filed with the
national office (see section 6.02(6) of this revenue procedure

for the address) no earlier than the first day of the year of
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change and no | ater than when the original is filed with the
federal income tax return for the year of change.

(b) Limted relief for |late application.

(1) Automatic extension. An automatic extension

of 6 nonths fromthe due date of the return for the year of
change (excluding extensions) is granted to file an application,
provi ded the taxpayer (A) tinely filed (including extensions) its
federal income tax return for the year of change, (B) files an
anmended return within the 6-nonth extension period in a manner
that is consistent with the new nethod of accounting, (C)
attaches the original application to the anended return, (D)
files a copy of the application with the national office no |later
than when the original is filed wwth the anended return, and (E)
wites at the top of the application “FI LED PURSUANT TO

§ 301.9100-2.”

(i1i) Qher extensions. A taxpayer that fails to

file the application for the year of change as provided in
section 6.02(3)(a) or 6.02(3)(b)(i) of this revenue procedure
will not be granted an extension of tinme to file under § 301.9100
of the Procedure and Admi nistration Regul ations, except in
unusual and conpelling circunstances. See § 301.9100-3(c)(2).

(4) Label.
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(a) In order to assist in processing an application
under this revenue procedure, the section of the APPENDI X of this
revenue procedure describing the specific change in nethod of
accounting should be included in the application. For exanple, a
phrase such as "Section 1.01 of the APPENDI X of Rev. Proc. 2002-
9" should be included on the appropriate line on the Form 3115.

(b) If a taxpayer is authorized under the APPENDI X of
this revenue procedure to file a statenent in lieu of a Form
3115, the taxpayer nust include the taxpayer's nanme and enpl oyer
identification nunber (or social security nunber in the case of
an individual) at the top of the first page of the statenent
under neat h any ot her required |abel.

(5) Signature requirenents. The copy of the application

must be signed by, or on behalf of, the taxpayer requesting the
change by an individual wth authority to bind the taxpayer in
such matters. For exanple, an officer nust sign on behalf of a
corporation, a general partner on behalf of a state |aw
partnership, a nmenber-nmanager on behalf of alimted liability
conpany, a trustee on behalf of a trust, or an individual

t axpayer on behalf of a sole proprietorship. |[If the taxpayer is
a nenber of a consolidated group, an application submtted on
behal f of the taxpayer nust be signed by a duly authorized

of ficer of the commopn parent. See the signature requirenents set
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forth in the General Instructions attached to a current Form 3115
regardi ng those who are to sign. |If an agent is authorized to
represent the taxpayer before the Service, receive the original
or a copy of the correspondence concerning the application, or
perform any other act(s) regarding the application filed on
behal f of the taxpayer, a power of attorney reflecting such
aut hori zation(s) nust be attached to the copy of the application.

In addition, the taxpayer nust attach to the application either
a power of attorney reflecting such authorization(s) or a
statenent thoroughly describing such authorizations(s). A
taxpayer's representative without a power of attorney to
represent the taxpayer as indicated in this section will not be
given any information regarding the application.

(6) Where to file copy.

(a) For a taxpayer other than an exenpt organi zation,
the copy of the application nust be addressed to the Comm ssioner
of Internal Revenue, Attention: CC |IT&A (Autonmatic Rulings
Branch), P.QO Box 7604, Benjam n Franklin Station, Washi ngton,
D.C. 20044 (or, in the case of a designated private delivery
service: Conm ssioner of Internal Revenue, Attention: CC |T&A
(Automatic Rulings Branch), 1111 Constitution Avenue, NW

Washi ngton, D.C. 20224).
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(b) For an exenpt organization, the copy of the
application nust be addressed to the Comm ssioner, Tax Exenpt and
Governnent Entities, Attention: TEGE EQ P.O Box 120, Benjam n
Franklin Station, Washington, D.C. 20044 (or, in the case of a
designated private delivery service: Conm ssioner, Tax Exenpt
and Governnent Entities, Attention: TEGE: EOQ 1111 Constitution
Avenue, NW Washington, D.C. 20224).

(c) The copy of the application may al so be hand
delivered between the hours of 7:00 a.m and 4:00 p.m, to the
courier’s desk at the 12'" Street entrance of 1111 Constitution
Avenue, NW Washington, D.C. A receipt will be given at the
courier’s desk. For a taxpayer other than an exenpt
organi zati on, the copy of the application nust be addressed to
t he Comm ssioner of Internal Revenue, Attention: CC |T&A
(Automatic Rulings Branch), 1111 Constitution Avenue, NW
Washi ngton, D.C. 20224. For an exenpt organization, the copy of
the application nust be addressed to the Comm ssioner, Tax Exenpt
and Governnent Entities, Attention: TEGE: EQ 1111 Constitution
Avenue, NW Washington, D.C. 20224

(7) No user fee. A user fee is not required for an

application filed under this revenue procedure, and, except as

provided in section 6.02(6)(c) of this revenue procedure, the
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recei pt of an application filed under this revenue procedure wl |

not be acknow edged.

(8) Single application for certain consolidated groups.

A parent corporation may file a single application to change an
i dentical nethod of accounting on behalf of nore than one nenber
of a consolidated group. To qualify, the taxpayers in the
consol i dated group nust be nenbers of the sane affiliated group
under § 1504(a) that join in the filing of a consolidated tax
return, and they nust be changing fromthe identical present

nmet hod of accounting to the identical proposed nethod of
accounting. All aspects of the change in method of accounting,

i ncluding the present and proposed nethods, the underlying facts,
and the authority for the change, nust be identical, except for
the § 481(a) adjustnment. See section 15.07(3) of Rev. Proc.
2001-1, 2001-1 I.R B. at 53 (or any successor) for the
information required to be submtted with the application.

(9) Additional copies required where scope restrictions

wai ved. If (a) one or nore of the scope limtation provisions of
section 4.02 this revenue procedure woul d ot herw se preclude a

t axpayer from maki ng a change under this revenue procedure, but
(b) the scope limtation provisions of section 4.02 of this
revenue procedure do not apply to the change sought by the

t axpayer (see, for exanple section 1.01 of the APPENDI X of this
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revenue procedure), and (c) the taxpayer is under exam nation (as
provided in section 3.08 of this revenue procedure), before an
appeal s office, or before a federal court on the date it files
the copy of its application wth the national office, then the
t axpayer nmust provide a copy of the application to the exam ning
agent (s), appeals officer(s), or counsel(s) for the governnent,
as appropriate, at the sane tine that it files a copy of the
application with the national office. The application nust
contain the nane(s) and tel ephone nunber(s) of the exam ning
agent (s), appeals officer(s) or counsel (s) for the governnent, as
appropri ate.

.03 Taxpayer under exam nati on.

(1) I'n general. Except as otherw se provided in the

APPENDI X of this revenue procedure (see, for exanple, section
1.01 of the APPENDI X of this revenue procedure), a taxpayer that
is under examnation may file an application to change a net hod
of accounting under section 6 of this revenue procedure only if
the taxpayer is wthin the provisions of section 6.03(2) (90-day
wi ndow), 6.03(3) (120-day wi ndow), 6.03(4) (director consent), or
6. 03(5) (changes |l acking audit protection) of this revenue
procedure. A taxpayer that files an application beyond the tine
periods provided in the 90-day and 120-day w ndows i s not

eligible for the automatic extension of time and will not be
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granted an extension of tinme to file under § 301.9100, except in

unusual and conpel ling circunstances.

(2) 90-day wi ndow peri od.

(a) A taxpayer may file a copy of the application
with the national office to change a nethod of accounting under
this revenue procedure during the first 90-days of any taxable
year (the "90-day wi ndow') if the taxpayer has been under
exam nation for at |east 12 consecutive nonths as of the first
day of the taxable year. This 90-day window is not available if
t he net hod of accounting the taxpayer is changing is an issue
under consideration at the tine the copy of the application is
filed or an issue the exam ning agent(s) has placed in suspense
at the time the copy of the application is filed.

(b) A taxpayer changi ng a nmethod of accounting under
this 90-day w ndow nust provide a copy of the application to the
exam ning agent(s) at the sane tinme it files the copy of the
application with the national office. The application mnust
contain the nane(s) and tel ephone nunber(s) of the exam ning
agent(s). The taxpayer nust attach to the application a separate
statenent certifying that, to the best of the taxpayer's
know edge, the same nethod of accounting is not an issue under
consideration or an issue placed in suspense by the exam ning

agent (s).
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(3) 120-day wi ndow peri od.

(a) A taxpayer may file a copy of the application
with the national office to change a nethod of accounting under
this revenue procedure during the 120-day period follow ng the
date an exam nation ends (the "120-day w ndow'), regardl ess of
whet her a subsequent exam nation has commenced. This 120-day
w ndow is not available if the nmethod of accounting the taxpayer
is changing is an issue under consideration at the tine a copy of
the application is filed or an issue the exam ning agent(s) has
pl aced in suspense at the tine the copy of the application is
filed.

(b) A taxpayer changi ng a nmet hod of accounting under
this 120-day w ndow nust provide a copy of the application to the
exam ning agent(s) for any exam nation that is in process at the
sane time it files the copy of the application with the national
office. The application nust contain the nane(s) and tel ephone
nunber (s) of the exam ning agent(s). The taxpayer nust attach to
the application a separate statenent certifying that, to the best
of the taxpayer's know edge, the sanme nethod of accounting is not
an i ssue under consideration or an issue placed in suspense by
t he exam ni ng agent(s).

(4) Consent of director.
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(a) A taxpayer under exam nation may change its
nmet hod of accounting under this revenue procedure if the director
consents to the filing of the application. The director wl|
consent to the filing of the application unless, in the opinion
of the director, the nethod of accounting to be changed woul d
ordinarily be included as an item of adjustnent in the year(s)
for which the taxpayer is under exam nation. For exanple, the
director will consent to the filing of an application to change
froma clearly permssible nmethod of accounting, or from an
i nper m ssi bl e nmet hod of accounting where the inperm ssible nethod
was adopt ed subsequent to the years under exam nation. The
guestion of whether the nmethod of accounting fromwhich the
taxpayer is changing is permssible or was adopted subsequent to
the years under exam nation may be referred to the national
office as a request for technical advice under the provisions of
Rev. Proc. 2001-2 (or any successor).

(b) A taxpayer changi ng a nmet hod of accounting under
this revenue procedure with the consent of the director nust
attach to the copy of the application a statenent fromthe
director consenting to the filing of the application. In
addition, the taxpayer nust attach to its application a statenent
certifying that it has obtained the witten consent of the

director to the filing of the application and that the taxpayer
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will maintain a copy of such consent avail able for inspection.
The taxpayer nust provide a copy of the application to the
director at the same tine it files a copy of the application with
the national office. The application nust contain the nane(s)
and tel ephone nunber(s) of the exam ning agent(s).

(5) Changes | acking audit protection.

(a) A taxpayer under exam nation may change its
met hod of accounting under this revenue procedure if the
description of the change in the APPENDI X of this revenue
procedure provides that the change is not subject to the audit
protection provisions of section 7 of this revenue procedure.

(b) A taxpayer changing a nmet hod of accounting under
this section 6.03(5) nust provide a copy of the application to
t he exam ning agent(s) for any exam nation that is in process at
the sane tine it files the copy of the application with the
national office. The application nust contain the nane(s) and
t el ephone nunber (s) of the exam ning agent(s).

.04 Taxpayer before an appeals office. Except as otherw se

provided in the APPENDI X of this revenue procedure (see, for
exanpl e, section 1.01 of the APPENDI X of this revenue procedure),
a taxpayer that is before an appeals office nust attach to the
application a separate statenent certifying that, to the best of

t he taxpayer's know edge, the sanme nethod of accounting is not an
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i ssue under consideration by the appeals office. The taxpayer
nmust provide a copy of the application to the appeals officer at
the sane tine it files a copy of the application with the
national office. The application nust contain the nane and
t el ephone nunber of the appeals officer.

.05 Taxpayer before a federal court. Except as otherw se

provided in the APPENDI X of this revenue procedure (see, for
exanpl e, section 1.01 of the APPENDI X of this revenue procedure),
a taxpayer that is before a federal court nust attach to the
application a separate statenent certifying that, to the best of
t he taxpayer's know edge, the sane nethod of accounting is not an
i ssue under consideration by the federal court. The taxpayer
must provide a copy of the application to the counsel for the
governnment at the same tine it files a copy of the application
with the national office. The application nmust contain the nane
and tel ephone nunber of the counsel for the governnent.

.06 Conpliance with provisions. |f a taxpayer to which this

revenue procedure applies changes to a nethod of accounting

wi thout conmplying with all the applicable provisions of this
revenue procedure (for exanple, the taxpayer changes to a nethod
of accounting that varies fromthe applicable accounting nethod
described in this revenue procedure or the taxpayer is outside

the scope of this revenue procedure), the taxpayer has initiated
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a change in nethod of accounting w thout obtaining the consent of
t he Commi ssioner as required by § 446(e). See sections 9.02 and
10. 04 of this revenue procedure.
SECTION 7. AUDI T PROTECTI ON FOR TAXABLE YEARS PRI OR TO YEAR OF
CHANGE

.01 1In general. Except as provided in sections 6.03(5) or
7.02 or in the APPENDI X of this revenue procedure, when a
taxpayer tinely files a copy of the application with the national
office in conpliance with all the applicable provisions of this
revenue procedure, the Service will not require the taxpayer to
change its nmethod of accounting for the same itemfor a taxable
year prior to the year of change.

.02 Exceptions.

(1) Change not nmade or made inproperly. The Service may

change a taxpayer's method of accounting for prior taxable years
if (a) the taxpayer fails to inplenent the change, (b) the

t axpayer inplenments the change but does not conply with all the
applicabl e provisions of this revenue procedure, or (c) the

met hod of accounting is changed or nodified because there has
been a m sstatenent or omi ssion of material facts (see section
8.02(2) of this revenue procedure).

(2) Change in sub-nethod. The Service may change a

t axpayer's nmethod of accounting for prior taxable years if the
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taxpayer is changing a sub-nmethod of accounting within the
nmet hod. For exanple, an exam ning agent nmay propose to term nate
the taxpayer's use of the LIFO inventory nethod during a prior
t axabl e year even though the taxpayer changes its nethod of
valuing increnents in the current year.

(3) Prior year Service-initiated change. The Service may

make adjustnents to the taxpayer's returns for the sane itemfor
taxabl e years prior to the requested year of change to reflect a
prior year Service-initiated change reported as an issue pendi ng
or in a Revenue Agent’s Report.

(4) Crimnal investigation. The Service may change a

t axpayer's nmethod of accounting for the sanme itemfor taxable
years prior to the year of change if there is any pending or
future crimnal investigation or proceedi ng concerning
(a) directly or indirectly, any issue relating to the taxpayer's
federal tax liability for any taxable year prior to the year of
change, or (b) the possibility of false or fraudul ent statenents
made by the taxpayer with respect to any issue relating to its
federal tax liability for any taxable year prior to the year of
change.
SECTI ON 8. EFFECT OF CONSENT

.01 1In general. A taxpayer that changes to a nethod of

accounting pursuant to this revenue procedure nmay be required to
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change or nodify that nmethod of accounting for the foll ow ng
reasons:

(1) the enactnment of |egislation;

(2) a decision of the United States Suprene Court;

(3) the issuance of tenporary or final regul ations;

(4) the issuance of a revenue ruling, revenue procedure,
notice, or other statenent published in the Internal Revenue
Bul l eti n;

(5) the issuance of witten notice to the taxpayer that
t he change in nmethod of accounting is not in accord with the
current views of the Service; or

(6) a change in the material facts on which the consent
was based.

.02 Retroactive change or nodification. Except in rare or

unusual circunstances, if a taxpayer that changes its nethod of
accounting under this revenue procedure i s subsequently required
under section 8.01 of this revenue procedure to change or nodify
t hat nethod of accounting, the required change or nodification
wi Il not be applied retroactively, provided that:

(1) the taxpayer conplied wwth all the applicable
provi sions of this revenue procedure;

(2) there has been no m sstatenent or om ssion of

material facts;
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(3) there has been no change in the material facts on
whi ch the consent was based,

(4) there has been no change in the applicable |aw, and

(5) the taxpayer to whom consent was granted acted in
good faith in relying on the consent, and applying the change or
nodi fication retroactively would be to the taxpayer's detrinent.
SECTI ON 9. REVI EW BY DI RECTOR

.01 1In general. The director nust apply a change in nethod

of accounting made in conpliance wth all the applicable
provi sions of this revenue procedure in determ ning the
taxpayer's liability, unless the director recommends that the
change in nethod of accounting should be nodified or revoked.
(See section 9.02 of this revenue procedure if a change in nethod
of accounting is made w thout conplying with all the applicable
provi sions of this revenue procedure.) The director wll
ascertain if the change in nethod of accounting was made in
conpliance wth all the applicable provisions of this revenue
procedure, including whether:

(1) the representations on which the change was based
refl ect an accurate statenent of the material facts;

(2) the anpbunt of the § 481(a) adjustnment was properly

det er m ned;
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(3) the change in nmethod of accounting was inplenented in
conpliance with all the applicable provisions of this revenue
pr ocedure.
The director will also ascertain whether:

(4) there has been any change in the material facts on
whi ch the change was based during the period the nethod of
accounting was used; and

(5) there has been any change in the applicable | aw
during the period the nmethod of accounting was used.

.02 Changes not made in conpliance with all applicable

provisions. |If the director determ nes that the taxpayer has not
conplied with all of the other applicable provisions of this
revenue procedure, the director may:

(1) deny the change in nethod of accounting and require
the taxpayer to continue to use the prior nethod of accounting;

(2) deny the change in nethod of accounting and pl ace the
t axpayer on a proper nethod of accounting (see section 2.10 of
this revenue procedure); or

(3) nmake any adjustnents (including the anmount of any §
481(a) adjustnent) that are necessary to bring the change in
met hod of accounting into conpliance with all applicable

provi sions of this revenue procedure.
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The director may inpose any ot herwi se applicable penalty,
addition to tax, or additional anobunt on the understatenent of
tax attributable to the change in nethod of accounting.

.03 National office consideration. If the director

recommends that a change in nmethod of accounting (other than the
§ 481(a) adjustnent) nade in conpliance with all the applicable
provi sions of this revenue procedure should be nodified or
revoked, the director will forward the matter to the national
of fice for consideration before any further action is taken.
Such a referral to the national office will be treated as a
request for technical advice, and the provisions of Rev. Proc.
2001-2 (or any successor) wll be followed.
SECTI ON 10. REVI EW BY NATI ONAL OFFI CE

.01 1In general. Any application filed under this revenue
procedure may be reviewed by the national office. |If the
application is reviewed by the national office, the procedures in
sections 10.02 through 10.04 of this revenue procedure apply.

.02 Inconpl ete application.

(1) 30 day rule. If the national office reviews an

application and determ nes that the application is not properly
conpleted in accordance with the instructions of the Form 3115 or
the provisions of this revenue procedure, or if suppl enental

information is needed, the national office will notify the
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taxpayer. The notification will specify the information that
needs to be provided, and the taxpayer will be permtted 30 days
fromthe date of the notification to furnish the necessary
information. The national office reserves the right to inpose
shorter reply periods if subsequent requests for additional
information are nade. An extension of the 30-day period to
furnish information, not to exceed 30 days, nay be granted to a
taxpayer. A request for an extension of the 30-day period nust
be made in witing and submtted within the initial 30-day
period. If the extension request is denied, there is no right of
appeal .

(2) Failure to provide additional information.

Odinarily, if the taxpayer fails to provide the additional
information on a tinely basis, the application does not qualify
for the automatic consent procedures of this revenue procedure.
If the national office determ nes that the application does not
qualify for the automatic consent procedures of this revenue
procedure because the taxpayer has failed to provide the
additional information on a tinely basis, the national office
will notify the taxpayer that consent to nmake the change in

met hod of accounting is not granted.

.03 Conference in the national office. I f the national

office tentatively determ nes that the taxpayer has changed its
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nmet hod of accounting without conplying with all the applicable
provi sions of this revenue procedure (for exanple, the taxpayer
changed to a nethod of accounting that varies fromthe applicable
accounting nmethod described in this revenue procedure or the
taxpayer is outside the scope of this revenue procedure), the
national office will notify the taxpayer of its tentative adverse
determ nation and will offer the taxpayer a conference of right,
if the taxpayer has requested a conference. For conference
procedures for taxpayers other than exenpt organizations, see
section 11 of Rev. Proc. 2001-1 (or any successor). For
conference procedures for exenpt organi zations, see section 12 of
Rev. Proc. 2001-4, 2001-1 I.R B. 121 (or any successor).

.04 National office determ nation.

(1) Consent not granted. Except as provided in section

10.04(2) of this revenue procedure, if the national office
determ nes that a taxpayer has changed its nmethod of accounting
wi thout conmplying with all the applicable provisions of this
revenue procedure, the national office will notify the taxpayer
that consent to nmake the change in nethod of accounting is not
granted. In no event will an application under this revenue
procedure be treated as an application under Rev. Proc. 97-27 (or

any successor).
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(2) Application changed. |If the national office

determ nes that a taxpayer has changed its nmethod of accounting
wi thout conmplying with all the applicable provisions of this
revenue procedure, the national office, in its discretion, may
all ow the taxpayer (a) to nake appropriate adjustnents to conform
its change in nethod of accounting to the applicable provisions
of this revenue procedure, and (b) to make conform ng anendnents
to any federal incone tax returns filed for the year of change
and subsequent taxable years. Any application changed under
section 10.04(2) of this revenue procedure is subject to review
by the director as provided in section 9 of this revenue
procedure.
SECTI ON 11. APPLICABILITY OF REV. PROCS. 2001-1 AND 2001-4

Rev. Procs. 2001-1 and 2001-4 (or any successors) are
applicable to applications filed under this revenue procedure,
unl ess specifically excluded or overridden by other published
gui dance (including the special procedures in this docunent).
SECTION 12. | NQUI RI ES

Inquiries regarding this revenue procedure may be addressed
to the Comm ssioner of Internal Revenue, Attention: CC: | T&A,
1111 Constitution Avenue, NW Washington, D.C 20224.

SECTI ON 13. EFFECTI VE DATE

- 65-



§ 11
.01 1In general. Except as provided in sections 13.02 and

13.03 of this revenue procedure, this revenue procedure is
effective for taxable years ending on or after Decenber 31, 2001.
The Service will return any application that is filed on or after
Decenber 31, 2001, if the application is filed with the national
of fice pursuant to the Code, regulations, or admnistrative
gui dance other than this revenue procedure and the change in
met hod of accounting is within the scope of this revenue
pr ocedure.

.02 Transition rules. If a taxpayer filed an application or

ruling request with the national office to nake a change in

nmet hod of accounting described in the APPENDI X of this revenue
procedure for a year of change for which this revenue procedure
is effective (see section 13.01 of this revenue procedure), and
the application or ruling request is pending with the nati onal

of fice on Decenber 31, 2001, the taxpayer may neke the change
under this revenue procedure. However, the national office wll
process the application or ruling request in accordance with the
authority under which it was filed, unless prior to the | ater of
February 15, 2002, or the issuance of the letter ruling granting
or denying consent to the change, the taxpayer notifies the
national office that it wants to nake the change under this

revenue procedure. If the taxpayer tinely notifies the national
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office that it wants to nmake the nethod change under this revenue
procedure, the national office will require the taxpayer to nake
appropriate nodifications to the application or ruling request to
conply with the applicable provisions of this revenue procedure.

In addition, any user fee that was submtted with the
application or ruling request will be returned to the taxpayer.

.03 Special rules.

(1) Certain uniformcapitalization (UNI CAP) nethods used

by taxpayers in a farm ng business. For a change in nethod of

accounting described in section 4.03 of the APPENDI X of this
revenue procedure, this revenue procedure is effective for the
t axpayer’s first taxable year ending after August 21, 2000 (in
the case of property that is not inventory in the hands of the
taxpayer) or the first taxable year beginning after August 21,
2000 (in the case of property that is inventory in the hands of
t he taxpayer), whichever is applicable.

(2) Stated interest on short-term|loans of cash banks.

For a change in nethod of accounting described in section
13.02(1) (a) of the APPENDI X of this revenue procedure, this
revenue procedure is effective for taxable years ending on or
after Decenber 31, 2001, and for any taxable year ending before
Decenber 31, 2000 for which the requirements of section 13.02(2)

of the APPENDI X of this revenue procedure are satisfied.
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SECTI ON 14. EFFECT ON OTHER DOCUNMENTS
.01 Rev. Proc. 99-49 is clarified, nodified, anplified, and
super seded.
.02 Reserved

SECTI ON 15. PAPERWORK REDUCTI ON ACT

The collections of information contained in this revenue
procedure have been reviewed and approved by the Ofice of
Managenent and Budget in accordance with the Paperwork Reduction
Act (44 U.S.C. 3507) under control nunber 1545-1551. An agency
may not conduct or sponsor, and a person is not required to
respond to, a collection of information unless the collection of
information displays a valid OVB control nunber.

The collections of information in this revenue procedure
are in sections 6, 10, and sections 1C, 2, 2B, 3, 4, 5, 5A 6, 7,
9, 10, 10A, 12, 12A and 13 of the APPENDI X. This information is
necessary and will be used to determ ne whether the taxpayer
properly changed to a permtted nethod of accounting. The
collections of information are required for the taxpayer to
obtain consent to change its nmethod of accounting. The likely
respondents are the follow ng: individuals, farnms, business or
other for-profit institutions, nonprofit institutions, and smnal

busi nesses or organi zations.
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Drafting Information

The estimated total annual reporting and/or recordkeeping
burden is 13,804 hours.

The estimated annual burden per respondent/recordkeeper
varies from?' , hour to 8%, hours, dependi ng on individual
ci rcunstances, with an estinmated average of 1Y, hours. The
esti mated nunber of respondents is 13,195. The estimted annual
frequency of responses is on occasion.

Books or records relating to a collection of information
must be retained as long as their contents nmay becone material in
the adm nistration of any internal revenue law. Generally tax
returns and tax return information are confidential, as required
by 26 U S.C. 6103.

DRAFTI NG | NFORMATI ON

The principal author of this revenue procedure is Gant D
Ander son of the Ofice of Associate Chief Counsel (lInconme Tax and
Accounting). For further information regarding this revenue
procedure, contact M. Anderson at (202) 622-4930 (not a toll-
free call). For further information regarding the APPENDI X of
this revenue procedure, contact the follow ng individuals (calls
are not toll-free): (1) for changes in nmethod of accounting under
sections 1A 03 and 3.03 of the APPENDI X of this revenue
procedure, Merrill D. Feldstein of the Ofice of Associate Chief

Counsel (Income Tax & Accounting) at (202) 622-4950; (2) for
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changes in nethod of accounting under section 1A 05 of the
APPENDI X of this revenue procedure, Kinberly L. Koch of the

O fice of Associate Chief Counsel (lnconme Tax and Accounting) at
(202) 622-5020; (3) for changes in method of accounting under
section 1A.06 of the APPENDI X of this revenue procedure, Angella
L. Warren of the Ofice of the Associate Chief Counsel (Incone
Tax and Accounting) at (202) 622-4950; (4) for changes in nethods
of accounting under sections 1C 01 and 12A. 01 of the APPENDI X of
this revenue procedure, Christina Mirrison of the Ofice of
Associ ate Chief Counsel (Financial Institutions and Products) at
(202) 622-3950; (5) for changes in nethods of accounting under
sections 2.01, 2.02, 2.04 and 2B of the APPENDI X of this revenue
procedure, Douglas Kimof the Ofice of Associate Chief Counsel
(Passt hroughs and Special Industries) at (202) 622-3110; (6) for
changes in nethods of accounting under section 2A 01 of the
APPENDI X of this revenue procedure, Lisa Shuman of the O fice of
Associ ate Chi ef Counsel (Passthroughs and Special |ndustries) at
(202) 622-3120; (7) for changes in nmethods of accounting under
section 4B.01 of the APPENDI X of this revenue procedure, Norm
Paul of the Ofice of Associate Chief Counsel (Enployee Benefits
and Exenpt Organi zations); (8) for changes in nethods of
accounting under sections 5.04, 6, 12, and 13 of the APPENDI X of

this revenue procedure, WIlliamE. Blanchard of the Ofice of
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Associ ate Chief Counsel (Financial Institutions and Products) at
(202) 622-3950; (9) for changes in nmethod of accounting under
sections 5.05 and 9.03, Cheryl Lynn Oseekey of the Ofice of
Associ ate Chief Counsel (lInconme Tax and Accounting) at (202) 622-
4960; (10) for changes in nethods of accounting under section

5A. 01 of the APPENDI X of this revenue procedure, Tinothy
Sebastian of the Ofice of Associate Chief Counsel (Financial
Institutions and Products) at (202) 622-3920; (11) for changes in
nmet hods of accounting under section 5A. 02 of the APPENDI X of this
revenue procedure, Leo F. Nolan Il of the Ofice of Associate
Chi ef Counsel (Inconme Tax and Accounting) at (202) 622-4970; (12)
for changes in nethods of accounting under sections 9.04, 10.06
and 10.07 of the APPENDI X of this revenue procedure, Jeffery G
Mtchell or Leo F. Nolan Il of the Ofice of Associate Chief
Counsel (I ncone Tax and Accounting) at (202) 622-4930; (13) for
changes in nethods of accounting under section 11 of the APPENDI X
of this revenue procedure, Craig R Wjay of the Ofice of

Associ ate Chief Counsel (Financial Institutions and Products) at
(202) 622-3920 (not a toll-free call); (14) for changes in nethod
of accounting under section 11B of the APPENDI X of this revenue
procedure, MIton Cahn of the Ofice of the Associ ate Chief
Counsel (International) at (202) 622-3870; (15) for changes in

nmet hods of accounting under section 13.02 of the APPENDI X of this
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revenue procedure, WIlliamE. Blanchard or Marsha A. Sabin of the
Ofice of the Associate Chief Counsel (Financial Institutions and
Products) at (202) 622-3950; and for all other sections, M.
Anderson at (202) 622-4930.
APPENDI X
CHANGES | N METHODS OF ACCOUNTI NG TO WHI CH
TH S REVENUE PROCEDURE APPLI ES
SECTION 1. COVWODI TY CREDI T LOANS (§ 77)

.01 Treating anounts received as | oans.

(1) Description of change and scope. This change

applies to a taxpayer that wants to change its nethod of
accounting for loans received fromthe Comobdity Credit
Corporation fromincluding the | oan anount in gross incone for
the taxable year in which the loan is received to treating the
| oan anount as a | oan.

(2) Scope limtations inapplicable. A taxpayer that

wants to make this change is not subject to the scope limtations
of section 4.02 of this revenue procedure.

(3) Manner of making change. This change is nmade on

a cut-off basis. Accordingly, a § 481(a) adjustnent is neither
permtted nor required.
.02 Reserved

SECTI ON 1A. TRADE OR BUSI NESS EXPENSES (§ 162)
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.01 Advances nmde by a | awyer on behalf of clients --

Descri pti on of change and scope. This change applies to a | awer

handl i ng cases on a contingent fee basis that advances noney to
pay for costs of litigation or for other expenses on behal f of
clients and that wants to change the nethod of accounting for
such advances fromtreating them as deducti bl e busi ness expenses

to treating themas |loans. See Boccardo v. United States, 12 .

Ct. 184 (1987); Canelo v. Conm ssioner, 53 T.C 217 (1969), aff'd

per curiam 447 F.2d 484 (9th Gr. 1971).

.02 Year 2000 costs -- Description of change and scope.

Thi s change applies to a taxpayer that wants to change its

met hod of accounting for Year 2000 costs (as defined in Rev.
Proc. 97-50, 1997-2 C.B. 525) to conformto the nethod descri bed
in section 3 of Rev. Proc. 97-50. Section 3 of Rev. Proc. 97-50
provi des that Year 2000 costs fall within the purview of Rev.

Proc. 69-21, 1969-2 C. B. 303, superceded by Rev. Proc. 2000-50,

2000-52 | . R B. 601, and that the Service will not disturb a

t axpayer’s treatnment of its Year 2000 costs as deductible
expenses or capital expenditures if the taxpayer treats these
costs in accordance with Rev. Proc. 2000-50.

.03 Aircraft nmi ntenance costs.

(1) Description of change. This change applies to a

t axpayer that wants to change its nmethod of accounting for costs
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incurred to performwork on aircraft airfranes during heavy
mai nt enance visits to conformwith Rev. Rul. 2001-4, 2001-3
. R B. 295 and Notice 2001-23, 2001-12 I.R B. 911.

(2) Year of change. This change applies only to the

t axpayer’s first or second taxable year ending after Decenber 21,
2000.

(3) Scope limtations inapplicable. The scope

limtations in section 4.02 of this revenue procedure are not
applicable to this change unl ess the taxpayer’s nethod of
accounting for costs incurred to performwork on its aircraft
airfranmes is an issue pending, within the neaning of section
6.01(6) of Rev. Proc. 2000-38, 2000-40 |I.R B. 310, at the tine
the copy of its applicationis filed with the national office.

(4) Transition rule. If a taxpayer filed an

application to make this change under Rev. Proc. 97-27, and the
application was pending with the national office on February 16,
2001, the taxpayer may change its nethod under Rev. Proc. 97-27
or this revenue procedure. However, the national office wll
process the application in accordance with the procedure under
which it was filed, unless, prior to the later of April 1, 2001,
or the issuance of the letter ruling granting or denying consent
to the change, the taxpayer notifies the national office that it

wants to change its nethod of accounting under this revenue
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procedure. If the taxpayer tinely notifies the national office
that it wants to change its nethod under this revenue procedure,
t he taxpayer nust make appropriate nodifications to conply with
the applicable provisions of this revenue procedure. In
addition, any application fee that was submtted with the
application will be returned to the taxpayer.

.04 | SO 9000 costs.

(1) Description of change. This change applies to a

t axpayer that wants to change its nmethod of accounting for costs
incurred to obtain, maintain and renew | SO 9000 certification to
conformwith Rev. Rul. 2000-4, 2000-4 |.R B. 331.

(2) Scope limtations inapplicable. The scope

limtations in section 4.02 of this revenue procedure are not
applicable to this change.

.05 Track structure expenditures.

(1) Description of change and scope. This change

applies to a taxpayer that wants to change its nethod of
accounting for track structure expenditures (as defined by
section 4.02 of Rev. Proc. 2001-46, 2001-37 |.R B. 263) to the
track mai ntenance all owance nethod described in Rev. Proc. 2001-

46.
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(2) Year of change. This change may be nmade for the

t axpayer’s first or second taxable year ending on or after
Decenber 31, 2000.

(3) Scope limtations inapplicable. The scope

limtations in section 4.02 of this revenue procedure do not
apply to this change.

(4) Special filing requirenments for certain

t axpayers. A taxpayer that wants to nake this change for its
first taxable year ending on or after Decenber 31, 2000 and that
files its return for such taxable year on or before Cctober 22,
2001 is not subject to the filing requirenents in section
6.02(2)(a) of this revenue procedure, provided that it conplies
with the following filing requirenents. The original application
must be attached to the taxpayer’s anended federal incone tax
return for its first taxable year ending on or after Decenber 31,
2000. This anended return nmust be filed no |ater than January
28, 2002. A copy of the application nust be filed with the
national office no |later than when the taxpayer’s anended return
is filed.

(5) Manner of maki ng change.

(a) Section 481(a) adjustnent. |f a taxpayer

wants to make this change and the taxpayer’s treatnment of its

track structure expenditures is not an issue under consideration
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i n exam nation, before an area appeals office, or before a
federal court (within the neaning of section 3.08 of Rev. Proc.
97-27, 1997-1 C B. 680) on August 21, 2001, the taxpayer mnust
make the change using an adjustnent under § 481(a). |If the
taxpayer did not file FormR-1 for one or nore of the taxable
years to which the § 481(a) adjustnent rel ates, the taxpayer nust
conpute the § 481(a) adjustnent based on information equival ent
to that required by FormR- 1.

(b) Cut-off nmethod. |If a taxpayer wants to nake

this change and the taxpayer’s treatnment of its track structure
expenditures is an issue under consideration in exam nation,
before an area appeals office, or before a federal court (within
t he neani ng of section 3.08 of Rev. Proc. 97-27, 1997-1 C B. 680)
on August 21, 2001, the taxpayer nust nake the change using a
cut-off nethod. Under a cut-off nmethod, only the itens arising
on or after the beginning of the year of change are accounted for
under the track maintenance all owance nethod. Any itens arising
before the year of change continue to be accounted for under the
t axpayer’s former nmethod of accounting. Because no itens are
duplicated or omtted fromincome when a cut-off nmethod is used
to effect a change in accounting nethod, no § 481(a) adjustnent

IS necessary.
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(6) Audit protection. |If a taxpayer’s treatnent of

its track structure expenditures is an issue under consideration
i n exam nation, before an area appeals office, or before a
federal court (within the neaning of section 3.08 of Rev. Proc.
97-27, 1997-1 C. B. 680) on August 21, 2001, the taxpayer does not
receive audit protection under the provisions of section 7 of
this revenue procedure.

(7) Effect of consent. For purposes of section 8.01

of this revenue procedure, a change in the material fact on which
t he consent was based includes a material change in how a

t axpayer reports anmounts on the Form R-1 or a change in the

t axpayer’s obligation to file a Form R-1.

.06 Restaurant snal |l wares packages.

(1) Description of change. This change applies to a

t axpayer engaged in the trade or business of operating a
restaurant or tavern (within the nmeaning of section 4.01 of Rev.
Proc. 2002-12, 2002-3 I.R B.) who wants to change its nethod of
accounting for the cost of restaurant smallwares to the
smal | war es nmet hod described in Rev. Proc. 2002-12 (i.e., as
materials and supplies that are not incidental under § 1.162-3).

(2) Scope limtations inapplicable. The scope

limtations in section 4.02 of this revenue procedure are not

applicable to this change.
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(3) Section 481(a) adjustnent. A taxpayer changi ng

its nmethod of accounting for restaurant smallwares under this
section nust take the entire 8 481(a) adjustnent into account in
conputing taxable incone in the year of change.

SECTI ON 1B. BAD DEBTS (§ 166)

.01 Change fromreserve nethod to specific charge-off

nmet hod -- description of change and scope. This change applies

to a taxpayer (other than a bank as defined in § 585(a)(2)) that
wants to change its nethod of accounting for bad debts from a
reserve nmethod (or other inproper nethod) to a specific charge-
off method that conplies with § 166. For procedures applicable
to banks, see § 585(c) (and the regul ations thereunder) and
section 11 of the APPENDI X of this revenue procedure.
.02 Reserved.
SECTI ON 1C. AMORTI ZABLE BOND PREM UM (§ 171)

.01 Revocation of § 171(c) el ection.

(1) Description of change and scope. This change

applies to a taxpayer that wants to change its nethod of
accounting for anortizable bond prem umby revoking its § 171(c)
el ection. Under § 171(c), a taxpayer that holds certain taxable
bonds may el ect to anortize any bond premi umon the bonds in
accordance with regul ations prescribed by the Secretary.

Sections 1.171-1 through 1.171-5 provide rules relating to the
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anortization of bond premum by a taxpayer. Section 1.171-4
provi des the procedures to nake a § 171(c) election to anortize
bond prem um

(2) Revocation of election. The revocation of a §

171(c) election applies to all taxable bonds that are held by the
taxpayer on the first day of the first taxable year for which the
revocation is effective (year of change), and to all taxable
bonds that are subsequently acquired by the taxpayer.

(3) Manner of making the change. This change is nade

using a cut-off nethod and applies only to taxable bonds held
during or after the year of change. Consequently, for taxable
bonds held at the begi nning of the year of change, the taxpayer
may not anortize any remnai ning bond prem um on the bonds.
Because cut-off treatnment is prescribed for this change, the
basis of any bond, adjusted for ampunts previously anortized
during the period of the election, is not affected by the
revocati on.

(4) Additional requirenents. On a statenent attached

to the application, the taxpayer nust provide:
(a) the reason(s) for revoking the election; and
(b) a description of the nethod by which, and the
date on which, the taxpayer made the § 171(c) election that is

proposed to be revoked.
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(5 Audit protection. A taxpayer receives audit

protection under section 7 of this revenue procedure in
connection wth this change. However, the audit protection
applicable to this change does not preclude the Conmm ssioner from
exam ni ng the nethod used by the taxpayer to determ ne the anount
of anortizable bond premi umunder § 171(b) for a taxable year
prior to the year of change.
.02 Reserved.

SECTI ON 2. DEPRECI ATI ON OR AMORTI ZATI ON (§ 56(a) (1),

56(g) (4) (A), 167, 168, OR 197, OR FORMER § 168)

.01 Inpermssible to perm ssible nmethod of accounting for

depreciation or anorti zati on.

(1) Description of change.

(a) This change applies to a taxpayer that wants
to change froman i nperm ssible nethod of accounting for
depreciation or anortization (depreciation) under which the
t axpayer did not claimthe depreciation allowable, to a
perm ssi bl e nmet hod of accounting for depreciation under which the
taxpayer will claimthe depreciation allowable.

(b) A change from a taxpayer's inpermssible
nmet hod of accounting for depreciation under which the taxpayer
did not claimthe depreciation allowable to a perm ssible nethod

of accounting for depreciation under which the taxpayer w |l
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claimthe depreciation allowable is a change in nethod of
accounting for which the consent of the Comm ssioner is required.
Sections 1.167(e)-1(a) and 1.446-1(e)(2)(ii)(b). This nethod
change, however, does not include any correction of nathemati cal
or posting errors. Section 1.446-1(e)(2)(ii)(b).
(2) Scope.

(a) Applicability. This change applies to any

t axpayer that has used an inperm ssible nmethod of accounting for
depreciation in at |least the two taxable years imredi ately
precedi ng the year of change, and is changi ng that accounting
met hod to a perm ssible nethod of accounting for depreciation,
for any item of property:

(i) for which, under the taxpayer's
i nperm ssi bl e nethod of accounting, the taxpayer has not taken
into account any depreciation allowance or has taken into account
sonme depreciation but less than or nore than the depreciation
al l owabl e (clainmed |l ess than or nore than the depreciation
al | owabl e) ;

(ii) for which depreciation is determ ned
under-§ 56(a)(1), 56(g)(4)(A, 167, 168, 197, or 168 prior to its
anendnent in 1986 (forner § 168); and

(ii1) that is owed by the taxpayer at the

begi nni ng of the year of change.

-82-



App. § 2.01

(b) Certain scope limtations inapplicable. The

scope limtations in sections 4.02(7) and 4.02(8) of this revenue
procedure are not applicable to this change.

(c) Inapplicability. This change does not apply

to:

(i) any property to which § 1016(a)(3)
(regarding property held by a tax-exenpt organization) applies;

(ii) any taxpayer that is subject to § 263A
and that is required to capitalize the costs with respect to
whi ch the taxpayer wants to change its nethod of accounting under
section 2.01 of this APPENDI X, if the taxpayer is not
capitalizing the costs as required,

(iii) any intangible property subject to
§ 56(g)(4)(A) or 167, except for property subject to § 167(f)
(regarding certain property excluded from§ 197);

(iv) any property subject to § 167(Q)
(regardi ng property depreciated under the income forecast
met hod) ;

(v) any § 1250 property that a taxpayer is
reclassifying to an asset class of Rev. Proc. 87-56, 1987-2 C. B.
674, or Rev. Proc. 83-35, 1983-1 C. B. 745, as appropriate, that
does not explicitly include § 1250 property (for exanple, asset

class 57.0, Distributive Trades and Servi ces);
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(vi) any property for which a taxpayer is
revoking a tinmely valid election, or making a late el ection,
under § 167, 168, fornmer § 168, or § 13261(g)(2) or (3) of the
Revenue Reconciliation Act of 1993 (1993 Act), 1993-3 C.B. 1, 128
(relating to anortizable § 197 intangibles). A taxpayer may
request consent to revoke or nake the election by submtting a
request for a letter ruling under Rev. Proc. 2001-1, 2001-1
|.R B. 1 (or any successor);

(vii) any property subject to § 56(g)(4)(A) or
167 (other than § 167(f), regarding certain property excl uded
fromg§ 197), for which a taxpayer is changing only the estimted
useful life of the property. A change in the estimated useful
|ife of property for which depreciation is determ ned under
§ 56(9)(4) (A or 167 (other than § 167(f)) nust be nade

prospectively (see, for exanple, § 1.167(b)-2(c)). (In contrast,

section 2.01 of this APPENDI X generally applies to a change in
the recovery period of property for which depreciation is
determ ned under § 56(a)(1l), 56(g)(4)(A), 168 or forner § 168);
(viii) any depreciable property that changes
use but continues to be owned by the sanme taxpayer (see, for

exanple, § 168(i)(5));
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(ix) any property for which depreciation is
determ ned in accordance with § 1.167(a)-11 (regarding the C ass
Life Asset Depreciation Range System (ADR));

(x) any change in nethod of accounting
i nvol ving a change from deducting the cost or other basis of any
property as an expense to capitalizing and depreciating the cost
or other basis;

(xi) any change in method of accounting
i nvol ving a change from one perm ssi bl e nethod of accounting for
the property to anot her perm ssible method of accounting for the
property. For exanple:

(A) a change fromthe straight-Iline nethod
of depreciation to the incone forecast nmethod of depreciation for
vi deocassettes. See Rev. Rul. 89-62, 1989-1 C.B. 78; or

(B) a change from charging the
depreciation reserve with costs of renoval and crediting the
depreciation reserve with sal vage proceeds to deducting costs of
renoval as an expense (provided the costs of renoval are not
required to be capitalized under any provision of the Code, such
as, § 263(a)) and including sal vage proceeds in taxable incone
(see section 2.02 of this APPENDI X for nmaking this change for

property for which depreciation is determ ned under § 167);
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(xii) any change in nethod of accounting
i nvolving both a change fromtreating the cost or other basis of
the property as nondepreciable property to treating the cost or
ot her basis of the property as depreciable property and the
adoption of a nethod of accounting for depreciation requiring an
el ection under § 167, 168, fornmer § 168, or § 13261(g)(2) or (3)
of the 1993 Act (for exanple, a change in the treatnment of the
space consuned in landfills placed in service in 1990 from
nondepr eci abl e to depreci abl e property (assum ng section
2.01(2)(c)(xiii) of the APPENDI X does not apply) and the making
of an election under § 168(f)(1) to depreciate this property
under the unit-of-production nethod of depreciation under § 167);

(xiii) any change in nmethod of accounting for
an itemof inconme or deduction other than depreciation, even if a
t axpayer's present nethod of accounting rmay have resulted in the
taxpayer claimng less than or nore than the depreciation
al l owabl e. For exanple, a change in nmethod of accounting
i nvol vi ng:

(A) a change in inventory costs (for

exanpl e, when property is reclassified frominventory property to
depreci abl e property, or vice versa) (but see section 3.02 of

this APPENDI X for making a change frominventory property to
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depreci abl e property for unrecoverable |line pack gas or
unrecover abl e cushion gas); or
(B) a change in the character of a

transaction fromsale to | ease, or vice versa (but see section
2.03 of this APPENDI X for making this change); or

(xiv) a change from determ ning depreciation
under § 168 to determ ning depreciation under forner § 168 for
any property subject to the transition rules in § 203(b) or
204(a) of the Tax Reform Act of 1986, 1986-3 (Vol. 1) C.B. 1,
60- 80.

(3) Additional requirenents. A taxpayer also nust

conply with the foll ow ng:

(a) Perm ssible depreciation nethod. A taxpayer

nmust change to a perm ssi ble nmethod of accounting for
depreciation for the itemof property. This nethod is the sane
nmet hod that determ nes the depreciation allowable for the item of
property (as provided in section 2.01(6) of this APPENDI X).

(b) Statenents required. A taxpayer nust provide

the follow ng statenents, if applicable, and attach themto the
conpl eted application:
(i) a detailed description of the fornmer and

new nmet hods of accounting. A general description of these
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nmet hods of accounting is unacceptable (for exanple, MACRS to
MACRS or erroneous nethod to proper nethod);

(ii) to the extent not provided el sewhere on
the application, a statenent describing the taxpayer's business
or income-producing activities. Also, if the taxpayer has nore
t han one business or incone-producing activity, a statenent
descri bing the taxpayer's business or income-producing activity
in which the itemof property at issue is primarily used by the
t axpayer;

(ii1) to the extent not provided el sewhere on
the application, a statenent of the facts and | aw supporting the
new nmet hod of accounting, new classification of the item of
property, and new asset class in, as appropriate, Rev. Proc.
87-56 or Rev. Proc. 83-35. |If the taxpayer is the owner and
| essor of the itemof property at issue, the statenent of the
facts and | aw supporting the new asset class al so nust describe
t he busi ness or incone-producing activity in which that item of
property is primarily used by the | essee;

(iv) to the extent not provided el sewhere on
the application, a statenent identifying the year in which the
itemof property was placed in service;

(v) if the itemof property is depreciated

under forner § 168, a statenent identifying the asset class in
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Rev. Proc. 83-35 that applies under the taxpayer's forner and new
met hods of accounting (if none, state and explain);

(vi) if any itemof property is public utility
property within the nmeaning of § 168(i)(10) or fornmer
§ 167(1)(3)(A), as applicable, a statenent providing that the
t axpayer agrees to the follow ng additional terns and conditions:

(A) a normalization nmethod of accounting
(within the nmeaning of former § 167(1)(3)(GQ, forner
§ 168(e)(3)(B), or § 168(i)(9), as applicable) will be used for
the public utility property subject to the application;

(B) as of the beginning of the year of
change, the taxpayer will adjust its deferred tax reserve account
or simlar reserve account in the taxpayer’s regul atory books of
account by the anmount of the deferral of federal incone tax
liability associated with the § 481(a) adjustnent applicable to
the public utility property subject to the application; and

(© within 30 cal endar days of filing the
federal inconme tax return for the year of change, the taxpayer
wi Il provide a copy of the conpleted application to any
regul atory body having jurisdiction over the public utility
property subject to the application;

(viit) if the taxpayer is changing the

classification of an itemof § 1250 property placed in service
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after August 19, 1996, to a retail notor fuels outlet under
§ 168(e)(3)(E)(iii), a statenent containing the follow ng
representation: "For purposes of § 168(e)(3)(E)(iii) of the
I nternal Revenue Code, the taxpayer represents that (A) 50
percent or nore of the gross revenue generated fromthe item of
§ 1250 property is fromthe sale of petrol eum products (not
i ncluding gross revenue fromrelated services, such as the |abor
cost of oil changes and gross revenue fromthe sal e of
nonpet r ol eum products such as tires and oil filters), (B) 50
percent or nore of the floor space in the itemof property is
devoted to the sale of petroleum products (not including floor
space devoted to related services, such as oil changes and fl oor
space devoted to nonpetrol eum products such as tires and oi
filters), or (O the itemof § 1250 property is 1,400 square feet
or less."; and

(viti) if the taxpayer is changing the
classification of an itemof property from§ 1250 property to
§ 1245 property under § 168 or fornmer § 168, a statenent of the
facts and | aw supporting the new § 1245 property cl assification,
and a statenment containing the follow ng representation: "Each
itemof property that is the subject of the application filed
under section 2.01 of the APPENDI X of Rev. Proc. 2002-9 for the

year of change beginning [Insert the date], and that is
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reclassified from[lnsert, as appropriate: nonresidential real
property, residential rental property, 19-year real property,
18-year real property, or 15-year real property] to an asset
class of [Insert, as appropriate, either: Rev. Proc. 87-56,
1987-2 C.B. 674, or Rev. Proc. 83-35, 1983-1 C.B. 745] that does
not explicitly include § 1250 property, is § 1245 property for
depreci ati on purposes.”

(4) Section 481(a) adjustnent. Because the adjusted

basis of the property is changed as a result of a nethod change
made under section 2.01 of this APPENDI X (see section 2.01(5) of
this APPENDI X), itens are duplicated or omtted. Accordingly,
this change is made with a § 481(a) adjustnent. This adjustnent
may result in either a negative § 481(a) adjustnent (a decrease
in taxable inconme) or a positive § 481(a) adjustnent (an increase
in taxable incone) and may be a different anount for regular tax,
alternative mnimumtax, and adjusted current earnings purposes.
This § 481(a) adjustnent equals the difference between the total
anount of depreciation taken into account in conputing taxable
income for the property under the taxpayer's fornmer nethod of
accounting, and the total anpunt of depreciation allowable for
the property under the taxpayer's new nmethod of accounting (as
determ ned under section 2.01(6) of this APPENDI X), for open and

cl osed years prior to the year of change. However, the anount of
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the § 481(a) adjustnent nust be adjusted to account for the
proper anmount of the depreciation allowable that is required to
be capitalized under any provision of the Code (for exanple,

§ 263A) at the beginning of the year of change.

(5) Basis adjustnent. As of the beginning of the

year of change, the basis of depreciable property to which
section 2.01 of this APPENDI X applies nmust reflect the reductions
required by § 1016(a)(2) for the depreciation allowable for the

property (as determ ned under section 2.01(6) of this APPENDI X) .

(6) Meani ng of depreciation allowable.

(a) In general. Section 2.01(6) of this APPENDI X

provi des the anount of the depreciation allowable, determ ned
under § 56(a)(1), 56(9g)(4) (A, 167, 168, 197, or forner § 168.
Thi s amount, however, may be |imted by other provisions of the
Code (for exanple, § 280F).

(b) Section 56(a)(1) property. The depreciation

al l owabl e for any taxable year for property for which
depreciation is determ ned under § 56(a)(1) is determ ned by
usi ng the depreciation nethod, recovery period, and convention
provi ded for under § 56(a)(1l) that applies for the property’s

pl aced-i n-servi ce date.
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(c) Section 56(qg)(4)(A) property. The

depreci ation allowabl e for any taxable year for property for
whi ch depreciation is determ ned under § 56(g)(4)(A) is

determ ned by using the depreciation nethod, recovery period or
useful life, as applicable, and convention provided for under §
56(g)(4)(A) that applies for the property’s placed-in-service
dat e.

(d) Section 167 property. Generally, for any

t axabl e year, the depreciation allowable for property for which
depreciation is determ ned under § 167, is determ ned either:

(i) under the depreciation nethod adopted by a
t axpayer for the property; or

(ii) if that depreciation nmethod does not
result in a reasonable allowance for depreciation or a taxpayer
has not adopted a depreciation nethod for the property, under the
straight-line depreciation nethod.

For determ ning the estimated useful |ife and sal vage val ue
of the property, see §§ 1.167(a)-1(b) and (c), respectively. The
depreciation allowable for any taxable year for property subject
to § 167(f) (regarding certain property excluded fromg§ 197) is
determ ned by using the depreciation nethod and useful life

prescribed in § 167(f).
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(e) Section 168 property. The depreciation

al l owabl e for any taxable year for property for which
depreciation is determ ned under § 168, is determ ned by using
ei ther:

(i) the general depreciation systemin
§ 168(a); or

(ii) the alternative depreciation systemin
§ 168(g) if the property is required to be depreciated under the
alternative depreciation system pursuant to § 168(g)(1) or other
provi sions of the Code (for exanple, property described in
§ 263A(e)(2)(A) or 280F(b)(1)). Property required to be
depreci ated under the alternative depreciation system pursuant to
§ 168(g)(1) includes property in a class (as set out in § 168(e))
for which the taxpayer nade a tinely el ection under § 168(9g) (7).

(f) Section 197 property. The depreciation

all owabl e for any taxable year for an anortizable § 197

i ntangi ble (including any property for which a tinely election
under § 13261(g)(2) of the 1993 Act was nade) is determned in
accordance with § 1.197-2(f) of the Incone Tax Regul ati ons.

(g) Forner § 168 property. The depreciation

al l owabl e for any taxable year for property subject to forner

§ 168 is determ ned by using either:
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(i) the accel erated nethod of cost recovery
applicable to the property (for exanple, for 5-year property, the
recovery met hod under forner § 168(b)(1)); or

(ii) the straight-line nmethod applicable to
the property if the property is required to be depreciated under
the straight-line method (for exanple, property described in
former § 168(f)(12) or fornmer § 280F(b)(2)) or if the taxpayer
el ected to determ ne the depreciation all owance under the
optional straight-line percentage (for exanple, the straight-Iline
method in fornmer § 168(b)(3)).

.02 Permssible to perm ssible nethod of accounting for

depreci ati on.

(1) Description of change. This change applies to a

t axpayer that wants to change from a perm ssi ble method of
accounting for depreciation under § 56(g)(4)(A)(iv) or 167 to
anot her perm ssi bl e nethod of accounting for depreciation under
§ 56(9)(4) (A (iv) or 167. Pursuant to §§ 1.167(a)-7(a) and (c),
a taxpayer may account for depreciable property either by
treating each individual asset as an account or by conbining two
or nore assets in a single account and, for each account,
depreciation all owances are conputed separately.

(2) Scope.
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(a) Applicability. This change applies to any

t axpayer wanting to nake a change in nmethod of accounting for
depreciation specified in section 2.02(3) of this APPENDI X for
the property in an account:

(i) for which the present and proposed net hods
of accounting for depreciation specified in section 2.02(3) of
this APPENDI X are perm ssible nmethods for the property under
§ 56(9)(4) (A (iv) or 167; and

(ii) that is owned by the taxpayer at the
begi nni ng of the year of change.

(b) Certain scope limtations inapplicable. The

scope limtations in sections 4.02(7) and 4.02(8) of this revenue
procedure are not applicable to this change.

(c) Inapplicability. This change does not apply

to:

(i) any taxpayer that is subject to § 263A and
that is required to capitalize the costs with respect to which
t he taxpayer wants to change its nethod of accounting under
section 2.02 of this APPENDI X, if the taxpayer is not
capitalizing the costs as required,

(ii) any property to which § 1016(a)(3)

(regarding property held by a tax-exenpt organization) applies;
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(ii1) any intangi ble property, except
di stributor conm ssions (as defined by section 2 of Rev. Proc.
2000- 38, 2000-40 I.R B. 310) that are not anortizable section 197
i ntangi bl es and for which the taxpayer is making the change in
nmet hod of accounting for depreciation specified in section
2.02(3)(l) or (m of this APPEND X;

(iv) any property described in § 167(f)
(regarding certain property excluded from§ 197);

(v) any property subject to § 167(Q9)
(regardi ng property depreciated under the income forecast
met hod) ;

(vi) any property for which depreciation is
det erm ned under § 56(a)(1), 56(g)(4)(A (i), (ii), (iii), or (v),
168 or § 168 prior to its anmendnent in 1986 (former § 168);

(vii) any property that the taxpayer el ected
under § 168(f)(1) or former § 168(e)(2) to exclude fromthe
application of, respectively, § 168 or forner § 168;

(viii) any property for which depreciation is
determ ned in accordance with § 1.167(a)-11 (regarding the d ass
Life Asset Depreciation Range System (ADR));

(i x) any depreciable property for which the
t axpayer is changing the depreciation nethod pursuant to

§ 1.167(e)-1(b) (change from decli ni ng-bal ance nethod to
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straight-line nethod), § 1.167(e)-1(c) (certain changes for

§ 1245 property), or § 1.167(e)-1(d) (certain changes for § 1250
property). These changes nust be nade prospectively and are not
permtted under the cited regulations for property for which the
depreciation is determ ned under § 168 or forner § 168; or

(x) any distributor conm ssions (as defined by
section 2 of Rev. Proc. 2000-38, 2000-40 I.R B. 310) for which
t he taxpayer is changing the useful life under the distribution
fee period nmethod or the useful life nethod (both described in
Rev. Proc. 2000-38). A change in this useful |ife nust be nade

prospectively (see, for exanple, § 1.167(b)-2(c)).

(3) Changes covered. Section 2.02 of this APPENDI X

only applies to the follow ng changes in nethods of accounting
for depreciation:

(a) a change fromthe straight-line nmethod to the

sum of -t he-years-digits nethod, the sinking fund nethod, the

uni t - of - producti on nethod, or the declining-bal ance nethod using
any proper percentage of the straight-line rate;

(b) a change fromthe declining-bal ance net hod
using any percentage of the straight-line rate to the
sum of -t he-years-digits nmethod, the sinking fund nethod, or the
decl i ni ng- bal ance nmethod using a different proper percentage of

the straight-line rate;
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(c) a change fromthe sumof-the-years-digits
met hod to the sinking fund nethod, the declining-bal ance nethod
usi ng any proper percentage of the straight-line rate, or the
straight-line nethod,

(d) a change fromthe unit-of-production nmethod to
the straight-1ine nethod;

(e) a change fromthe sinking fund nmethod to the
straight-line nethod, the unit-of-production nethod, the
sum of -t he-years-digits nethod, or the declining-balance nethod
usi ng any proper percentage of the straight-line rate;

(f) a change in the interest factor used in
connection wth a conmpound interest nethod or sinking fund
met hod;

(g) a change in averagi ng convention as set forth
in § 1.167(a)-10(b). However, as specifically provided in
§ 1.167(a)-10(b), in any taxable year in which an averaging
convention substantially distorts the depreciation allowance for
the taxable year, it may not be used (see Rev. Rul. 73-202,
1973-1 C.B. 81);

(h) a change from charging the depreciation
reserve with costs of renmoval and crediting the depreciation
reserve with salvage proceeds to deducting costs of renpval as an

expense and includi ng sal vage proceeds in taxable incone as set
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forth in § 1.167(a)-8(e)(2). See Rev. Rul. 74-455 1974-2 C.B.

63. This change, however, nay be made under this revenue
procedure only if:

(i) the change is applied to all itens in the
account for which the change is being nmade; and

(ii) the renoval costs are not required to be
capitalized under any provision of the Code (for exanple,
§ 263(a), 263A, or 280B);

(i) a change fromcrediting the depreciation
reserve with the sal vage proceeds realized on nornmal retirenent
sales to conputing and recogni zi ng gains and | osses on such sal es
(see Rev. Rul. 70-165, 1970-1 C.B. 43);

(j) a change fromcrediting ordinary incone
(i ncluding the conbination nethod of crediting the | esser of
esti mated sal vage val ue or actual sal vage proceeds to the
depreciation reserve, with any excess of sal vage proceeds over
estimated sal vage value credited to ordinary incone) with the
sal vage proceeds realized on normal retirenent sales, to
conputing and recogni zi ng gains and | osses on such sal es (see
Rev. Rul. 70-166, 1970-1 C. B. 44);

(k) a change fromitem accounting for specific
assets to nultiple asset accounting for the sane assets, or vice

versa,
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(1) a change from one nethod described in Rev.
Proc. 2000-38 for anortizing distributor comm ssions (as defined
by section 2 of Rev. Proc. 2000-38, 2000-40 I.R B. 310) to
anot her net hod described in Rev. Proc. 2000-38 for anortizing
di stributor comm ssions; or

(m a change frompooling to a single asset, or
vice versa, for distributor comm ssions (as defined by section 2
of Rev. Proc. 2000-38, 2000-40 |I.R B. 310) for which the taxpayer
is using the distribution fee period nethod or the useful life
met hod (both described in Rev. Proc. 2000-38).

(4) Additional requirenents. A taxpayer also nust

conply with the foll ow ng:

(a) Basis for depreciation. At the begi nning of

the year of change, the basis for depreciation of property to
whi ch this change applies is the adjusted basis of the property
as provided in § 1011 at the end of the taxable year imrediately
precedi ng the year of change (determ ned under the taxpayer's
present nethod of accounting for depreciation). |If applicable
under the taxpayer's proposed nethod of accounting for
depreciation, this adjusted basis is reduced by the estinmted
sal vage val ue of the property (for exanple, a change to the

straight-line nethod).
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(b) Rate of depreciation. The rate of

depreciation for property changed to:

(i) the straight-line or
sum of -t he-years-digits nethod of depreciation nust be based on
the remaining useful life of the property as of the beginning of
the year of change; or

(ii) the declining-balance nethod of
depreci ati on nust be based on the useful life of the property
measured fromthe placed-in-service date, and not the expected
remaining life fromthe date the change becones effective.

(c) Regulatory requirenents. For changes in

nmet hod of depreciation to the sumof-the-years-digits or
decl i ni ng- bal ance nmethod, the property nust neet the requirenments
of § 1.167(b)-0 or 1.167(c)-1, as appropriate.

(d) Public utility property. |If any item of

property is public utility property within the neaning of forner
§ 167(1)(3)(A), the taxpayer nust attach to the application a
statenment providing that the taxpayer agrees to the foll ow ng
addi tional terns and conditions:

(i) a normalization nmethod of accounting
wi thin the neaning of fornmer § 167(1)(3)(G wll be used for the

public utility property subject to the application; and
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(ii) within 30 cal endar days of filing the
federal inconme tax return for the year of change, the taxpayer
wi Il provide a copy of the conpleted application to any
regul atory body having jurisdiction over the public utility
property subject to the application.

(5) Section 481(a) adjustnent. Because the adjusted

basis of the property is not changed as a result of a nethod
change made under section 2.02 of this APPENDI X, no itens are
bei ng duplicated or omtted. Accordingly, the § 481(a)

adj ustnment is zero.

.03 Sale or |ease transacti ons.

(1) Description of change and scope.

(a) Applicability. This change applies to a

t axpayer that wants to change its nmethod of accounting from

(i) inproperly treating property as sold by
the taxpayer to properly treating property as |eased by the
t axpayer;

(ii) inmproperly treating property as | eased by
the taxpayer to properly treating property as sold by the
t axpayer;

(ii1) inproperly treating property as
purchased by the taxpayer to properly treating property as |eased

by the taxpayer; and
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(iv) inproperly treating property as | eased by

the taxpayer to properly treating property as purchased by the

t axpayer .

(b) Inapplicability. This change does not apply

to:

(i) arent-to-own dealer that wants to change
its nmethod of accounting for rent-to-own contracts described in
section 3 of Rev. Proc. 95-38, 1995-2 C. B. 397; or

(i1i) a taxpayer that holds assets for sale or
| ease, if any asset so held is not the subject of a sale or |ease
transaction as of the beginning of the year of change.

(2) Manner of making the change.

(a) The change in nmethod of accounting under
section 2.03 of this APPENDI X is made using a cut-off nethod and
applies to transactions entered into on or after the begi nning of

the year of change. See section 2.06 of this revenue procedure.

(b) If a taxpayer wants to change its nethod of
accounting for existing sale or |ease transactions, the taxpayer
must file an application with the Conm ssioner in accordance with
the requirenents of § 1.446-1(e)(3)(i) and Rev. Proc. 97-27. A
change involving existing sale or |ease transactions will require

a § 481(a) adjustnent. Consent to change a nethod of accounting
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for an existing sale or |ease transaction is granted only in
unusual and conpel ling circunstances.

(3) No audit protection. A taxpayer does not receive

audit protection under section 7 of this revenue procedure in
connection wth this change.

.04 Modern golf course greens.

(1) Description of change and scope. This change applies

to a taxpayer wanting to change the nethod of accounting for the
cost of nodern golf course greens owned by the taxpayer at the
begi nning of the year of change to conformwth the holding in
Rev. Rul. 2001-60, 2001-51 |I.R B. 587. Rev. Rul. 2001-60 hol ds
that the costs of |and preparation undertaken by a taxpayer in
the original construction or reconstruction of nobdern greens (as
described in Rev. Rul. 2001-60) that is so closely associated

Wi th depreci abl e assets, such as a network of underground
drainage tiles or pipes, that the |and preparation wll be
retired, abandoned, or replaced contenporaneously with those
depreci abl e assets are to be capitalized and depreci ated over the
recovery period of the depreciable assets with which the | and
preparation is associated. However, the general earthnoving,
grading, and initial shaping of the area surroundi ng and
underneath the nodern green that occur before the construction

are inextricably associated with the |and and, therefore, the
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costs attributable to this |land preparation are added to the
t axpayer's cost basis in the |land and are not depreci abl e.

(2) Additional requirenents. A taxpayer that changes its

nmet hod of accounting for the cost of nobdern golf course greens

under section 2.04 of this APPENDI X nust change to a perm ssible

nmet hod of accounting for depreciation of nodern greens. For

pur poses of § 168, the nodern green is includible in asset class

00. 3, Land Inprovenents, of Rev. Proc. 87-56, 1987-2 C. B. 674.
SECTI ON 2A. RESEARCH AND EXPERI MENTAL EXPENDI TURES (§ 174)

.01 Changes to a different nethod or different

anortization period.

(1) Description of change.

(a) This change applies to a taxpayer that wants
to change the treatnent of expenditures that qualify as research
and experinental expenditures under § 174.

(b) Section 174 and the regul ations thereunder
provi de the specific rules for changing a nethod of accounting
under § 174 for research and experinental expenditures. Under
§ 174, a taxpayer mmy treat research and experinenta
expenditures that are paid or incurred by the taxpayer during the
taxabl e year in connection with the taxpayer’s trade or business
as expenses under § 174(a) or as deferred expenses anortizabl e

ratably over a period of not |ess than 60 nonths under § 174(Db).
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Pursuant to § 1.174-1, research and experi nental expenditures
that are not treated as expenses or deferred expenses under § 174
must be treated as capital expenditures. Further, § 1.174-1
provi des that the expenditures to which § 174 applies may rel ate
either to a general research programor to a particular project.

(c) If a taxpayer has not treated research and
experinmental expenditures as expenses under § 174(a),
§§ 174(a)(2)(B) and 1.174-3(b)(2) provide that the taxpayer may,
with consent, adopt the expense nethod at any tine.

(d) If a taxpayer has treated research and
experinmental expenditures as expenses under § 174(a),
§§ 174(a)(3) and 1.174-3(b)(3) provide that the taxpayer may,
w th consent, change to a different nethod of treating research
and experinmental expenditures.

(e) If a taxpayer has treated research and
experinmental expenditures as deferred expenses under § 174(b),
§§ 174(b)(2) and 1.174-4(b)(2) provide that the taxpayer may,
w th consent, change to a different nethod of treating research
or experinmental expenditures or to a different period of
anortization for deferred expenses.

(2) Scope.

(a) Applicability. This change applies to any

t axpayer that is changing:
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(i) fromtreating research and experi nent al
expenditures for a particular project or projects as expenses
under § 174(a) to treating such expenditures as deferred expenses
under § 174(b), or vice versa;

(ii) to a different period of anortization for
research and experinental expenditures for a particular project
or projects that are being treated as deferred expenses under
§ 174(b); or

(ii1) fromtreating research and experi nment al
expenditures for a particular project or projects as expenses
under § 174(a) or deferred expenses under § 174(b) to treating
such expenditures as a capital expenditure under § 263(a), or
vi ce versa.

(b) Scope limtations clarified. The scope

limtation under section 4.02(6) of this revenue procedure is
applied on a project by project basis.

(c) Inapplicability. This change does not apply

to:

(i) a portion of the research and experi nental
expenditures paid or incurred for a particular project during the
year of change or in subsequent taxable years (that is, the
change nust apply to all of such expenditures; see §§ 1.174-3(a)

and 1.174-4(a)(5));
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(ii) a change in the treatnment of conputer
software costs under Rev. Proc. 2000-50, 2000-52 |I.R B. 601 (but
see section 2B of this APPENDI X for making this change); or

(ii1) a change in the treatnent of Year 2000
costs under Rev. Proc. 97-50, 1997-2 C.B. 525 (but see section
1A. 02 of this APPENDI X for naking this change).

(3) Manner of making the change.

(a) This change is nade using a cut-off nethod and
applies to all research and experinental expenditures paid or
incurred for a particular project or projects during the year of
change and in subsequent taxable years. See section 2.06 of this
revenue procedure and §§ 174(b)(2), 1.174-3(a), 1.174-3(b)(2),
and 1.174-4(a)(5).

(b) The requirenment under §§ 1.174-3(b)(2), 1.174-
3(b)(3), and 1.174-4(b)(2) to file an application no |ater than
the end of the first taxable year in which the different nethod
or different anortization period is to be used is waived for this
change. However, see section 6 of this revenue procedure for
filing requirements applicable under this revenue procedure.

(c) The consent granted under this revenue
procedure satisfies the consent required under §§ 174(a)(2)(B),
174(a) (3), 174(b)(2), 1.174-3(b)(2), 1.174-3(b)(3), and 1.174-
4(b)(2).
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(4) Additional requirenent. A taxpayer nust attach

to the application a witten statenment providing:

(a) the information required in § 1.174-3(b)(2) if
the taxpayer is changing to treating research and experi nent al
expendi tures as expenses under § 174(a);

(b) the information required in § 1.174-3(b)(3) if
the taxpayer is changing fromtreating research and experinenta
expendi tures as expenses under § 174(a); or

(c) the information required in § 1.174-4(b)(2) if
the taxpayer is changing fromtreating research and experinenta
expenditures as deferred expenses nethod under § 174(b) or is
changing to a different period of anortization for research and
experinmental expenditures being treated as deferred expenses
under § 174(Db).

(5) No audit protection. A taxpayer does not receive

audit protection under section 7 of this revenue procedure in
connection with this change.
.02 Reserved.
SECTI ON 2B. COVPUTER SOFTWARE EXPENDI TURES (§§ 162, 167, AND
197)

.01 Description of change. This change applies to a

t axpayer that wants to change its nethod of accounting for the

costs of conputer software to a nethod described in Rev. Proc.
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2000-50, 2000-52 I.R B. 601. Section 5 of Rev. Proc. 2000-50

describes the nethods applicable to the costs of devel oping
conputer software. Section 6 of Rev. Proc. 2000-50 describes the
nmet hod applicable to the costs of acquired conputer software.
Section 7 of Rev. Proc. 2000-50 describes the nmethod applicable
to | eased or licensed conputer software. |f a taxpayer treats
the costs of conputer software in accordance with the applicable
met hod described in Rev. Proc. 2000-50, the Service will not
disturb the taxpayer’s treatnment of its costs of conputer
sof t war e.

.02 Scope. This change applies to all costs of conputer
software as defined in section 2 of Rev. Proc. 2000-50. However,
this change does not apply to any conmputer software that is
subject to anortization as an “anorti zabl e section 197
i ntangi ble” as defined in § 197(c) and the regul ati ons
t hereunder, or to costs that a taxpayer has treated as research
and experinentation expenditures under § 174.

.03 Inapplicability. This change does not apply to a

change in useful life under the nethod described in sections
5.01(2) or 6.01(2) of Rev. Proc. 2000-50.

.04 Statenent required. |If a taxpayer is changing to the

net hod described in section 5.01(2) of Rev. Proc. 2000-50, the
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t axpayer nust attach to the application a statenent providing the
information required in section 8.02(2) of Rev. Proc. 2000-50.
SECTI ON 3. CAPI TAL EXPENDI TURES (§ 263)

.01 Package design costs.

(1) Description of change and scope.

(a) Applicability. This change applies to a

t axpayer that wants to change its nethod of accounting for
package design costs that are within the scope of Rev. Proc. 97-
35, 1997-2 C.B. 448, to one of the three alternative nethods of
accounting for package design costs described in section 5 of
Rev. Proc. 97-35. The three alternative methods of accounting
for package design costs described are: (1) the capitalization
met hod, (2) the design-by-design capitalization and 60-nonth
anortization nmethod, and (3) the pool-of-cost capitalization and
48-nonth anortization nethod.

(b) Inapplicability. This change does not apply

to a taxpayer that wants to change to the capitalization nethod
for costs of devel oping (or nodifying) any package design that
has an ascertainable useful life.

(2) Additional requirenents. |f a taxpayer is

changing its nmethod of accounting for package design costs to the
capitalization nmethod or the design-by-design capitalization and

60-nont h anortization nmethod, the taxpayer nust attach a
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statenent to its tinely filed application. The statenent nust
provi de a description of each package design, the date on which
each was placed in service, and the cost basis of each (as

det erm ned under sections 5.01(2) or 5.02(2) of Rev. Proc. 97-
35).

.02 Line pack gas; cushion gas.

(1) Description of change and scope. This change

applies to a taxpayer that wants to change its nethod of
accounting for line pack gas or cushion gas to a nethod
consistent wwth the holding in Rev. Rul. 97-54, 1997-2 C. B. 23.
Rev. Rul. 97-54 holds that the cost of |ine pack gas or cushion
gas is a capital expenditure under § 263, the cost of recoverable
| i ne pack gas or recoverable cushion gas is not depreciable, and
the cost of unrecoverable |ine pack gas or unrecoverabl e cushion
gas is depreciable under §§ 167 and 168.

(2) Additional requirenents. A taxpayer that changes

its nethod of accounting for unrecoverable |ine pack gas or
unrecover abl e cushi on gas under section 3.02 of this APPEND X
must change to a perm ssi ble nmethod of accounting for
depreciation for the cost of that gas.

.03 Renopval costs.

(1) Description of change. This change applies to a

t axpayer that wants to change its nmethod of accounting for
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certain costs incurred in the retirenent and renoval of
depreci abl e assets to conformwith Rev. Rul. 2000-7, 2000-9
|.R B. 712.

(2) Additional requirenents.

(a) Except for assets for which depreciation is
determ ned in accordance with § 1.167(a)-11 (ADR), the taxpayer’s
new net hod of treating renoval costs for assets accounted for in
a nultiple asset account nust be consistent with the taxpayer’s
met hod of treating sal vage proceeds. See Rev. Rul. 74-455, 1974-
2 CB. 63. (See section 2.02 of the APPENDI X of this revenue
procedure for changing a taxpayer’s present nethod of treating
sal vage proceeds.)

(b) I'f this change involves assets that are public
utility property within the neaning of § 168(i)(10) or forner §
167(1)(3)(A), the taxpayer nust conply with the terns and
conditions in section 2.01(3)(b)(vi) of the APPENDI X of this
revenue procedure.

(3) Scope limtations inapplicable. The scope

limtations in section 4.02 of this revenue procedure are not
applicable to this change.

SECTI ON 4. UNI FORM CAPI TALI ZATI ON (§ 263A)
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.01 Certain uniformcapitalization (UNI CAP) nethods used

by small resellers, fornmerly small resellers, and reseller-

producers.

(1) Description of change and scope.

(a) Applicability. This change applies to:

(i) a small reseller of personal property
changing froma perm ssible UNI CAP nethod to a perm ssi bl e non-
UNI CAP inventory capitalization nmethod in any taxable year that
it qualifies as a snmall reseller;

(ii) aformerly small reseller changing froma
per m ssi bl e non-UNI CAP inventory capitalization nethod to a
perm ssible UNICAP nethod in the first taxable year that it does
not qualify as a snmall reseller;

(ii1) a reseller-producer changing froma
perm ssi bl e UNI CAP net hod for both its production and resal e
activities to a permssible sinplified resale nethod described in
§ 1.263A-3(d)(3) in any taxable year that it qualifies to use a
sinplified resale method for both its production and resale
activities under § 1.263A-3(a)(4) (resellers with de mnims
production activities);

(iv) a reseller-producer changing froma
perm ssible sinplified resale nmethod described in § 1.263A-

3(d)(3) for both its production and resale activities to a
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perm ssi bl e UNI CAP net hod for both its production and resal e
activities in the first taxable year that it does not qualify to
use a sinplified resale nethod for both its production and resale
activities under § 1.263A-3(a)(4);

(v) areseller that wants to change its
perm ssi ble UNI CAP nethod to include a special reseller cost
allocation rule; or

(vi) a reseller changing to a UNI CAP net hod
specifically described in the regulations in any taxable year,
other than the first taxable year, that it does not qualify as a
smal | reseller.

(b) Scope limtations inapplicable. A taxpayer

that wants to make a change described in sections 4.01(1)(a)(i)
through 4.01(1)(a)(iv) of this APPENDI X is not subject to the
scope limtations in section 4.02 of this revenue procedure.

(c) Inapplicability. This change does not apply

to a taxpayer meking an historic absorption ratio el ection under
§§ 1.263A-2(b)(4) or 1.263A-3(d)(4).

(2) Definitions.

(a) "Reseller" nmeans a taxpayer that acquires rea
or personal property described in § 1221(1) for resale.
(b) "Small reseller” nmeans a reseller whose

average annual gross receipts for the three inmediately preceding
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taxabl e years (or fewer, if the taxpayer has not been in
exi stence during the three preceding taxable years) do not exceed
$10, 000, 000. See § 263A(b)(2)(B).

(c) "Fornmerly small reseller” neans a reseller
that no longer qualifies as a small reseller.

(d) "Producer"™ nmeans a taxpayer that produces real
or tangi bl e personal property.

(e) "Reseller-producer” means a taxpayer that is
both a producer and a reseller.

(f) "Perm ssible UNI CAP nmet hod" neans a net hod of
capitalizing costs that is perm ssible under § 263A

(g) “UNI CAP net hod specifically described in the
regul ations” includes the sinplified service cost nethod using a
| abor - based allocation ratio (§ 1.263A-1(h)) and the sinplified
resal e nethod without an historic absorption ratio election (§

1. 263A-3(d)), but does not include any other reasonable
al l ocation method within the meaning of § 1.263A-1(f)(4).

(h) "Special reseller cost allocation rule” neans
the 90-10 de mnims rule to allocate a m xed service
departnment’s costs to property acquired for resale (§ 1.263A-
1(g)(4)(ii)), the 1/3 - 2/3 rule to allocate | abor costs of
personnel to purchasing activities (§ 1.263A-3(c)(3)(ii)(A)), and

the 90-10 de mnims rule to allocate a dual -function storage
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facility’s costs to property acquired for resale (§ 1.263A-
3(c)(5)(iii)(9).

(i) "Perm ssible non-UNI CAP inventory
capitalization nmethod" neans a nmethod of capitalizing inventory
costs that is perm ssible under § 471.

(3) Section 481(a) adjustnent. Beginning with the

year of change, a taxpayer changing its nmethod of accounting for
costs pursuant to sections 4.01(1)(a)(i), 4.01(1)(a)(iii), or
4.01(1)(a)(iv) of this APPENDI X generally nust take any
applicable § 481(a) adjustnent into account ratably over the sane
nunber of taxable years, not to exceed four, that the taxpayer
used its former nethod of accounting. A taxpayer changing its
met hod of accounting for costs pursuant to sections
4.01(1)(a)(ii), 4.01(1)(a)(v) or 4.01(1l)(a)(vi) of this APPENDI X
general ly nmust taken any applicable § 481(a) adjustnent into
account ratably over four taxable years. See section 5.04(3) of
this revenue procedure for exceptions to this general rule.

(4) Multiple changes. Taxpayers nmaking both this

change and anot her change in nmethod of accounting in the sane

year of change nust conply with the ordering rules of § 1.263A-
7(b) (2).
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(5) Exanple. The followi ng exanple illustrates the
principles of section 4.01 of this APPENDI X for small resellers
and formerly small resellers.
Assunme X, a corporate reseller of personal property,
i ncor porated January 2, 1991, adopted a taxable year ending
Decenber 31. X determnes that its average annual gross receipts
for the three taxable years (or fewer, if applicable) imediately
precedi ng taxabl e years 1991 through 2000 are as shown in the
t abl e bel ow

AVERAGE Annual

G oss
Current Recei pts for the Three Taxabl e
Taxabl e Years | medi ately Preceding the
1991 $ 0
1992 5, 000, 000
1993 6, 000, 000
1994 7, 000, 000
1995 11, 000, 000
1996 11, 000, 000
1997 9, 000, 000
1998 8, 000, 000
1999 11, 000, 000
2000 12, 000, 000

Furt hernore, X, which adopted the dollar-value LIFO
i nventory nethod, has the follow ng LIFO inventory bal ances

determ ned without considering the effects of the UN CAP net hod:

Begi nni ng Endi ng
1995 $1, 000, 000 $1, 100, 000
1996 1, 100, 000 1, 200, 000
1997 1, 200, 000 1, 300, 000
1998 1, 300, 000 1, 400, 000
1999 1, 400, 000 1, 500, 000
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2000 1, 500, 000 1, 600, 000

X was required by § 263A to change to the UN CAP net hod
for 1995 because its average annual gross receipts for the three
taxabl e years inmedi ately precedi ng 1995 were $11, 000, 000, which
exceeded the $10, 000,000 ceiling permitted by the small reseller
exception. Assune that X was required to capitalize $80, 000 of
"additional § 263A costs” to the cost of its 1995 begi nni ng
i nventory because of this change in inventory nmethod. 1In
addition, X was required to include one-fourth of the § 481(a)
adj ust mrent when conputi ng taxabl e inconme for each of the four
t axabl e years beginning with 1995. Thus, X was required to
i ncl ude a $20, 000 positive § 481(a) adjustnent in its 1995
t axabl e i ncome.

X elected to use the sinplified resale nmethod w t hout
an historic absorption ratio election under § 1.263A-3(d)(3) for
determ ning the anount of additional § 263A costs to be
capitalized to each LIFO layer. Assune that X was required to
add $10, 000 of additional § 263A costs to the cost of its 1995
endi ng i nventory because of the $100, 000 increnent for 1995.

X's 1995 Endi ng I nventory:

Begi nning I nventory (Wthout UNI CAP costs) $1, 000, 000
1995 I ncrenent
100, 000
Addi tional § 263A Costs in Beginning |Inventory 80, 000
Additional § 263A Costs in 1995 I ncrenent 10, 000
Total 1995 Endi ng I nventory $1, 190, 000
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X's Unanortized 1995 § 481(a) adjustnent:

1995 § 481(a) Adj ustnent $80, 000
Anmount | ncluded in 1995 Taxabl e | ncome <20, 000>

Unanortized 1995 § 481(a) Adjustnent--12/31/95 $60, 000

Because X failed to satisfy the small reseller
exception for 1996, X was required to continue using the UN CAP
method for its inventory costs. Furthernore, X was required to
i ncl ude $20, 000 of the unanortized 1995 positive § 481(a)
adj ustnment in 1996 taxable income. Assunme that X was required to
add $10, 000 of additional § 263A costs to the cost of its 1996
endi ng i nventory because of the $100, 000 increnent for 1996.

X' s 1996 Ending I nventory:

Begi nning Inventory (Wth UN CAP costs) $1, 190, 000
1996 I ncrenent
100, 000

Addi tional § 263A Costs in 1996 I ncrenent 10, 000

Total 1996 Ending I nventory $1, 300, 000
X's Unanortized 1995 § 481(a) Adjustnent:
Unanortized 1995 § 481(a) Adjustnment--12/31/95 $60, 000
Amount | ncluded in 1996 Taxabl e | ncone <20, 000>

Unanortized 1995 § 481(a) Adjustnent--12/31/96  $40, 000

Because X satisfies the small reseller exception for
1997, X may change voluntarily fromthe UNI CAP nethod to a
perm ssi bl e non-UNI CAP i nventory capitalization nmethod under
section 4.01 of this APPENDI X. To reflect the renoval of the
additional § 263A costs fromthe cost of its 1997 begi nning

i nventory, X nust conpute a corresponding § 481(a) adjustnent,
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which is a negative $100, 000 ($1, 200,000 - $1, 300,000). Because

X used the UNI CAP nethod for only two years (that is, 1995 and
1996), X nust include one-half of the § 481(a) adjustnent when
conputing taxable income for each of the two taxable years

begi nning with 1997. Thus, X nust include a $50, 000 negative

§ 481(a) adjustnent in 1997 taxable incone. In addition, X nust
i ncl ude $20, 000 of the unanortized 1995 § 481(a) adjustnent in
1997 taxabl e incone.

X's 1997 Ending I nventory:

Begi nning I nventory (Wth UN CAP costs) $1, 300, 000
1997 I ncrenent
100, 000
1997 § 481(a) Adjustnent <Negative> <100, 000>
Total 1997 Endi ng Inventory $1, 300, 000

X' s Unanortized 1995 § 481(a) Adjustnent:

Unanortized 1995 § 481(a) Adjustnent--12/31/96 $40, 000
Amount I ncluded in 1997 Taxabl e | ncone <20, 000>
Unanortized 1995 § 481(a) Adjustnment--12/31/97 $20, 000

X's Unanortized 1997 § 481(a) Adjustnent:
1997 § 481(a) Adjustnent <Negative> $<100, 000>

Amount | ncluded in 1997 Taxabl e | ncone 50, 000
Unanortized 1997 § 481(a) Adjustnent--12/31/97 $< 50, 000>

X also satisfies the small reseller exception for 1998
and, therefore, is not required to return to the UN CAP net hod
for 1998. X, however, nust include $20,000 of the unanortized
1995 positive § 481(a) adjustnent and $50, 000 of the unanortized

1997 negative § 481(a) adjustnent in 1998 taxabl e incone.
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X' s 1998 Endi ng I nventory:

Begi nning I nventory (W thout UNI CAP costs) $1, 300, 000
1998 I ncrenent B
100, 000
Total 1998 Ending I nventory $1, 400, 000
X' s Unanortized 1995 § 481(a) Adjustnent:
Unanortized 1995 § 481(a) Adjustnent--12/31/97 $20, 000
Anmount | ncluded in 1998 Taxabl e | ncone <20, 000>
Unanortized 1995 § 481(a) Adjustnment--12/31/98 $ 0

X's Unanortized 1997 § 481(a) Adjustnent:

Unanortized 1997 § 481(a) Adjustment--12/31/97
$<50, 000>

Amount | ncluded in 1998 Taxabl e | ncone 50, 000

Unanortized 1997 § 481(a) Adjustnent--12/31/98 $ 0
In 1999, X fails to satisfy the small reseller

exception and, therefore, nust return to the UNI CAP net hod as
provi ded under section 4.01 of this APPENDI X. X changes to the
sinplified resale nmethod without a historic absorption ratio
el ection under § 1.263A-3(d)(3). Assune that X nust capitalize
$120, 000 of additional § 263A costs to the cost of its 1999
begi nni ng i nventory because of this change in inventory nethod.
In addition, X nust include one-fourth of the § 481(a) adjustnent
when conputing taxable inconme for each of the four taxable years
begi nning with 1999. Thus, X nust include a $30,000 positive
§ 481(a) adjustnment in its 1999 taxable inconme. Assune that X
nmust add $10, 000 of additional § 263A costs to the cost of its
1999 endi ng inventory because of the $100, 000 increnent for 1999.

X' s 1999 Endi ng I nventory:
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Begi nning I nventory (Wthout UN CAP costs) $1, 400, 000
1999 I ncrenent
100, 000
Addi tional § 263A costs in Beginning |Inventory 120, 000
Additional § 263A costs in 1999 |Increnent 10, 000
Total 1999 Endi ng Inventory $1, 630, 000

X' s Unanortized 1999 § 481(a) adjustnent:
1999 § 481(a) Adj ustnent $120, 000
Amount | ncluded in 1999 Taxabl e | ncone < 30, 000>
Unanortized 1999 § 481(a) Adjustnment--12/31/99 $ 90, 000
Because X fails to satisfy the small reseller exception
for 2000, X nmust continue using the UNI CAP nethod for its
inventory costs. Furthernore, X is required to include $30, 000
of the unanortized 1999 positive § 481(a) adjustnent in 2000
taxabl e incone. Assune that X is required to add $10, 000 of
additional § 263A costs to the cost of its 2000 ending inventory
because of the $100, 000 increnent for 2000.

X' s 2000 Ending I nventory:

Begi nning I nventory (Wth UN CAP costs) $1, 630, 000
2000 | ncrenment
100, 000
Addi tional § 263A Costs in 2000 I ncrenent 10, 000
Total 2000 Endi ng Inventory $1, 740, 000

X' s Unanortized 1999 § 481(a) Adjustnent:

Unanortized 1999 § 481(a) Adjustnment--12/31/99 $90, 000

Anmount | ncluded in 2000 Taxabl e | ncone <30, 000>
Unanortized 1999 § 481(a) Adjustnent--12/31/00 $_60, 000

.02 Certain uniformcapitalization (UNIl CAP) net hods used

by producers.
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(1) Applicability. This change applies to a producer

of real or tangi ble personal property described in § 1.263A-2
that wants to change to a UNI CAP net hod (or nethods) specifically
described in the regul ati ons.

(2) Inapplicability. This change does not apply to a

producer of real or tangible personal property described in §
1. 263A-2 that wants to revoke an election to use the historic
absorption ratio with the sinplified production nmethod (see §
1.263A-2(b)(4)(iii)(B)).

(3) Definition. A “UNI CAP nmet hod specifically
described in the regul ations” i ncludes the specific
identification nmethod (§ 1.263A-1(f)(2)), the burden rate nethod
(§ 1.263A-1(f)(3)), the standard cost nethod (§ 1.263A-1(f)(3)),
the direct reallocation nethod (§ 1.263A-1(g)(4)(iii)(A)), the
step-allocation nmethod (§ 1.263A-1(g)(4)(iii)(B)), the sinplified
servi ce-cost nethod (§ 1.263A-1(h)), and the sinplified
production method without the historic absorption ratio el ection
(§ 1.263A-2(b)), but does not include any other reasonable
all ocation nmethod within the meaning of § 1.263A-1(f)(4).

(4) Multiple changes. Taxpayers making both this

change and anot her change in method of accounting in the sane

year of change nust conply with the ordering rules of § 1.263A-
7(b) (2).
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.03 Certain uniformcapitalization (UNI CAP) net hods used

by taxpayers in a farm ng business.

(1) Description of change and scope. This change

applies to a taxpayer in a farm ng business that wants to change
its method or nethods of accounting to conply with § 1. 263A-4.

(2) Year of change. This change only applies to the

t axpayer’s first taxable year ending after August 21, 2000 (in
the case of property that is not inventory in the hands of the
taxpayer) or the first taxable year beginning after August 21,
2000 (in the case of property that is inventory in the hands of
t he taxpayer), whichever is applicable.

(3) Scope limtations inapplicable. The scope

limtations in section 4.02 of this revenue procedure do not
apply, provided the taxpayer’s nmethod of accounting for property
produced in a farm ng business is not an issue under
consideration within the neaning of section 3.09 of this revenue
procedure.

(4) Manner of maki ng change; audit protection.

(a) Non-inventory property. In the case of

property that is not inventory in the hands of the taxpayer, the
change applies to costs incurred after August 21, 2000, is nade
on a cut-off basis as described in section 2.06 of this revenue

procedure, and is not subject to the audit protection provisions
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of section 7 of this revenue procedure. However, a taxpayer nmay
recei ve such audit protection for non-inventory property by
taking into account any § 481(a) adjustnent that results fromthe
change in nethod of accounting for non-inventory property to
conply with § 1. 263A-4. A taxpayer that opts to determne a §
481(a) adjustnent (and, thus, obtain audit protection) for
non-inventory property nust take into account only additional
section 263A costs incurred after Decenber 31, 1986, in taxable
years ending after Decenber 31, 1986.

(b) Inventory property. In the case of property

that is inventory in the hands of the taxpayer, the change
applies to costs incurred after Decenber 31, 1986 in taxable
years ending after Decenber 31, 1986, and is made by taking into
account an adjustnment under § 481(a). Such adjustnment mnust take
into account only additional section 263A costs incurred after
Decenber 31, 1986, in taxable years ending after Decenber 31
1986.

(5) Miltiple changes. Taxpayers making both this

change and anot her change in nmethod of accounting in the sane
year of change nmust conply with the ordering rules of § 1.263A-
7(b) (2).

.04 Change to no | onger capitalize research and experi nent al

expendi tures under uniformcapitalization (UN CAP)
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(1) Description of change and scope. This change applies

to a taxpayer who no |onger wants to capitalize research and
experinmental expenditures to inventory under § 263A and the
regul ati ons thereunder. A taxpayer making this change nust be in
conpliance with all other aspects of § 263A and the regul ations

t hereunder and nust have an effective el ection under either §
174(a) or § 174(b).

(2) Manner of nmaking the change. A taxpayer nust attach

to the application the foll ow ng:

(a) a representation that the § 174 costs the taxpayer
proposes not to capitalize to inventory under § 263A and the
regul ations thereunder are costs that are subject to the
taxpayer's effective election under either § 174(a) or § 174(b)
and the regul ati ons thereunder (Indicate which section applies to
t he taxpayer); and

(b) for the § 174 costs that it proposes to renobve
frominventory costs, a representation that the taxpayer had
identified the § 174 costs as § 174 costs at the tine that the
costs were capitalized to inventory under § 263A and the
regul ati ons thereunder.

(3) No audit protection. A taxpayer does not receive

audit protection under section 7 of this revenue procedure in

connection wth this change.
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SECTI ON 4A. LOSSES, EXPENSES AND | NTEREST W TH RESPECT TO
TRANSACTI ONS BETWEEN RELATED TAXPAYERS (§ 267)

.01 Change to conply with § 267. This change applies to

a taxpayer that wants to change its nethod or nethods of
accounting to conply with the requirenents of § 267, which
di sall ows or defers certain deductions attributable to
transacti ons between rel ated taxpayers. However, this change
applies to a change for stated interest only to the extent the
stated interest is qualified stated interest (as defined in §
1.1273-1(c)).
.02 Reserved.
SECTI ON 4B. DEFERRED COVPENSATI ON (§ 404)

.01 Change to conply with § 404(a)(11).

(1) Description of change and scope.

(a) Applicability. This change applies to a

t axpayer required to change its nethod of accounting for its
first taxable year ending after July 22, 1998, to conply with

§ 404(a)(11). Section 404(a)(11) provides that, for purposes of
determ ni ng under § 404 whet her conpensation of an enpl oyee is
deferred conpensati on and when deferred conpensation is paid, no
anount is treated as received by the enployee, or paid, until it
is actually received by the enpl oyee. Section 404(a)(11)

overturns the decision in Schm dt Baking Co. v. Comm ssioner, 107
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T.C. 271 (1996), in which the court held that a § 83(a) incone
i ncl usi on event upon securitization of vacation and severance pay
benefits with a letter of credit constitutes recei pt of those
benefits by enpl oyees for purposes of determ ning whether an
enpl oyer’s deduction for the benefits is subject to § 404. See
Notice 99-16, 1999-13 I.R B. 10 (March 29, 1999).

(b) Scope limtations inapplicable. A taxpayer

changing its nmethod of accounting to conply with § 404(a)(11) is
not subject to the scope limtations in section 4.02 of this
revenue procedure.

(2) Section 481(a) adjustnent period. A taxpayer

nmust take the § 481(a) adjustnent into account ratably over three
t axabl e years.

(3) No audit protection. A taxpayer does not receive

audit protection under section 7 of this revenue procedure in
connection wth this change.

.02 Deferred conpensati on.

(1) Applicability. This change applies to an

accrual nethod taxpayer that wants to change its nethod of
accounting to treat bonuses or vacation pay as follows (see 8§
404(a)(5) and § 1.404(b)-1T, QA 2):

(a) Bonuses.

(1) Bonuses not subject to
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capitalization under 8 263A. If by the end of the taxable year

all the events have occurred that establish the fact of the
liability to pay a bonus and the anmount of the liability can be
determ ned wth reasonabl e accuracy (see 8 1.446-1(c)(21)(ii)),
and the bonus is otherw se deductible, but the bonus is received
by the enpl oyee after the 15th day of the 3rd cal endar nonth
after the end of that taxable year, to treat the bonus as
deductible in the taxable year of the enployer in which or with
whi ch ends the taxable year of the enployee in which the bonus is
includible in the gross incone of the enployee; or

(11) Bonuses that are subject to

capitalization under 8 263A. If by the end of the taxable year

all the events have occurred that establish the fact of the
liability to pay a bonus and the anmount of the liability can be
determ ned wth reasonabl e accuracy (see 8 1.446-1(c)(21)(ii)),
and the bonus is otherw se deductible (wthout regard to 8§ 263A),
but the bonus is received by the enpl oyee after the 15th day of
the 3rd calendar nonth after the end of that taxable year, to
treat the bonus as capitalizable (within the nmeaning of § 1.263A-
1(c)(3)) in the taxable year of the enployer in which or with

whi ch ends the taxable year of the enployee in which the bonus is
includible in the gross incone of the enployee; or

(b) Vacation pay.
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(i) Vacation pay not subject to

capitalization under 8 263A. If by the end of the taxable year

all the events have occurred that establish the fact of the
liability to pay vacation pay and the amount of the liability can
be determ ned with reasonabl e accuracy (see 8§ 1.446-1(c)(1)(ii)),
and the vacation pay is otherw se deductible, but the vacation
pay is received by the enployee after the 15th day of the 3rd

cal endar nonth after the end of that taxable year, to treat the
vacation pay as deductible in the taxable year of the enployer in
whi ch the vacation pay is paid to the enpl oyee; or

(1i1) Vacation pay that is subject to

capitalization under 8 263A. If by the end of the taxable year

all the events have occurred that establish the fact of the
liability to pay vacation pay and the amount of the liability can
be determ ned with reasonabl e accuracy (see 8 1.446-1(c)(1)(ii)),
and the vacation pay is otherw se deductible (wthout regard to

8 263A), but the vacation pay is received by the enpl oyee after
the 15th day of the 3rd cal endar nonth after the end of that
taxabl e year, to treat the vacation pay as capitalizable (within
the neaning of 8 1.263A-1(c)(3)) in the taxable year of the

enpl oyer in which the vacation pay is paid to the enpl oyee.

(2) Inapplicability. This change does not apply

to the extent that it is also described in section 4B.01 of this
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APPENDI X. This change al so does not apply to a taxpayer that is
subject to 8 263A and that is required to capitalize the costs
Wi th respect to which the taxpayer wants to change its nethod of
accounting if the taxpayer is not capitalizing the costs as
required.
SECTI ON 5. METHODS OF ACCOUNTI NG (§ 446)

.01 Cash or hybrid nmethod to accrual nethod.

(1) Description of change and scope.

(a) Applicability. This change applies to:

(i) a taxpayer that wants to change to an
overal | accrual nethod, or to an overall accrual method in
conjunction with the recurring item exception under § 461(h)(3),
fromthe cash receipts and di sbursenents nethod (cash nethod), or
froma hybrid nethod (the use of a conbination of accounting
nmet hods under which an itemor itens of inconme or expense are
reported on the cash nethod and another itemor other itens of
i ncone or expense are reported on an accrual nethod); or

(ii) a taxpayer that is required to change to
an overall accrual nethod under § 448, but is ineligible to nake
the change under § 1.448-1(h)(2) (relating to the "first § 448
year").

(b) Inapplicability. This change does not apply

to:
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(i) a farner;
(ii) a cooperative organi zation described in
§ 501(c)(12), 521, or 1381;
(ii1) an individual taxpayer, except for
activities conducted as a sole proprietorship;
(iv) a taxpayer required to use an inventory
nmet hod of accounting, unless:
(A) the taxpayer is using or adopts a
proper inventory nmethod under § 471 and the regul ations
t hereunder, the taxpayer is a small reseller within the neaning
of § 1.263A-3(a), and, if the taxpayer has production activities,
the taxpayer's production activities qualify under the de mnims
presunption of § 1.263A-3(a)(2)(iii);
(B) the taxpayer is using or adopts a
proper inventory method under § 471 and the regul ati ons
t hereunder, the taxpayer is a reseller eligible to use the
sinplified resale nethod under § 1.263A-3(d), and the taxpayer is
using or adopts a proper nethod under that section for the year
of change;
(© the taxpayer is a producer of real or
tangi bl e personal property described in § 1.263A-2, and is using

both a proper inventory nmethod under § 471 and the regul ations
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t hereunder and a proper capitalization nethod under § 263A and
t he regul ati ons thereunder; or

(D) the taxpayer is a producer of real or
tangi bl e personal property described in § 1.263A-2, is using or
adopts a proper inventory nmethod under § 471 and the regul ations
t hereunder, and adopts a UNI CAP net hod or nethods specifically
described in the regulations. A “UNI CAP nmet hod specifically
described in the regul ations” includes the specific
identification nmethod (§ 1.263A-1(f)(2)), the burden rate nethod
(§ 1.263A-1(f)(2)), the standard cost nethod (§ 1.263A-1(f)(3)),
the direct reallocation nethod (§ 1.263A-1(g)(4)(iii)(A)), the
step-allocation nmethod (§ 1.263A-1(g)(4)(iii)(B)), the sinplified
service cost nethod (§ 1.263A-1(h)), or the sinplified production
met hod with the historic absorption ratio election (§ 1.263A-
2(b)), but does not include any other reasonable allocation
met hod within the neaning of § 1.263A-1(f)(4).

(v) a taxpayer required or wanting to use a
speci al nethod of accounting, unless the taxpayer is permtted to
change automatically to the special nethod under this revenue
procedure. A special nethod of accounting is a nethod that
deviates fromthe normal tax accounting rules, such as the nethod
of accounting for advance paynents pursuant to either Rev. Proc.

71-21, 1971-2 C.B. 549, or § 1.451-5, the install nent nethod of
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accounting under § 453, or a long-termcontract nethod, such as
t he percentage of conpletion nmethod or the conpl eted contract
met hod;

(vi) a taxpayer required to change to an
overall accrual nethod under § 448 and eligible to make the
change under § 1.448-1(h)(2). See § 1.448-1(h)(2), which
provi des an automatic consent procedure for a taxpayer changing

for the first taxable year that it is subject to § 448. See al so

§ 1.448-1(h)(1), which provides that § 1.448-1(h) does not apply
to a change required under any Code section (or regul ations
t hereunder) other than § 448 (for exanple, a taxpayer with
i nventories); or

(vii) a taxpayer engaged in two or nore trades
or businesses, unless the taxpayer uses or adopts the sane
overal | accrual nethod for each such trade or business.

(2) Section 481(a) adjustnent.

(a) In general. The § 481(a) adjustnent takes

into account the accounts receivable, accounts payabl e,
inventory, and any other itemdeterm ned to be necessary in order
to prevent itens frombeing duplicated or omtted. The § 481(a)
adj ust nrent does not include any item of incone accrued but not

received that was worthless or partially worthless (wthin the
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meani ng of § 166(a)) on the | ast day of the year preceding the
year of change.

(b) Recurring itemexception. As part of the

change to an overall accrual nethod, a taxpayer may adopt the
recurring itemexception for the year of change if the taxpayer
is eligible and follows the procedures of § 1.461-5(d). |If the
taxpayer is eligible and wants to adopt this nethod as specified
in § 461(h)(3), the amount of the § 481(a) adjustnent nust be
nodi fied to account for the anobunt of any additional deduction.

(3) Change to a special nethod of accounting. |If a

t axpayer that wants to change to an accrual nmethod in conjunction
with a change to a special nmethod of accounting is not permtted
to make the change under this revenue procedure, the taxpayer may
request to nake both changes only by filing one application under
the provisions of Rev. Proc. 97-27, 1997-1 C.B. 680. Only one
user fee will be required for these changes.

(4) Coordination with section 13.01 of the APPENDI X

for short-termobligations. |f a taxpayer subject to § 1281

wants to change its nethod of accounting under this section 5.01
of the APPENDI X and, as part of the change, is changing its

nmet hod of accounting for interest inconme on short-term
obligations, then the change for interest incone on short-term

obligations should be nade under section 13.01 of the APPENDI X of
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this revenue procedure and not under this section 5.01 of the
APPENDI X.

.02 Milti-year service warranty contracts.

(1) Description of change and scope.

(a) Applicability. This change applies to an

el igible accrual nethod manufacturer, whol esaler, or retailer of
not or vehi cles or other durable consuner goods that wants to
change to the service warranty incone nethod described in section
5 of Rev. Proc. 97-38, 1997-2 C. B. 479. Under the service
warranty inconme nethod, a qualifying taxpayer may, in certain
specified and imted circunstances, include a portion of an
advance paynent related to the sale of a nulti-year service
warranty contract in gross incone generally over the life of the
service warranty obligation.

(b) Inapplicability. This change does not apply

to a taxpayer outside the scope of Rev. Proc. 97-38.

(2) Manner of making the change.

(a) This change is nade using a cut-off nethod,
under which the taxpayer begins the use of the service warranty
i ncone nethod for all qualified advance paynent anounts received
in the year of change and thereafter. See section 2.06 of this

revenue procedure.
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(b) I'n accordance with § 1.446-1(e)(3)(ii), the
requi renent of § 1.446-1(e)(3)(i) to file an application on Form
3115 is waived and a statenent in lieu of the Form 3115 is
aut hori zed for this change. The statenent nust be identified at
the top as follows: "CHANGE TO THE SERVI CE WARRANTY | NCOVE
METHOD UNDER SECTI ON 5. 02 OF THE APPENDI X OF REV. PROC. 2002-9."
The statenment nust set forth the information required under
section 6.03 of Rev. Proc. 97-38, except that the statenent under
section 6.03(2) (that the taxpayer agrees to all of the terns and
conditions of the revenue procedure) also should refer to Rev.
Proc. 2002-09.

(c) A taxpayer changing to the service warranty
i ncone nethod of accounting under section 5.02 of this APPENDI X
nmust satisfy the annual reporting requirenent set forth in
section 6.04 of Rev. Proc. 97-38.

.03 Milti-year insurance policies for nulti-year service

warranty contracts -- Description of change and scope.

(1) Applicability. This change applies to a

manuf acturer, whol esaler, or retailer of notor vehicles or other
dur abl e consuner goods that wants to change its nethod of
accounting for insurance costs paid or incurred to insure its

ri sks under nulti-year service warranty contracts to the method

described in section 5.03(3) of this APPENDI X. Milti-year
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service warranty contracts to which this change applies include
only those separately priced contracts sold by a manufacturer,
whol esal er, or retailer also selling the notor vehicles or other
dur abl e consuner goods (to the ultinmate custonmer or to an
internedi ary) underlying the contracts. The classification of

goods as "durabl e consuner goods" for purposes of this change
depends on the commobn usage of the goods, rather than the
purchaser's actual intended use of the goods.

(2) Inapplicability. This change does not apply to a

t axpayer that covers its risks under its nulti-year service
warranty contracts through arrangenents not constituting
I nsur ance.

(3) Description of nethod. |[|f a taxpayer purchases a

mul ti-year service warranty insurance policy (in connection with
its sale of multi-year service warranty contracts to custoners)
by paying a | unp-sum prem umin advance, the taxpayer mnust
capitalize the amobunt paid or incurred and may only obtain
deductions for that anount by prorating (or anortizing) it over
the life of the insurance policy (whether the cash nethod or an
accrual nethod of accounting is used to account for service
warranty transactions).

.04 Interest accruals on short-term consuner |oans --

Rul e of 78s nethod.

- 140-



§ 5

(1) Description of change and scope. This change

applies to a taxpayer that wants to change its nethod of
accounting fromthe Rule of 78s nethod to the constant yield
met hod for stated interest (including stated interest that is
original issue discount) on short-term consuner |oans descri bed
in Rev. Proc. 83-40, 1983-1 C.B. 774, which was obsol eted by Rev.
Proc. 97-37, 1997-2 C B. 455. However, this change only applies
to loans issued on or after the first day of the taxpayer’s first
t axabl e year that begins on or after January 1, 1999.

(2) Background.

(a) A short-termconsuner |loan is described in

Rev. Proc. 83-40, provided:

(i) the loan is a self-anortizing | oan that
requires level paynents, at regular intervals at |east annually,
over a period not in excess of five years (with no balloon
paynment at the end of the loan tern); and

(ii) the | oan agreenent between the borrower
and the |l ender provides that interest is earned, or upon the
prepaynent of the loan interest is treated as earned, in
accordance wth the Rule of 78s nethod.

(b) I'n general, the Rule of 78s nethod allocates
interest over the termof a | oan based, in part, on the sum of

the periods’ digits for the termof the | oan. See Rev. Rul.
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83-84, 1983-1 C. B. 97, for a description of the Rule of 78s
met hod.

(c) I'n general, the constant yield nethod
allocates interest and original issue discount over the termof a
| oan based on a constant yield. See § 1.1272-1(c) for a
description of the constant yield nethod. The Rule of 78s nethod
generally front-loads interest as conpared to the constant yield
met hod.

(d) Rev. Proc. 83-40 was obsol et ed because, under
§§ 1.446-2 and 1.1272-1 (which were effective for debt
instrunments issued on or after April 4, 1994), taxpayers
general ly nust account for stated interest and original issue
di scount on a debt instrunent (loan) by using a constant yield
method. As a result, the Rule of 78s nethod is no | onger an
accept abl e met hod of accounting for federal inconme tax purposes.

(e) Notwithstanding §§ 1.446-2 and 1.1272-1, as a
matter of adm nistrative convenience, the Service will allow a
taxpayer to use the Rule of 78s nethod for stated interest on
short-term consuner | oans described in Rev. Proc. 83-40 if the
| oans were issued prior to the first day of the taxpayer’s first
taxabl e year that begins on or after January 1, 1999.

(3) Manner of nmaking the change. This change applies

to |l oans issued on or after the first day of the taxpayer’s first
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t axabl e year that begins on or after January 1, 1999. As a
result, any § 481 adjustment will be conputed only with respect
to those | oans.

.05 Smal | taxpayers changing to overall cash nethod.

(1) Description of change. This change applies to a

t axpayer (other than a taxpayer described in § 448(a)(3)) wth
“average annual gross receipts” (as defined in section 5.01 of
Rev. Proc. 2001-10, 2001-2 |.R B. 272) of $1,000,000 or |ess that
wants to change to the overall cash nmethod of accounting as
described in Rev. Proc. 2001-10.

(2) Scope limtations inapplicable. The scope

limtations in section 4.02 of this revenue procedure do not

apply to this change.

(3) Manner of making the change. Taxpayers naking

this change are urged to consult Rev. Proc. 2001-10 for
addi ti onal gui dance on the conmputation of the § 481(a) adjustnent
and the conpletion of the application.

(4) Automatic changes to treating inventoriable itens

as nonincidental materials and supplies under Rev. Proc. 2001-10.

A taxpayer desiring to make both this change and the change to
treating inventoriable itens as nmaterials and supplies that are

not incidental under § 1.162-3 (see section 9.03 of the APPEND X
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of this revenue procedure) may file a single application for both
changes.

.06 Nonaccrual - experi ence net hod.

(1) Applicability. This change applies to a taxpayer

usi ng an overall accrual nethod that wants to change, and is
eligible to change, to the nonaccrual - experi ence net hod of
accounting under § 448(d)(5) and regul ations thereunder for
anounts to be received for the performance of services by the
t axpayer which (on the basis of experience) will not be
col | ect ed.

(2) Inapplicability. This change does not apply to

any anount:

(a) if interest is required to be paid on such
anount; or

(b) if a penalty is inposed for failure to tinely
pay such anount.

(3) Scope limtations inapplicable. The scope

limtations in section 4.02 of this revenue procedure are not
applicable to this change.
SECTI ON 5A. TAXABLE YEAR OF | NCLUSI ON (§ 451)

.01 Accrual of interest on nonperformng | oans.

(1) Description of change and scope.
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(a) This change applies to an accrual nethod
taxpayer that is a bank as defined in § 581 (or whose primary
busi ness is maki ng or managi ng | oans) and wants to change its
nmet hod of accounting to conply with § 451 and 1.451-1(a) for
qualified stated interest (as defined in § 1.1273-1(c)) on
nonper form ng | oans.

(b) Section 1.451-1(a) requires incone to be
accrued when all the events have occurred that fix the right to
receive the incone and the anount thereof can be determ ned with
reasonabl e accuracy. A taxpayer nmay not stop accruing qualified
stated interest on a nonperformng |oan for federal incone tax
pur poses nerely because paynents on the | oan are overdue by a
certain length of time, such as 90 days, even if a federal,
state, or other regulatory authority having jurisdiction over the
t axpayer permts or requires that the overdue interest not be
accrued for regul atory purposes.

(c) Under §§ 451 and 1.451-1(a), a taxpayer mnust
continue accruing qualified stated interest on any nonperform ng
| oan until either (i) the loan is worthless under § 166 and
charged off as a bad debt, or (ii) the interest is determned to
be uncollectible. 1In order for interest to be determ ned
uncol | ectible, the taxpayer nust substantiate, taking into

account all the facts and circunstances, that it has no
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reasonabl e expectation of paynent of the interest. This
substantiation requirenent is applied on a |oan by |oan basis.

(d) A taxpayer that changes its nethod of
accounting under section 5A. 01 of this APPENDI X nust do so for
all of its |oans.

(2) Section 481(a) adjustnent. 1In general, the §

481(a) adjustnment for a nmethod change under section 5A.01 of this
APPENDI X represents the anmount of qualified stated interest, on

t he taxpayer’s nonperform ng | oans outstanding as of the

begi nning of the year of change, that should have been accrued
under §§ 451 and 1.451-1(a) and was not accrued. Interest for

whi ch the taxpayer, as of the beginning of the year of change,
has no reasonabl e expectation of paynent is not taken into
account in determning the amount of the § 481(a) adjustnent.

.02 Cash advances on i nsurance conmni SSi ons.

(1) Description of change.

(a) This change applies to an insurance conpany
that wi shes to change its nethod of accounting for cash advances
on conm ssions paid to its agents from deducting a cash advance
in the taxable year in which the advance is paid to the agent to
deducting a cash advance in the taxable year in which the advance
is earned by the agent. This change applies only to cash

advances qualifying as | oans under Rev. Proc. 2001-24, 2001-10
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|.R B. 788. An insurance conpany nmaking this change nmust conply

with all other applicable provisions of Rev. Proc. 2001-24.

(b) An agent of an insurance conpany mnmeking this
change is granted consent to change the agent’s nethod of
accounting to report cash advances in the year earned rather than
in the year paid, so long as the agent’s change in nethod of
accounting is consistent with the insurance conpany’s reporti ng.

No separate filing is required by an agent.

(2) Year of change. This change applies only to the

i nsurance conpany’s first or second taxabl e year beginning after
Decenber 31, 1999.

(3) Scope limtations inapplicable. The scope

limtations in section 4.02 of this revenue procedure do not

apply.
(4) Manner of making the change.

(a) The insurance conpany nust attach to the
application a statenent that conplies with section 4.03 of Rev.
Proc. 2001- 24.

(b) This change is effected on a cut-off basis.
See section 2.06 of this revenue procedure. |[If the insurance
conpany previously changed its nmethod of accounting for cash
advances from “l oan” to “earned cash advances” and that change

resulted in a § 481(a) adjustnent that has not been fully

- 147-



App. § 6
i ncluded in the insurance conpany’s taxable income, the insurance
conpany nust include the remaining § 481(a) adjustnent in taxable
income in the year of change. Simlarly, if the insurance
conpany previously changed its nmethod of accounting for cash
advances from “l oans” to “earned cash advances” and that change
resulted in a § 481(a) adjustnent that has not been fully
included in the agent’s reported i nconme, the insurance conpany
must include the remaining § 481(a) adjustnent on the agent’s

appl i cabl e Form 1099-M SC, M scel | aneous | nconme, or Form W2,

Wage and Tax Statenent, for the year of change.

.03 Advance rentals -- description of change and scope.

Thi s change applies to a taxpayer that wi shes to change its
met hod of accounting for advance rentals (other than advance
rentals subject to § 467 and the regul ati ons thereunder) to
i ncl ude such advance rentals in gross incone in the taxable year
received. See § 1.61-8(b).

SECTI ON 6. OBLI GATI ONS | SSUED AT DI SCOUNT (§ 454)

.01 Series E, EE or I U. S. savings bonds.

(1) Description of change and scope. This change

applies to a cash nmethod taxpayer that wants to change its nethod
of accounting for interest income on Series E, EE or | U. S.
savi ngs bonds. However, this change only applies to a taxpayer

that has previously made an el ection under § 454 to report as
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interest incone the increase in redenption price on a bond
occurring in a taxable year, and that now wants to report this
inconme in the taxable year in which the bond is redeened,

di sposed of, or finally matures, whichever is earliest.

(2) Manner of making the change.

(a) This change is nade using a cut-off nethod and
is effective for any increase in redenption price occurring after
t he begi nning of the year of change for all Series E, EE and |
U. S. savings bonds held by the taxpayer on or after the beginning
of the year of change. See section 2.06 of this revenue
pr ocedure.

(b) I'n accordance with § 1.446-1(e)(3)(ii), the
requi renent of § 1.446-1(e)(3)(i) to file an application on Form
3115 is waived and a statenent in lieu of the Form 3115 is
aut hori zed for this change. The statenent nust be identified at
the top as follows: "CHANGE | N METHOD OF ACCOUNTI NG UNDER
SECTI ON 6. 01 OF THE APPENDI X OF REV. PRCC. 2002-9." The
statenent nust set forth:

(i) the Series E, EE or I U.S. savings bonds
for which this change in accounting nethod is requested,
(ii) an agreenent to report all interest on

any bonds acquired during or after the year of change when the
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interest is realized upon disposition, redenption, or final
maturity, whichever is earliest; and

(ii1) an agreenent to report all interest on
t he bonds acquired before the year of change when the interest is
realized upon disposition, redenption, or final maturity,
whi chever is earliest, wth the exception of any interest incone
previously reported in prior taxable years.
.02 Reserved.
SECTI ON 7. PREPAI D SUBSCRI PTI ON | NCOVE (§ 455)

.01 Prepaid subscription incone.

(1) Description of change and scope. This change

applies to an accrual nethod taxpayer that wants to change its
met hod of accounting for prepaid subscription inconme to the

net hod described in § 455 and the regul ati ons thereunder,
including an eligible taxpayer that wants to nmake the "within 12
nmont hs" el ecti on under § 1.455-2.

(2) Manner of maki ng the change.

(a) This change is made using a cut-off nethod and
does not apply to any prepaid subscription incone received before
the first taxable year to which the change applies. Any prepaid
subscription inconme arising prior to the year of change is
accounted for under the taxpayer's fornmer method of accounting.

See section 2.06 of this revenue procedure.
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(b) I'n accordance with § 1.446-1(e)(3)(ii), the

requi renent of § 1.446-1(e)(3)(i) to file an application on Form
3115 is waived and a statenent in lieu of the Form 3115 is

aut hori zed for this change. The statenent nust be identified at
the top as follows: "CHANGE | N METHOD OF ACCOUNTI NG FOR PREPAI D
SUBSCRI PTI ON | NCOVE UNDER SECTI ON 7. 01 OF THE APPENDI X OF REV.
PROC. 2002-9." The statenent nust set forth the information
requi red under § 1.455-6(b).

(c) The consent granted under this revenue
procedure satisfies the consent required under §§ 455(c)(3) and
1. 455- 6(b) .

.02 Reserved.
SECTI ON 7A. SPECI AL RULES FOR LONG TERM CONTRACTS (§ 460)

.01 Change to conply with final regul ati ons under § 460.

(1) Description of change and scope.

(a) Applicability. This change applies to

t axpayers that nust change their nethods of accounting to conply
with the provisions of §§ 1.460-1 through 1.460-5 for long-term
contracts entered into on or after January 11, 2001. See §
1.460-1(c)(2) for a description of when a contract is viewed as

“entered into.”
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(b) Inapplicability. This change does not apply

to a taxpayer that wi shes to change its exenpt-contract nethod of
accounting (as defined in § 1.460-4(c)). A taxpayer desiring to
change its exenpt-contract nethod of accounting nust obtain
consent for such change by filing an application under Rev. Proc.
97-27 (or successor).

(2) Year of change. The year of change for this

change is the taxpayer’s taxable year that includes January 11,
2001.

(3) Manner of making change. This change is nade on

a cut-off basis. Accordingly, a § 481(a) adjustnent is neither
permtted nor required.

(4) Scope limtations inapplicable. The scope

limtations in section 4.02 of this revenue procedure do not
apply to this change.

(5) No audit protection. A taxpayer does not receive

audit protection under section 7 of this revenue procedure in
connection with this change.

.02 Change from exenpt-contract nmethod to percentage- of -

conpl eti on met hod.

(1) Description of change and scope. This change

applies to a taxpayer that
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(a) is not required by § 460 and regul ati ons

t hereunder to use the percentage-of-conpletion nmethod to account
for its long-termcontracts, and

(b) wants to change its method of accounting for
| ong-termcontracts froman exenpt-contract nethod (see § 1.460-
4(c)) to the percentage of conpletion nethod (see § 1.460-4(b)).

(2) Manner of making change. This change is made on

a cut-off basis. Accordingly, a § 481(a) adjustnent is neither
permtted nor required. This change does not apply to any | ong-
termcontract entered into before the year of change. See §
1.460-1(c)(2) for a description of when a contract is viewed as
“entered into.”

(3) No audit protection. A taxpayer does not receive

audit protection under section 7 of this revenue procedure in
connection wth this change.
SECTI ON 8. TAXABLE YEAR OF DEDUCTI ON (§ 461)

.01 Timng of incurring liabilities for enpl oyee

conpensati on.

(1) Self-insured enpl oyee nedi cal benefits.

(a) Applicability. This change applies to an

accrual nethod taxpayer that wants to change its nethod of
accounting to treat an obligation to pay an enpl oyee' s nedi cal

expenses that is neither insured nor paid froma welfare benefit
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fund within the meaning of § 419(e) as a liability incurred in

the taxable year in which the enployee files the claimwth the

enployer. See United States v. General Dynamics Corp., 481 U.S.

239 (1987), 1987-2 C. B. 134.

(b) Inapplicability. This change does not apply

to a taxpayer that is subject to § 263A and that is required to
capitalize the costs with respect to which the taxpayer wants to
change its nethod of accounting under section 8.01 of this
APPENDI X, if the taxpayer is not capitalizing the costs as
required.

(2) Ampbunts taken into account. Applicable

provi sions of the Code, regul ations, and other published gui dance
prescribe the manner in which a liability that has been incurred
is taken into account. For exanple, for a taxpayer with
inventories, direct |abor costs nust be included in inventory
costs and may be recovered through cost of goods sold. See

§ 1.263A-1(e)(2)(i)(B). A taxpayer may not rely on the

provi sions of section 8.01 of this APPENDI X to take a current
year deducti on.

.02 Timng of incurring liabilities for real property

t axes, personal property taxes and state incone taxes.

(1) Description of change. An accrual method

t axpayer generally incurs a liability in the taxable year that
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all the events have occurred that establish the fact of the
liability, the amount of the liability can be determned with
reasonabl e accuracy, and econom ¢ perfornmance has occurred with
respect to the liability. See § 1.446-1(c)(1)(ii). Under
§ 1.461-4(g)(6), if the liability of the taxpayer is to pay a
tax, econom c performance occurs as the tax is paid to the
governnment authority that inposed the tax.

(2) Scope.

(a) Applicability. This change applies to an

accrual nethod taxpayer that wants to change its nethod of
accounting to:

(i) treat liabilities (for which the al
events test of § 461(h)(4) is otherwise net) for real property
t axes, personal property taxes, or state income taxes as incurred
in the taxable year in which the taxes are paid, under §§ 461 and
1.461-4(9)(6);

(ii1) account for real property taxes, persona
property taxes or state incone taxes under the recurring item
exception to the econom c performance rul es under §§ 461(h)(3)
and 1.461-5(b)(1); or

(ii1) revoke an el ection under § 461(c)

(ratabl e accrual election).
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(b) Inapplicability. This change does not apply

to a taxpayer that is subject to § 263A and that is required to
capitalize the costs with respect to which the taxpayer wants to
change its nmethod of accounting under section 8.02 of this
APPENDI X, if the taxpayer is not capitalizing the costs as
required.

(3) Anmpbunts taken into account. Applicable

provi sions of the Code, regulations, and ot her published gui dance
prescri be the manner in which a liability that has been incurred
is taken into account. For exanple, for a taxpayer with
inventories, certain real property taxes nust be included in
inventory costs and nay be recovered through cost of goods sold.
See § 1.263A-1(e)(3)(ii)(L). A taxpayer may not rely on the
provi sions of section 8.02 of this APPENDI X to take a current
year deducti on.

.03 Timng of incurring liabilities under a workers'

conpensation act, tort, breach of contract, or violation of |aw

(1) Description of change and scope.

(a) Applicability. This change applies to an

accrual nethod taxpayer that wants to change its nethod of
accounting for self-insured liabilities (including any anounts
not covered by insurance, such as a "deductible"” anmount under an

i nsurance policy) arising under any workers' conpensation act or
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out of any tort, breach of contract, or violation of law, to
treating the liability for the workers' conpensation, tort,
breach of contract, or violation of law as being incurred in the
taxabl e year in which all the events have occurred which
establish the fact of the liability, the amount of the liability
can be determ ned with reasonabl e accuracy, and paynent is made
to the person to which the liability is owed. See §§ 461 and
1.461-4(g)(2).

(b) Inapplicability. This change does not apply:

(i) to a taxpayer that is subject to § 263A
and that is required to capitalize the costs with respect to
whi ch the taxpayer wants to change its nethod of accounting under
section 8.03 of this APPENDI X, if the taxpayer is not
capitalizing the costs as required,

(ii) if paynent is made to a third party
rather than to the person to which the liability is owed. See
§ 1.461-4(g)(1); or

(ii1) if paynment is nade by a third party.

(2) Anpbunts taken into account. Applicable

provi sions of the Code, regulations, and ot her published gui dance
prescri be the manner in which a liability that has been incurred
is taken into account. For exanple, for a taxpayer with

inventories, certain enployee benefit costs (including workers
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conpensation) nust be included in inventory costs and may be
recovered through costs of goods sol d. See § 1. 263A-
1(e)(3)(ii)(D. A taxpayer may not rely on the provisions of
section 8.03 of this APPENDI X to take a current year deduction.

.04 Timng of incurring liabilities for payroll taxes.

(1) Applicability. This change applies to:

(a) an accrual nethod enpl oyer that wants to

change its method of accounting for

(i) FICA and FUTA taxes to a nethod consi stent
with the holding in Rev. Rul. 96-51, 1996-2 C.B. 36 (Rev. Rul.
96-51 holds that, under the all events test of § 461, an accrual
nmet hod enpl oyer may deduct in Year 1 its otherw se deductible
FI CA and FUTA taxes inposed with respect to year-end wages
properly accrued in Year 1, but paid in Year 2, if the
requi renents of the recurring itemexception are net); and

(ii) state unenploynent taxes and, in the
event the taxpayer is an enployer within the neaning of the
Rai |l road Retirenent Tax Act (see § 3231(a)), railroad retirenent
taxes to a nmethod under which the taxpayer nmay deduct in Year 1
its otherw se deductible state unenploynent taxes and railroad
retirement taxes (if applicable) inposed with respect to year-end
wages properly accrued in Year 1, but paid in Year 2, if the

requi renents of the recurring itemexception are net (including
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the requirenent that, as of the end of the taxable year, al
events have occurred that establish the fact of the liability and
the anmount of the liability can be determ ned with reasonabl e
accuracy, see § 1.461-5(b)); or

(b) an accrual method enployer that utilizes a nethod
of accounting for FICA and FUTA taxes that is consistent with the
holding in Rev. Rul. 96-51, 1996-2 C B. 36 and wi shes to change
its method of accounting for state unenploynent taxes and, in the
event the enployer is an enployer within the neaning of the
Rai Il road Retirenent Tax Act (see § 3231(a)), railroad retirenent
taxes to a nethod under which the taxpayer may deduct in Year 1
its otherw se deductible state unenpl oynent taxes and railroad
retirenment taxes (if applicable) inposed with respect to year-end
wages properly accrued in Year 1, but paid in Year 2, if the
requi renents of the recurring itemexception are net (including
the requirenent that, as of the end of the taxable year, al
events have occurred that establish the fact of the liability and
the anmount of the liability can be determ ned with reasonabl e
accuracy, see § 1.461-5(b)).

(2) Inapplicability. This change does not apply to a

t axpayer that is subject to § 263A and that is required to
capitalize the costs with respect to which the taxpayer wants to

change its nmethod of accounting under section 8.04 of this
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APPENDI X, if the taxpayer is not capitalizing the costs as

required.

(3) Recurring itemexception. A taxpayer that

previously has not changed to or adopted the recurring item
exception for FICA, FUTA, state unenploynent taxes and railroad
retirenment taxes (if applicable) must change to the recurring
item exception nethod for FICA FUTA, state unenploynent taxes
and railroad retirenent taxes (if applicable) as specified in

§ 461(h)(3) as part of this change.

(4) Anpbunts taken into account. Applicable

provi sions of the Code, regulations, and ot her published gui dance
prescri be the manner in which a liability that has been incurred
is taken into account. For exanple, for a taxpayer with
inventories, certain taxes nust be included in inventory costs
and may be recovered through cost of goods sold. See § 1.263A-
1(e)(3)(ii)(L). A taxpayer may not rely on the provisions of
section 8.04 of this APPENDI X to take a current year deduction.

.05 Cooperative adverti sing.

(1) Description of change and scope. This change

applies to a taxpayer that wants to change its nethod of
accounting for cooperative advertising costs to a nethod
consistent wwth the holding in Rev. Rul. 98-39, 1998-2 C. B. 198.

Rev. Rul. 98-39 generally provides that, under the all events
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test of § 461, an accrual nethod manufacturer’s liability to pay
a retailer for cooperative advertising services is incurred in
the year in which the services are perforned, provided the
manuf acturer is able to reasonably estinmate this liability, and
even though the retailer does not submt the required claimform
until the follow ng year

(2) Scope limtations inapplicable. A taxpayer that

wants to make this change for its first or second taxable year
endi ng on or after August 17, 1998, is not subject to the scope
limtations in section 4.02 of this revenue procedure.

.06 Distributor comm ssi ons.

(1) Changes made under Rev. Proc. 2000- 38.

(a) Description of change and scope. This change

applies to taxpayers that wi sh to change their nethod of
accounting for distributor comm ssions (as defined by § 2 of Rev.
Proc. 2000-38, 2000-40 I.R B. 310) to the distribution fee period
nmet hod, the 5-year nethod, or the useful life nethod (al
described in Rev. Proc. 2000-38) for the taxpayer’s taxable year
that includes January 1, 2001.

(b) Inapplicability. This change does not apply

to an anortizable section 197 intangible (including any property
for which a tinely election under § 13261(g)(2) of the 1993 Act

was nmade).
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(c) Scope limtations.

(i) A taxpayer that files a copy of its
application for this change with the national office on or before
April 2, 2001 is not subject to the scope limtations in section
4.02 of this revenue procedure, unless the taxpayer’s nethod of
accounting for distributor conm ssions is an i ssue under
consideration before a federal court within the neaning of
section 3.09(3) of this revenue procedure.

(ii) If the taxpayer’s nmethod of accounting
for distributor comm ssions is an issue pending at the tine that
a Form 3115 is filed with the national office, the taxpayer also
nmust provide to the exam ning agent or appeals officer, as
appropriate, an executed closing agreenent substantially in the
formset forth in APPENDI X A of Rev. Proc. 2000-38. For purposes
of this change, the taxpayer’s nmethod of accounting for
di stributor conmi ssions is an issue pending if the Service has
given the taxpayer witten notification indicating an adjustnent
is being nade or will be proposed with respect to the taxpayer’s
nmet hod of accounting for distributor conmssions. This wll
normal Iy occur after the Service has gathered information
sufficient to determne that a proposed adjustnent is appropriate
and justified, although the exact anount of the adjustnent may

not yet be determ ned.
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(d) Manner of naking the change.

(i) Cut-off nethod. The change nust be nade

using a cut-off nethod, and applies only to distributor

conmm ssions paid or incurred on or after January 1, 2001.

Because no itens are duplicated or omtted frominconme when a
cut-off nethod is used, a § 481(a) adjustnent described in § 5.03
of this revenue procedure is not necessary. See section 2.06 of
this revenue procedure.

(ii) Year of change. The year of change is

t he taxpayer’s taxable year that includes January 1, 2001

(ii1) Filing requirenents. Notw thstanding

section 6.02(3)(a) of this revenue procedure, a taxpayer making
this change may file the required copy of its application with
the national office before the first day of the year of change if
the taxpayer otherw se properly files its application under Rev.
Proc. 2000-38.

(e) Audit protection. |[If a taxpayer conplies with

the requirenents of Rev. Proc. 2000-38 and this revenue procedure
for changing its nethod of accounting for distributor conm ssions
to any of the three nethods of accounting described in Rev. Proc.
2000-38, the treatnent of distributor conm ssions wll not be
raised as an issue in any taxable year before the year of change

and, if the treatnent of distributor comm ssions has already been
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raised as an issue in a taxable year before the year of change,
the treatnment of distributor comm ssions will not be further
pur sued.

(2) Changes not made under Rev. Proc. 2000- 38.

(a) Change from deducting to capitalizing

di stri butor conmm ssi ons.

(i) Description of change and scope. This

section 8.06(2)(a) applies to a taxpayer that w shes to change
fromcurrently deducting distributor comm ssions (as defined by
section 2 of Rev. Proc. 2000-38, 2000-40 |.R B. 310) to a nethod
of capitalizing and anortizing distributor comm ssions using the
distribution fee period nethod, the 5-year nethod, or the useful
life nethod (all described in Rev. Proc. 2000-38) for a taxable
year other than the taxpayer’s taxable year that includes January
1, 2001).

(ii) Inapplicability. This change does not

apply to an anortizable section 197 intangible (including any
property for which a tinely election under § 13261(g)(2) of the
1993 Act was nade.

(ii) Manner of nmeking the change. The change

under this section 8.06(2)(a) nust be made using the cut-off
met hod, and applies only to distributor conm ssions paid or

incurred on or after the first day of the year of change.
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Because no itens are duplicated or omtted frominconme when a
cut-off nethod is used, a § 481(a) adjustnent described in § 5.03
of this revenue procedure is not necessary. See section 2.06 of
this revenue procedure.

(b) O her changes. See section 2.02 of this

APPENDI X for (i) changing fromone nethod described in Rev. Proc.
2000- 38 for anortizing distributor comm ssions (as defined by
section 2 of Rev. Proc. 2000-38, 2000-40 |.R B.310) to another
nmet hod described in Rev. Proc. 2000-38 for anortizing distributor
commi ssions, or (ii) changing frompooling to a single asset, or
vice versa, for distributor conm ssions for which the taxpayer is
using the distribution fee period nmethod or the useful life
nmet hod (both described in Rev. Proc. 2000-38).

SECTI ON 9. | NVENTORI ES (§ 471)

.01 Cash discounts

(1) Description of change and scope. This change

applies to a taxpayer that wants to change its nethod of
accounting for cash discounts (discounts granted for tinely
paynment) when they approximate a fair interest rate, froma

nmet hod of consistently including the price of the goods before
di scount in the cost of the goods and including in gross incone
any di scounts taken (the "gross invoice nethod"), to a nmethod of

reducing the cost of the goods by the cash discounts and
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deducting as an expense any di scounts not taken (the "net invoice
net hod"), or vice versa. See Rev. Rul. 73-65, 1973-1 C B. 216.

(2) Conputation of § 481 adjustnent for changes to

net invoice nethod. 1In the case of a taxpayer changing fromthe

gross invoice nethod to the net invoice nethod, a negative
adj ust mrent nust be made to prevent duplications arising fromthe
fact that the gross invoice nethod reported i ncone upon timnely
paynent for sone or all of the goods that remain in inventory,
and a positive adjustnent nust be nade to prevent om ssions
arising fromthe fact that the gross nethod included the invoice
price, unadjusted for the cash discounts, of sone or all goods in
cost of goods sold and the discount will be earned by paynent in
a subsequent taxable year. The net § 481 adjustnent can be
conput ed by deducting the “Applicable Discount” at the begi nning
of the year of change fromthe “Avail abl e D scount” at the
begi nning of the year of change. The Available D scount is equal
to the difference between the accounts payabl e bal ance under the
gross invoice nethod and the net invoice nethod. The Applicable
Di scount is equal to the difference between the begi nning
i nventory val ue under the gross invoice nethod and the net
i nvoi ce net hod.

Exanpl e. Taxpayer’s accounts payabl e bal ance at the

begi nning of the year of change was $1, 000x under the gross

- 166-



App. § 9

i nvoi ce met hod and $980x under the net invoice nethod.

Taxpayer’s inventory val ue was $3, 000x under the gross invoice
met hod and $2, 955x under the net invoice method. The Avail able
Di scount is $20 ($1,000x - $980x) and the Applicable Discount is
$45 ($3,000x - $2,955x). Thus, Taxpayer’s net § 481(a)
adjustnent is a negative $25 ($20 - $45).

(3) Conputation of § 481 adjustnent for changes to

gross invoice nethod. In the case of a taxpayer changing from

the net invoice method to the gross invoice nethod, a positive
adj ust mrent nmust be made to prevent omissions arising fromthe
fact that the net invoice nethod did not report incone upon
timely paynent for sone or all of the goods that remain in
inventory, and a negative adjustnment nust be made to prevent
duplications arising fromthe fact that the net nethod included
the invoice price, adjusted for the cash discounts, of sone or
all goods in cost of goods sold and the discount will be earned
by paynent in a subsequent taxable year. The net § 481

adj ust mrent can be conmputed by deducting the “Applicable D scount”
at the beginning of the year of change fromthe “Avail abl e

Di scount” at the begi nning of the year of change. The Avail able
Di scount is equal to the difference between the accounts payabl e
bal ance under the gross invoice nethod and the net invoice

met hod. The Applicable D scount is equal to the difference
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bet ween the begi nning inventory val ue under the gross invoice
met hod and the net invoice nethod.

Exanpl e. Taxpayer’s accounts payabl e bal ance at the
begi nning of the year of change was $980x under the net invoice
met hod and $1, 000x under the gross invoice nethod. Taxpayer’s
i nventory val ue was $2, 955x under the net invoice nmethod $3, 000x
under the gross invoice nethod. The Applicable Discount is $45
($3,000x - $2,955x) and the Avail able Discount is $20 ($1, 000x -
$980x). Thus, Taxpayer’s net § 481(a) adjustment is a positive
$25 ($20 - $45).

.02 Estimating inventory "shrinkage".

(1) Description of change and scope. This change

applies to a taxpayer that wants to change to a nethod of
accounting for estimating inventory shrinkage in conputing ending
i nventory, using:

(a) the "retail safe harbor nethod" described in
section 4 of Rev. Proc. 98-29, 1998-1 C B. 857; or

(b) a method other than the retail safe harbor
nmet hod, provided (i) the taxpayer's present nethod of accounting
does not estimate inventory shrinkage, and (ii) the taxpayer's
new nmet hod of accounting (that estinmates inventory shrinkage)

clearly reflects incone under § 446(b).
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(2) Scope limtations inapplicable. A taxpayer that

wants to make this change is not subject to the scope Iimtations
in section 4.02 of this revenue procedure.

(3) Additional requirenents. |If the taxpayer wants

to change to a nethod of accounting for inventory shrinkage ot her
than the retail safe harbor nethod, the taxpayer nust attach to
the application a statenment setting forth a detail ed description
of all aspects of the new nethod of estimating inventory
shrinkage (including, for LIFO taxpayers, the nethod of

determ ning inventory shrinkage for, or allocating inventory

shri nkage to, each LIFO pool).

(4) Audit protection. A taxpayer, whose present

nmet hod of accounting estimtes inventory shrinkage, does not
receive audit protection under section 7 of this revenue
procedure in connection with a change to the retail safe harbor
method if, on the date the taxpayer files a copy of the Form 3115
with the national office, the taxpayer's present nethod of
estimating inventory shrinkage is an issue under consideration

wi thin the neaning of section 3.09 of this revenue procedure.

(5) Future change. A taxpayer that changes to the

retail safe harbor nethod described in Rev. Proc. 98-29 will not
be precluded, solely by reason of such change, fromchanging to

anot her safe harbor method for estimating inventory shrinkage in

-169-



App. § 9

conputing ending inventory in the first year that such other safe
har bor nmethod is avail abl e.

.03 Smal | taxpayer exception fromrequirenent to account

for inventories under § 471.

(1) Description of change. This change applies to a

t axpayer (other than a taxpayer described in § 448(a)(3)) wth
“average annual gross receipts” (as defined in section 5.01 of
Rev. Proc. 2001-10, 2001-2 |.R B. 272) of $1,000,000 or |ess that
wants to change froma method of accounting for inventoriable
itenms (including, if applicable, fromthe nethod of capitalizing
costs under § 263A) to the nethod described in Rev. Proc. 2001-10
for treating inventoriable itens in the same manner as materials
and supplies that are not incidental under § 1.162-3.

(2) Scope limtations inapplicable. The scope

limtations in section 4.02 of this revenue procedure do not
apply to this change.

(3) Manner of making the change. Taxpayers naking

this change should consult Rev. Proc. 2001-10 for additional
gui dance on the conputation of the § 481(a) adjustnent and the
conpl etion of the application.

(4) Automatic changes to the cash nethod under Rev.

Proc. 2001-10. A taxpayer desiring to make both this change and

the change to the overall cash nmethod under Rev. Proc. 2001-10
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(see section 5.05 of the APPENDI X of this revenue procedure) nay
file a single application for both changes.

.04 “Fl oor stocks” paynments nade or received.

(1) Description of change and scope. This change

applies to a taxpayer that wants to change its nethod of
accounting for paynents nmade or received with respect to “fl oor
stocks” to conformwi th the holding of Rev. Rul. 2001-8, 2001-9
|. R B. 726, or to elect the sinplifying assunption regarding
goods on hand set forth in Rev. Rul. 2001-8.

(2) Requirenents. This change nay only be made for

the first taxable year in which paynents are nade or received
with respect to floor stocks subsequent to February 26, 2001.

(3) Scope limtations inapplicable. The scope

limtations in section 4.02 of this revenue procedure do not
apply to this change.

(4) Manner of making the change.

(a) The change is nade using a cut-off nethod
relative to paynents made or received with respect to floor
stocks on or before February 26, 2001. See section 2.06 of this
revenue procedure.

(b) A taxpayer making this change should clearly
indicate on its application, or in an attachnment thereto, if it

is electing to use the sinplifying assunption of Rev. Rul. 2001-8
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to identify the goods physically held on the floor stocks date

for costing purposes.

.05 Qualifying volune-rel ated trade di scounts.

(1) Description of change and scope. This change

applies to a taxpayer that wants to change its nethod of
accounting to treat qualifying volune-rel ated trade di scounts as
a reduction in the cost of nerchandi se purchased at the tine the
di scount is recognized in accordance with § 1.471-3(b). A
“qual i fying volunme-rel ated trade di scount” neans a di scount
satisfying the followng criteria:

(a) the taxpayer receives or earns the discount
solely as the result of the purchase of the nerchandi se to which
t he di scount rel ates;

(b) the taxpayer is neither obligated nor expected
to performor provide any services in exchange for the discount;
and

(c) the discount is not a reinbursenent of any
expenditure incurred or to be incurred by the taxpayer.

(2) Section 481 adjustnent. The net § 481 adj ustnent

attributable to the change is conputed in a nmanner simlar to the
conputation of a net § 481 adjustnent in the case of a change to
the net invoice nethod of accounting for cash discounts. See

section 9.01(2) of the APPENDI X.
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.06 I nperm ssible nmethods of valuation. This change

applies to a taxpayer changing a nethod of accounting to restore
a witedown or discontinue maintaining a reserve specifically
described within § 1.471-2(f).

SECTI ON 10. LAST-IN, FIRST-OUT (LIFO | NVENTORI ES (§ 472)

.01 Change fromthe LIFO inventory nethod.

(1) Description of change and scope.

(a) In general. This change applies to any

t axpayer that wants to:

(i) change fromthe LIFO inventory method for
all its LIFOinventory or for a pool or pools within its LIFO
i nventory; and

(ii) change to the permtted nethod as
determ ned in section 10.01(1)(b) of this APPEND X

(b) Method to be used.

(i) Determning nethod to be used. The

inventory nethod to be used by a taxpayer is determ ned as
fol |l ows:

(A) If the taxpayer has inventoriable
goods not included in its LIFO inventory conputations (non-LIFO
inventory) and, for all the taxpayer's non-LIFO inventory, the

t axpayer uses an inventory nmethod that is a permtted nethod,
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then the taxpayer nust use that same inventory nmethod for its
entire inventory.

(B) I'f the LIFO inventory nmethod is used
by the taxpayer with respect to all its inventoriable goods, then
t he taxpayer nust use the sane inventory nethod it used prior to
the adoption of the LIFO inventory nethod, if that prior nethod
is a permtted nethod.

(O If the taxpayer has only LIFO
inventory and the nethod used by the taxpayer prior to the
adoption of the LIFO inventory method is not a permtted nethod,
then the taxpayer nust use a permtted nethod.

(D) If the taxpayer did not use an
inventory nethod prior to the adoption of the LIFO inventory
met hod and has no inventoriable goods other than its LIFO
inventory, then the taxpayer nust use a permtted nethod.

(ii) Permtted nethod defined. For purposes

of section 10.01 of this APPENDI X, a permtted nethod is a nethod
under whi ch:

(A) the identification nethod is either
the first-in, first-out (FIFO inventory nethod or the specific
identification inventory nethod; and

(B) the valuation nethod is cost; cost or

mar ket, whichever is |ower; market (but only if the taxpayer is a
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dealer in securities, as defined in § 1.471-5); the "farmprice
met hod” or the "unit-1livestock-price nmethod" (but only if the
taxpayer is a farner permtted to use such nethods); or the
retail nethod, reduced to either approximate cost or approximte
cost or market, whichever is lower (but only if the taxpayer is a
retail merchant).

(ii1) Method not to be used. The average cost

met hod (sonetinmes also referred to as "the rolling average
nmet hod") described in Rev. Rul. 71-234, 1971-1 C.B. 148, is not a
permtted nethod.

(iv) Determning permtted nethod. Wether an

inventory nmethod is a permtted nethod is determ ned by the

t axpayer's nmethod of inventory identification and val uation, and
not by which types and anounts of costs are capitalized under the
t axpayer's method of conputing inventory cost. See § 263A and

t he regul ati ons thereunder, which govern the types and anounts of
costs required to be included in inventory cost for taxpayers
subj ect to those provisions.

(2) Limtation on LIFO el ection. The taxpayer may

not re-elect the LIFO inventory nmethod for a period of at |east
five taxable years beginning wth the year of change unless,
based on a showi ng of unusual and conpelling circunstances,

consent is specifically granted by the Comm ssioner to change the
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met hod of accounting at an earlier tinme. A taxpayer that wants
to re-elect the LIFO inventory nmethod wwthin a period of five
taxabl e years (beginning wwth the year of change) nust file a
Form 3115 in accordance with Rev. Proc. 97-27, 1997-1 C B. 680.

A taxpayer that wants to re-elect the LIFO inventory nethod after
a period of five taxable years (beginning with the year of
change) is not required to file a Form 3115 in accordance with
Rev. Proc. 97-27, but nust file a Form 970, Application to Use

LI FO I nventory Method, in accordance with § 1.472-3.

(3) Effect of subchapter S el ection by corporation.

(a) S election effective for year of LIFO

di scontinuance. |If a C corporation elects to be treated as an S

corporation for the taxable year in which it discontinues use of
the LIFO inventory nethod, § 1363(d) requires an increase in the
t axpayer's gross incone for the LIFO recapture anount (as defined
in § 1363(d)(3)) for the taxable year preceding the year of
change (the taxpayer's |ast taxable year as a C corporation), and
a correspondi ng adjustnment to the basis of the taxpayer's
inventory as of the end of the taxable year preceding the year of
change. Any increase in incone tax as a result of the inclusion
of the LIFO recapture anount is payable in four equal
instal |l nents, beginning with the taxpayer's |ast taxable year as

a C corporation as provided in § 1363(d)(2). Any correspondi ng
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basis adjustnment is taken into account in conputing the § 481(a)
adjustnment (if any) that results upon the discontinuance of the
LI FO nmet hod by the corporation.

(b) S election effective for a year after LIFO

di scontinuance. |If a C corporation elects to be treated as an S

corporation for a taxable year after the taxable year in which it
di sconti nued use of the LIFO inventory nethod, the remnaining

bal ance of any positive § 481(a) adjustnment nust be included in
its gross incone in its |last taxable year as a C corporation. |If
this inclusion results in an increase in tax for its |last taxable
year as a C corporation, this increase in tax is payable in four
equal installnents, beginning wwth the taxpayer's |ast taxable
year as a C corporation as provided in § 1363(d)(2), unless the
taxpayer is required to take the remaini ng bal ance of the

§ 481(a) adjustnent into account in the |ast taxable year as a C
corporation under another acceleration provision in section
5.04(3)(c) of this revenue procedure.

(4) Additional requirenents. The taxpayer nust

conplete the follow ng statenents and attach themto the
application:

(a) "The new nethod of identifying inventory goods
is the [insert nmethod; that is, specific identification; FIFQ

retail; etc.] nethod."
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(b) "The new nethod of valuing inventory goods is
[insert method; that is, cost; cost or market, whichever is
| oner; etc.]."

(c) "The new nethod confornms to the requirenents
of section 10.01(1)(b)(i) [insert either (A, (B), (C, or (D]
of the APPENDI X of Rev. Proc. 2002-9 because [explain in detal
how t he new net hod confornms to the specific subdivision]."

.02 Determning current-year cost under the LIFO

i nventory net hod.

(1) Description of change and scope. This change

applies to a LIFO taxpayer that wants to change to a net hod of
determ ning current year cost:

(a) by reference to the actual cost of the goods
nost recently purchased or produced,

(b) by reference to the actual cost of the goods
purchased or produced during the taxable year in the order of
acquisition; or

(c) by application of an average unit cost equal
to the aggregate actual cost of all the goods purchased or
produced t hroughout the taxable year divided by the total nunber

of units so purchased or produced. See § 1.472-8(e)(2)(ii).
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(2) Manner of making the change. This change is nade

using a cut-off nethod. See section 2.06 of this revenue
pr ocedure.

.03 Alternative LIFOinventory nethod for retai

aut onpbi | e deal ers.

(1) Description of change and scope.

(a) Applicability. This change applies to a

t axpayer engaged in the trade or business of retail sales of new
aut onobiles or new | ight-duty trucks ("autonobile dealer") that
wants to change to the "Alternative LI FO Met hod" described in
section 4 of Rev. Proc. 97-36, 1997-2 C.B. 450, for its LIFO
inventories of new autonobiles and new |ight-duty trucks. Light-
duty trucks are trucks with a gross vehicle weight of 14,000
pounds or |ess, which also are referred to as class 1, 2, or 3
trucks.

(b) Inapplicability. This change does not apply

to an autonobil e dealer that uses the inventory price index
conputation (I1PIC) nmethod for goods other than new autonobil es,
new | ight-duty trucks, parts and accessories, used autonobil es,
and used trucks.

(2) Manner of making the change.
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(a) Cut-off nethod. This change is nade using a

cut-off nethod. See section 2.06 of this revenue procedure and
section 5.03(6) of Rev. Proc. 97-36.

(b) I'PIC method changes. An autonobil e deal er

that uses the IPIC nethod al so must change fromthe |IPIC nethod
under section 10.03 of this APPENDI X to anot her acceptabl e net hod
for its goods other than new autonobiles and new |ight-duty
trucks. For parts and accessories, the autonpbile deal er nust
change to the dollar-value, index nethod, with all parts and
accessories within each separate trade or business in a separate
LI FO pool. For used vehicles, the autonobile deal er nust change
to the dollar-value, link-chain nethod, wth all used autonobiles
W thin each separate trade or business in one LIFO pool and al
used trucks within each separate trade or business in another
separate LI FO pool

(c) Additional requirenents. An autonobile dealer

al so nust conply with the foll ow ng:

(i) the conditions in section 5.03 of Rev.
Proc. 97-36; and

(ii) for an autonobile deal er changing from
the 1 PIC nethod, the autonobile dealer also nust attach to the
application a schedule setting forth the classes of goods for

whi ch the autonobil e deal er has elected to use the LI FO nmet hod
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and the accounting nethod changes bei ng nade under section 10.03

of this APPENDI X for each class of goods.

.04 Used vehicle alternative LIFO nethod.

(1) Description of change and scope.

(a) Applicability. This change applies to a

t axpayer that sells used autonobiles and used |ight-duty trucks
(“used vehicle dealers”) that wi shes to change to the “Used
Vehicle Alternative LI FO Method” as described in Rev. Proc. 2001-
23, 2001-10 |I.R B. 784.

(b) Inapplicability. This change does not apply

to used vehicle dealers that use the IPIC nmethod and have in

i nventory goods other than new or used autonobiles, new or used
[ight duty trucks, and parts and accessories. See section
5.03(2) of Rev. Proc. 2001-23.

(2) Additional requirenents. A taxpayer making this

change nust conply with the additional conditions set forth in
section 5.04 of Rev. Proc. 2001-23.

(3) Scope limtations inapplicable. The scope

limtations in section 4.02 of this revenue procedure do not
apply to this change, provided that the change is made for the
first or second taxable year ending on or after Decenber 31,
2000, unless the taxpayer’s nmethod of valuing its LIFO

inventories of used autonpbiles or used |ight-duty trucks is an
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i ssue pending within the neaning of section 6.01(6) of Rev. Proc.
2000- 38, 2000-40 |I.R B. 310.

(4) Manner of nmki ng change.

(a) Cut-off method. This change nust be effected

on a cut-off nmethod, which requires that the value of the

t axpayer’s used autonobile and used light-duty truck inventory at
t he begi nning of the year of change nust be the sane as the val ue
of that inventory at the end of the preceding taxable year, plus
cost restorations, if any, required by section 5.04(5) of Rev.
Proc. 2001-23. However, if the taxpayer has previously

i nproperly accounted for a bul k bargai n purchase, the taxpayer,
as part of a change to the Used Vehicle Alternative LI FO Method,
must first change its nethod of accounting to conply with

Ham | ton Industries, Inc. v. Conm ssioner, 97 T.C 120 (1991),

and conpute a §481(a) adjustnent for that part of the change (see
Announcenent 91-173, 1991-47 |.R B. 29).

(b) New base year. In effecting a change to the

Used Vehicle Alternative LIFO Method under this revenue
procedure, any LIFO inventory cost increnents previously

determ ned and the value of those increnents nust be retained.

I nstead of using the earliest taxable year for which the taxpayer
adopted LI FO as the base year, the year of change nust be used as

t he new base year in determning the value of all existing LIFO
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cost increnents for the year of change and | ater taxable years.
(The cunul ative index at the beginning of the year of change w |
be 1.00.) The base-year cost of all LIFO cost increnents at the
begi nning of the year of change nust be restated in terns of new
base-year costs, using the year of change as the new base year,
and the indexes for previously determ ned inventory increnents
must be reconputed accordingly. The new base-year cost of a pool
is equal to the total current-year cost of all the vehicles in
t he pool.

(c) Wien filing their applications, taxpayers are
rem nded to conplete all applicable parts of the Form 3115,
including Part | of Schedul e B.

(5) Concurrent change available for certain IPIC

taxpayers. A used vehicle dealer using the IPIC nethod that al so
has parts and accessories, new autonobiles, or new |ight-duty
trucks in inventory nay incorporate a change, using a cut-off

nmet hod, from I PIC to anot her acceptable LIFO nethod for these

ot her goods into this change. Wen changing fromIPICto a

dol l ar-val ue LI FO nethod for parts and accessories, new

aut onobil es, or new light-duty trucks, a separate inventory poo
nmust be established for each of these types of inventory.

.05 Determning the cost of used vehicles purchased or

taken as a trade-in.
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(1) Description of change and scope.

(a) Applicability. This change applies to a LIFO

t axpayer that wants to:

(i) determ ne the cost of used vehicles
acquired by trade-in using the average whol esale price |listed by
an official used car guide on the date of the trade-in. See Rev.
Rul . 67-107, 1967-1 C.B. 115. The official used car guide
sel ected nust be consistently used,

(ii) determne the cost of used vehicles
purchased for cash using the actual purchase price of the
vehicle; or

(ii1) reconstruct the begi nning-of-the-year
cost of used vehicles purchased for cash using val ues conputed by
nati onal auto auction conpani es based on vehicl es purchased for
cash. The national auto auction conpany sel ected nust be
consi stently used.

(b) Inapplicability. This change does not apply

to taxpayers that have adopted or changed to the Used Vehicle
Alternative LI FO Method (see section 10.06 of the APPENDI X of
this revenue procedure).

(2) Manner of making the change. This change is nade

using a cut-off nethod and applies to used vehicles acquired
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during the year of change and all subsequent years. See section
2.06 of this revenue procedure.

.06 Change to inventory price index conputation (IPIC

nmet hod.

(1) Description of change and scope.

(a) This change applies to a taxpayer that wants
to change froma non-1PIC LIFO inventory nethod to the IPIC
nmet hod in accordance with all rel evant provisions of
§ 1.472-8(e)(3).

(b) A taxpayer may change its nethod of
determ ning current-year cost as part of a change made under
section 10.06 of this APPENDI X by al so foll ow ng the provisions
of section 10.02 of this APPENDI X. These changes may be nade
using a single application, provided the application is |abel ed
as being filed under both sections 10.02 and 10.06 of this
APPENDI X. See section 6.02(4) of this revenue procedure.

(c) A taxpayer may change its nmethod of pooling to
a nethod permtted under § 1.472-8(b)(4) or § 1.472-8(c)(2) as
part of a change made under section 10.06 of this APPEND X by
al so follow ng the provisions of section 10.07 of this APPENDI X
These changes nay be made using a single application, provided

the application is | abeled as being filed under both sections
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10. 06 and 10.07 of this APPENDI X. See section 6.02(4) of this
revenue procedure.

(2) Manner of making the change. This change is nade

using a cut-off nethod. See section 2.06 of this revenue
pr ocedure.

(3) Bargain purchase. |f the taxpayer has previously

i nproperly accounted for a bul k bargai n purchase, the taxpayer
must, as part of this change, first change its nethod of

accounting to conply with Ham Iton Industries, Inc. v.

Comm ssioner, 97 T.C. 120 (1991), and conpute a § 481(a)

adjustnment for that part of the change. See Announcenment 91-173,
1991-47 1. R B. 29. Upon exam nation, if a taxpayer has properly
changed under section 10.04 of this APPENDI X except for conplying
with section 10.04(3) of this APPENDI X, an exam ni ng agent nay
not deny the taxpayer the change. However, the taxpayer does not
receive audit protection under section 7 of this revenue
procedure with respect to the inproper nmethod of accounting for

t he bargain purchase. Accordingly, the exam ning agent may mnake
any necessary adjustments in any open year to effect conpliance

with Ham I ton I ndustries, I|Inc.

.07 Changes within inventory price index conputation

(1 PIC) nethod.
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(1) Description of change and scope. This change

applies to a taxpayer that wants to nake one or nore of the
fol |l ow ng changes:

(a) change fromthe doubl e-extension |IPlIC nmethod
to the link-chain I PIC nethod, or vice versa. See §§ 1.472-
8(e)(3)(iii)(E) for principles for conputing the inventory price
i ndex under the doubl e-extension |IPIC nethod and the |ink-chain
| PI C net hod,

(b) change to or fromthe 10 percent nethod. See
§ 1.472-8(e)(3)(iii)(C) for principles for assigning itens in a
dol | ar-val ue pool to BLS categories;

(c) change to a pooling nmethod described in
§ 1.472-8(b)(4) or § 1.472-8(c)(2), including a change to begin
or discontinue applying one or both of the 5 percent pooling
rul es;

(d) combine or separate pools as a result of the
application of a 5 percent pooling rule described in § 1.472-
8(b)(4) or § 1.472-8(c)(2);

(e) change its selection of BLS table from Table 3
(Consuner Price Index for Al Uban Consuners (CPI-U): US. city
average, detail ed expenditure categories) of the nonthly CP
Detail ed Report to Table 6 (Producer price indexes and percent

changes for comodity groupings and individual itens, not
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seasonal |y adjusted) of the nonthly PPl Detail ed Report, or vice
versa. See §§ 1.472-8(e)(3)(iii)(B) for principles for selecting
a BLS table under the IPIC nethod; or

(f) change the representative nonth when
necessi tated because of a change in taxable year or a change in
net hod of determ ning current-year cost made pursuant to section
10.02 of this APPENDI X. See §§ 1.472-8(e)(3)(iii)(B) for
principles for determning a representative nonth under the IPIC
met hod. A change in nmethod of determ ning current-year cost and
a change of the representative nonth may be made using a single
application, provided the application is | abeled as being filed
under both sections 10.02 and 10.07 of this APPENDI X. See
section 6.02(4) of this revenue procedure.

(2) Manner of making the change. Changes nade

pursuant to section 10.07 of this APPENDI X are made using a cut-
off nmethod. See section 2.06 of this revenue procedure. A
t axpayer that changes pursuant to sections 10.07(a), (b) and (e)
of this APPENDI X nmust establish a new base year in the year of
change.

SECTI ON 10A. MARK- TO- MARKET ACCOUNTI NG METHOD FOR DEALERS I N
SECURI TI ES (§ 475)

.01 Reserved.
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.02 Commodities dealers, securities traders, and

commodities traders electing to use the mark-to-market method of

accounting under § 475(e) or (f).

(1) Description of change. This change applies to

certain taxpayers that have elected to use the mark-to-narket
met hod of accounting under § 475(e) or (f). Under § 475(e) and
(f) and Rev. Proc. 99-17, 1999-1 C.B. 503, if a taxpayer nmkes an
el ection under § 475(e) or (f), then beginning with the first
taxabl e year for which the election is effective (election year),
mark to market is the only perm ssible nethod of accounting for
securities or commodities subject to the election. Thus, if the
el ecting taxpayer’s nmethod of accounting for its taxable year
i mredi ately preceding the election year is inconsistent with
§ 475, the taxpayer is required to change its nethod of
accounting to conply with the election. A taxpayer that nmakes a
§ 475(e) or (f) election but fails to change its method of
accounting to conply with that election is using an inpermssible
met hod. See section 4 of Rev. Proc. 99-17.

(2) Scope

(a) Applicability. This change applies to a taxpayer

if all of the follow ng conditions are satisfied:
(i) The taxpayer is a commodities dealer,

securities trader, or commpdities trader that has nade a valid
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el ection under § 475(e) or (f) (see section 5.02 or 5.03(1) of

Rev. Proc. 99-17) and that is required to change its nethod of
accounting to conply with the el ection;
(ii) The nethod of accounting to which the
t axpayer changes is in accordance with its el ection under
§ 475(e) or (f); and
(ti1) The year of change is the election year.

(b) Scope limtations inapplicable. A taxpayer

maki ng this change is not subject to the scope limtations in
section 4.02 of this revenue procedure.
SECTI ON 11. BANK RESERVES FOR BAD DEBTS (§ 585)

.01 Changing fromthe § 585 reserve nethod to the § 166

speci fic charge-of f nethod.

(1) Description of change and scope.

(a) Applicability. This change applies to a bank

(as defined in § 581, including a bank for which a qualified
subchapter S subsidiary (QSSS) election is filed) that wants to
change its nmethod of accounting for bad debts fromthe § 585
reserve nethod to the § 166 specific charge-off mnethod.

(b) Certain scope limtations inapplicable. A

bank that changed fromthe § 593 reserve nethod under § 593(g) to
the § 585 reserve nmethod will not be prohibited under section

4.02(6) of this revenue procedure fromchanging its nethod of
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accounting for bad debts under section 11.01 of this APPENDI X

sol ely because of the § 593(g) change. A bank for which a QSSS
election is filed will not be prohibited under section 4.02(7) of
this revenue procedure fromchanging its nethod of accounting for
bad debts under section 11.01 of this APPENDI X sol el y because of

the deened liquidation of the bank arising froma QSSS el ection.

(c) Inapplicability. This change does not apply

to a large bank as defined in § 585(c)(2).

(2) Section 481(a) adjustnent. Cenerally, the anount

of the § 481(a) adjustment for a change in nmethod of accounting
under section 11.01 of this APPENDI X is the anmount of the bank's
reserve for bad debts as of the close of the taxable year

i mredi ately before the year of change. However, the anmount of
the § 481(a) adjustnent does not include the ambunt of a bank's
pre-1988 reserves (as described in § 593(g)(2) (A (ii), wthout
taking into account § 593(9g)(2)(B)) if the bank changed in a
prior year fromthe § 593 reserve nethod to the § 585 reserve
nmet hod and § 593(g) applied to that change. The deened

| i qui dati on of a bank occurring solely because its parent nmakes a
SSS el ection does not accelerate the § 481(a) adjustnent. In

accordance with section 5.04(3)(c) of this revenue procedure, a
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bank that ceases to be a bank under § 581 nust accelerate its
§ 481(a) adjustnent.

(3) Change from§ 585 required when electing S

corporation status. A bank electing S corporation status (or a

bank for which a QSSS election is filed) cannot use the § 585
reserve nethod. The filing by a bank of a Form 2553 (El ection by
a Smal | Business Corporation) or the filing by a bank's parent of
a (BSS election with respect to the bank will constitute an
agreenent by the bank to change its nmethod of accounting for bad
debts fromthe § 585 reserve nethod to the § 166 specific charge-
of f method effective as of the taxable year for which the S
corporation election or QSSS election is effective (year of
change) in accordance with all of the applicable provisions of
this revenue procedure (including section 6 of this revenue
procedure, which requires filing a Form 3115 in duplicate). The
§ 481(a) adjustnent is recognized built-in gain under § 1374.
See § 1.1374-4(d).
.02 Reserved.

SECTI ON 11A. | NCOVE FROM SOURCES W THI N THE UNI TED STATES (§

861)

.01 Transactions involving conputer prograns. This

change applies to a taxpayer that w shes to change its nethod of

accounting for transactions involving conputer prograns to
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conformto the provisions of § 1.861-18(i)(4). This change

applies only to transactions occurring pursuant to contracts
entered into on or after Decenber 31, 1998, or, in the case of a
t axpayer making an el ection under § 1.861-18(i)(2)(ii), to
transactions occurring pursuant to contracts entered into in
t axabl e years ending on or after COctober 2, 1998.
.02 Reserved.
SECTI ON 11B. FUNCTI ONAL CURRENCY (§ 985)

.01 Change in functional currency.

(1) Description of change and scope. This change

applies to a taxpayer that wants to change its functi onal

currency or the functional currency of a qualified business unit

(QBU) of the taxpayer

(2) Manner of maki ng change. A taxpayer making this

change nmust nake all necessary adjustnents required by such
change. See §§ 1.985-5, 1.985-8(c).
.02 Reserved).
SECTI ON 12. ORI G NAL | SSUE DI SCOUNT (§§ 1272, 1273)

.01 De mnims original issue discount (AQD).

(1) Description of change and scope.

(a) Applicability. This change applies to a

t axpayer that wants to change to the principal-reduction nethod

of accounting described in section 5 of Rev. Proc. 97-39, 1997-2
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C.B. 485. The principal-reduction nethod of accounting is an
aggregate nethod of accounting for de mnims OD (discount) on
certain |loans originated by the taxpayer.

(b) Scope limtations inapplicable. A taxpayer

that wants to nake this change is not subject to the scope
limtations in section 4.02 of this revenue procedure.

(c) Description. The principal-reduction nmethod

of accounting is a perm ssible method for use by taxpayers to
account for discount on one or nore categories of |oans described
in section 4.02 or 4.03 of Rev. Proc. 97-39. If the
princi pal -reduction nethod is used to account for any loans in a
category of |oans, the nethod nust be used for the entire
category of loans. The principal-reduction nethod applies only
to | oans described in section 3 of Rev. Proc. 97-39.

(2) Manner of making the change.

(a) This change is nade using a cut-off nethod and
applies only to | oans described in section 3 of Rev. Proc. 97-39
that were acquired on or after the first day of the year of
change. See section 2.06 of this revenue procedure.

(b) The taxpayer nust naintain books and records
sufficient to satisfy the director that old and new | oans have

been adequat el y segregat ed.
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(3) Additional requirenents. On a statenent attached

to the application, the taxpayer nust:

(a) identify the categories of |oans to which the
new nmet hod w Il apply; and

(b) describe any "additional categories" permtted
under section 4.03 of Rev. Proc. 97-39.

(4) No audit protection. A taxpayer does not receive

audit protection under section 7 of this revenue procedure in
connection wth this change.
.02 Reserved.
SECTI ON 12A. MARKET DI SCOUNT BONDS (§ 1278)

.01 Revocation of § 1278(b) el ection.

(1) Description of change and scope. This change

applies to a taxpayer that wants to change its nethod of
accounting for market discount bonds by revoking its § 1278(b)
el ection. Under § 1278(b), a taxpayer may el ect a nethod of
accounti ng under which market discount is currently included in
gross incone for the taxable years to which the discount is
attributable. See Rev. Proc. 92-67, 1992-2 C. B. 429, for the
procedures to nmake a § 1278(b) election (including a deened

§ 1278(b) election). The procedures for revoking a § 1278(b)

el ection were fornerly provided in section 7 of Rev. Proc. 92-67.
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(2) Revocation of election. The revocation of a

§ 1278(b) election applies to all market discount bonds that are
hel d by the taxpayer on the first day of the first taxable year
for which the revocation is effective (year of change), and to
all market discount bonds that are subsequently acquired by the
taxpayer. |If a § 1278(b) election is revoked, then, for purposes
of § 1276(a), accrued market discount with respect to any bond
previ ously subject to the el ection nmeans accrued narket di scount
as defined in § 1276(b) | ess any market discount included in

i ncome while the bond was subject to the § 1278(b) el ection.

(3) Manner of making the change. This change is nade

using a cut-off nethod and applies only to market discount
accruing on or after the first day of the year of change. Market
di scount accruing on a bond prior to the year of change was
currently included in income and market di scount accruing on the
bond on and after the first day of the year of change is included
in incone generally upon disposition of the bond. See § 1276(a).

Because cut-off treatnment is prescribed for this change, the
basis of any bond, adjusted for ampunts previously included in
income during the period of the election, is not affected by the
revocati on.

(4) Additional requirenents. On a statenent attached

to the application, the taxpayer nust provide:
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(a) the reason(s) for revoking the § 1278(b)

el ection (or deened § 1278(b) el ection);

(b) a description of the nethod by which, and the
date on which, the taxpayer made the § 1278(b) election (or
deened § 1278(b) election) that is being revoked; and

(c) a statenent that, after the revocation, the
taxpayer will not make a constant interest rate election for any
bond that has been subject to the § 1278(b) election (or deened §
1278(b) el ection) being revoked and for which a constant interest
rate el ection was not effective in the year of acquisition.

(5) Audit protection. A taxpayer receives audit

protection under section 7 of this revenue procedure in
connection with this change. However, the audit protection
applicable to this change does not preclude the Comm ssioner from
exam ning the nethod used by the taxpayer to determ ne the anpunt
of accrued market discount under § 1276(b) for a taxable year
prior to the year of change.
.02 Reserved.
SECTI ON 13. SHORT- TERM OBLI GATI ONS (§ 1281)

.01 Interest income on short-termobligations.

(1) Description of change and scope.
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(a) This change applies to a taxpayer that wants
to change its method of accounting to conply with § 1281 for
interest income on short-term obligations.

(b) Under § 1281, a holder of certain short-term
obligations, including a bank as defined in § 581, nust include
in gross income any accrued interest inconme on such obligations,
regardl ess of the holder's overall nethod of accounting. Section
1281 applies to all types of interest incone, including
acqui sition discount, original issue discount (OD), and stated
interest. See S. Rep. No. 99-313, 99th Cong., 2d Sess. 903
(1986), 1986-3 (Vol. 3) C.B. 903.

(c) Section 1283(a)(1l) generally defines a
short-term obligation as any bond, debenture, note, certificate,
or other evidence of indebtedness that matures in one year or
less fromits issue date.

(d) Under §§ 1281(a) and 1283(c), a hol der of a
short-term obligation subject to § 1281 nust include in gross
i ncome an anount equal to the sumof the daily portions of the
acqui sition discount or O D, whichever is applicable, on the
obligation for each day during the taxable year that the
obligation is held by the holder. See § 1283(b), as nodified by
§ 1283(c), to determ ne the daily portions of acquisition

discount or OD. In addition, § 1281(a) requires the holder to
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include in gross inconme any stated interest that is payable on
the short-termobligation (other than stated interest taken into
account to determ ne the anmount of the acquisition discount or

A D as it accrues.

(2) Section 481(a) adjustnent period. A taxpayer

nmust take the entire § 481(a) adjustnent into account in
conputing taxable income for the year of change.

.02 Stated interest on short-term /| oans of cash nethod

banks.

(1) Description of change and scope.

(a) Applicability. This change applies to a bank

that uses the cash receipts and di sbursenents nethod of
accounting as its overall accounting nethod and that wants to
change its method of accounting fromaccruing stated interest on
short-term | oans made in the ordinary course of business to using
the cash nmethod for that interest. For exanple, see Security

State Bank v. Conmissioner, 214 F.3d 1254 (10'" Cir. 2000), aff’g

111 T.C. 210 (1998), acqg., 2001-5 1.R B., and Security Bank

M nnesota v. Conmi ssioner, 994 F.2d 432 (8" Cir. 1993), aff'g 98

T.C. 33 (1992), in which the courts held that § 1281 does not
apply to short-term | oans made by a cash nethod bank in the

ordi nary course of its business.
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(b) Scope limtations inapplicable. A taxpayer

that wants to nake this change is not subject to the scope
limtations in section 4.02 of this revenue procedure.

(2) Change for prior taxable years. A taxpayer is

permtted to nake the change in accounting nethod described in
section 13.02(1)(a) of this Appendix for any taxable year ending
bef ore Decenber 31, 2000, provided the year is not barred by the
statute of limtations, there is no closed taxable year after the
year of change, and the taxpayer conplies with the follow ng

requi renents:
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(a) the taxpayer nust attach a conpleted Form 3115 to
an anmended return for the year of change, and nust file, on or
bef ore Decenber 31, 2001, that anended return and anended returns
for all subsequent affected taxable years, if any; and
(b) the taxpayer nust file a copy of the Form 3115
with the national office no |ater than when the original Form
3115 is filed with the anended return.

(3) Section 481(a) adjustnent period. A taxpayer naking

this change nust take the entire § 481(a) adjustnent into account

in conputing taxable incone for the year of change.
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