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Introduction

The Internal Revenue Bulletin is the authoritative instrument
of the Commissioner of Internal Revenue for announcing offi-
cial rulings and procedures of the Internal Revenue Service
and for publishing Treasury Decisions, Executive Orders, Tax
Conventions, legislation, court decisions, and other items of
general interest. It is published weekly.

It is the policy of the Service to publish in the Bulletin all sub-
stantive rulings necessary to promote a uniform application
of the tax laws, including all rulings that supersede, revoke,
modify, or amend any of those previously published in the
Bulletin. All published rulings apply retroactively unless other-
wise indicated. Procedures relating solely to matters of inter-
nal management are not published; however, statements of
internal practices and procedures that affect the rights and
duties of taxpayers are published.

Revenue rulings represent the conclusions of the Service
on the application of the law to the pivotal facts stated in
the revenue ruling. In those based on positions taken in rul-
ings to taxpayers or technical advice to Service field offices,
identifying details and information of a confidential nature are
deleted to prevent unwarranted invasions of privacy and to
comply with statutory requirements.

Rulings and procedures reported in the Bulletin do not have the
force and effect of Treasury Department Regulations, but they
may be used as precedents. Unpublished rulings will not be
relied on, used, or cited as precedents by Service personnel in
the disposition of other cases. In applying published rulings and
procedures, the effect of subsequent legislation, regulations,
court decisions, rulings, and procedures must be considered,
and Service personnel and others concerned are cautioned

against reaching the same conclusions in other cases unless
the facts and circumstances are substantially the same.

The Bulletin is divided into four parts as follows:

Part 1.—1986 Code.
This part includes rulings and decisions based on provisions
of the Internal Revenue Code of 1986.

Part ll.—Treaties and Tax Legislation.

This part is divided into two subparts as follows: Subpart A,
Tax Conventions and Other Related ltems, and Subpart B,
Legislation and Related Committee Reports.

Part lll.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to these
subjects are contained in the other Parts and Subparts. Also
included in this part are Bank Secrecy Act Administrative
Rulings. Bank Secrecy Act Administrative Rulings are issued
by the Department of the Treasury's Office of the Assistant
Secretary (Enforcement).

Part IV.—ltems of General Interest.
This part includes notices of proposed rulemakings, disbar-
ment and suspension lists, and announcements.

The last Bulletin for each month includes a cumulative index
for the matters published during the preceding months. These
monthly indexes are cumulated on a semiannual basis, and are
published in the last Bulletin of each semiannual period.

The contents of this publication are not copyrighted and may be reprinted freely. A citation of the Internal Revenue Bulletin as the source would be appropriate.
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Part |

26 CFR 601.204: Changes in accounting periods and in methods of accounting.

(Also Part I, §§ 56, 61, 77, 118, 162, 163, 166, 167, 168, 171, 174, 179D, 194, 195, 197, 248, 263, 2634, 267, 280F, 404, 446, 447, 448, 451, 454, 455, 460, 461, 467,
471, 472, 475, 481, 585, 709, 807, 816, 832, 833, 846, 8604-860G, 861, 904, 953, 985, 1272, 1273, 1278, 1281, 1363, 14001, 1400L, 1400N; 1.61-1, 1.61-4, 1.61-
8 1.77-1, 1.77-2, 1.118-2, 1.162-1, 1.162-3, 1.162-4, 1.162-11, 1.162-12, 1.166-1, 1.166-2, 1.166-4, 1.167(a)-2, 1.167(a)-3(b), 1.167(a)-4, 1.167(a)-7, 1.167(a)-8,
1.167(a)-11, 1.167(a)-14, 1.167(e)-1, 1.168(d)-1, 1.168(i)-1, 1.168())-4, 1.168(i)-6, 1.168(i)-7, 1.168(i)-8, 1.168(k)-1, 1.168(k)-2, 1.171-4, 1.174-1, 1.174-3, 1.174-4,
1.179-5, 1.194-1, 1.195-1, 1.197-2, 1.248-1, 1.263(a)-1, 1.263(a)-2, 1.263(a)-3, 1.263(a)-4, 1.263(a)-5, 1.263A-1, 1.2634-2, 1.263A-3, 1.2634-4, 1.2634-7, 1.267(a)-
1, 1.280F-6, 1.404(b)-1T, 1.446-1, 1.446-1T, 1.446-2, 1.446-5, 1.446-6, 1.446-7, 1.448-1, 1.448-2, 1.451-1, 1.451-3, 1.451-8, 1.454-1, 1.455-6, 1.460-1, 1.460-3,
1.460-4, 1.461-1, 1.461-4, 1.461-5, 1.467-1, 1.471-1, 1.471-2, 1.471-3, 1.471-4, 1.471-5, 1.471-8, 1.472-1, 1.472-2, 1.472-6, 1.472-8, 1.481-1, 1.481-4, 1.709-1,
1.709-2, 1.832-4, 1.832-5, 1.8604-6, 1.861-18, 1.985-5, 1.985-8, 1.1016-3, 1.1245-3, 1.1272-1, 1.1273-1, 1.1273-2, 1.1275-2, 1.1363-2, 1.1374-4, 1.1400L(b)-1,
1.1502-68.)
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This revenue procedure provides the
List of Automatic Changes to which the
automatic change procedures in Rev.
Proc. 2015-13, 2015-5 I.R.B. 419, as clar-
ified and modified by Rev. Proc. 2015-33,
2015-24 I.R.B. 1067, and as modified by
Rev. Proc. 2021-34, 2021-35 I.R.B. 337,
by Rev. Proc. 2021-26, 2021-22 1.R.B.
1163, by Rev. Proc. 2017-59, 2017-48
LLR.B. 543, and by section 17.02(b) and
(c) of Rev. Proc. 2016-1, 2016-1 I.R.B. 1,
apply. The definitions in section 3 of Rev.
Proc. 2015-13 apply to this revenue pro-
cedure.

LIST OF AUTOMATIC CHANGES
SECTION 1. GROSS INCOME (§ 61)

.01 Up-front Payments for Network
Upgrades received by Utilities.

(1) Description of change. This change
applies to a Utility that wants to change its
method of accounting for Up-front Pay-
ments to the safe harbor method described
in Rev. Proc. 2005-35, 2005-2 C.B. 76. In
general, this change applies to a Utility
that receives an Up-front Payment from
a Generator to finance Network Upgrades
to the Ultility’s Transmission System.
For federal income tax purposes, if an
Up-front Payment is made pursuant to
an Interconnection Agreement that satis-
fies all of the conditions of section 5.02
of Rev. Proc. 2005-35, a Utility may treat
that Up-front Payment as not being tax-
able income under § 61 when received
(the safe harbor method). In addition, a
Utility that uses the safe harbor method is
not entitled to any deduction for its reim-
bursements of the Up-front Payment. To
the extent that Federal Energy Regulatory
Commission (FERC) interest is deduct-
ible, it must be properly allocated to the
periods in which it accrues. A Utility
using the safe harbor method must com-
ply with all other applicable provisions of
Rev. Proc. 2005-35. See Rev. Proc. 2005-
35 for the definitions of certain terms for
purposes of this change.

(2) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
1.01is “91.”

(3) Contact information. For further
information regarding a change under this
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section, contact William E. Blanchard at
(202) 317-3900 (not a toll-free number).

SECTION 2. COMMODITY CREDIT
LOANS (§ 77)

.01 Treating amounts received as
loans.

(1) Description of change. This
change applies to a taxpayer that wants to
change its method of accounting for loans
received from the Commodity Credit Cor-
poration from including the loan amount
in gross income for the taxable year in
which each loan is received to treating
each loan amount as a loan.

(2) Certain eligibility rule inapplica-
ble. The eligibility rule in section 5.01(1)
(f) of Rev. Proc. 2015-13, 2015-5 L.LR.B.
419, does not apply to this change.

(3) Manner of making change. This
change is made on a cut-off basis and
applies only to loans received from the
Commodity Credit Corporation on or
after the beginning of the year of change.
Accordingly, a § 481(a) adjustment is nei-
ther permitted nor required.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
2.011s“1.”

(5) Contact information. For further
information regarding a change under this
section, contact Michael Finn at (202)
317-4718 (not a toll-free number).

SECTION 3. TRADE OR BUSINESS
EXPENSES (§ 162)

.01 Advances made by a lawyer on
behalf of clients.

(1) Description of change. This change
applies to a lawyer who advances money
to pay for costs of litigation or for other
expenses on behalf of clients, and who
wants to change the method of account-
ing for such advances from treating them
as deductible business expenses to treat-
ing them as loans to clients. This change
applies to cases handled either on a
non-contingent or a contingent fee basis.
See Pelton & Gunther, P.C. v. Commis-
sioner, T.C. Memo. 1999-339 (non-con-
tingent fee); Canelo v. Commissioner, 53
T.C. 217 (1969), aff’d per curiam, 447
F.2d 484 (9" Cir. 1971) (contingent fee).
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(2) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
3.01is“2.”

(3) Contact information. For further
information regarding a change under this
section, contact Alicia Lee-Won at (202)
317-7003 (not a toll-free number).

.02 ISO 9000 costs.

(1) Description of change. This change
applies to a taxpayer that wants to change
its method of accounting for costs incurred
to obtain, maintain, and renew ISO 9000
certification to conform with Rev. Rul.
2000-4, 2000-1 C.B. 331, as modified by
this revenue procedure.

(2) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
3.021is “3.”

(3) Contact information. For further
information regarding a change under this
section, contact Alicia Lee-Won at (202)
317-7003 (not a toll-free number).

.03 Restaurant or tavern smallwares
packages.

(1) Description of change. This change
applies to a taxpayer engaged in the trade
or business of operating a restaurant or
tavern (within the meaning of section
4.01 of Rev. Proc. 2002-12, 2002-1 C.B.
374) that wants to change its method of
accounting for the costs of smallwares to
the smallwares method described in Rev.
Proc. 2002-12, as modified by this reve-
nue procedure.

(2) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
3.03 is “4.”

(3) Contact information. For further
information regarding a change under
this section, contact Benjamin Masselli at
(202) 317-7003 (not a toll-free number).

.04 Timber grower fertilization costs.

(1) Description of change. This change
applies to a timber grower that wants to
change its method of accounting to treat
post-establishment fertilization costs of
an established timber stand as ordinary
and necessary business expenses deduct-
ible under § 162. See Rev. Rul. 2004-62,
2004-1 C.B. 1072, as modified by this rev-
enue procedure.
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(2) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
3.04 is “86.”

(3) Contact information. For further
information regarding a change under this
section, contact Maria Castillo Valle at
(202) 317-7003 (not a toll-free number).

.05 Materials and supplies. See section
11.08 of this revenue procedure.

.06 Repair and maintenance costs. See
section 11.08 of this revenue procedure.

.07 Wireline network asset mainte-
nance allowance and units of property
methods of accounting under Rev. Proc.
2011-27.

(1) Description of change. This change
applies to a wireline telecommunications
carrier that is within the scope of Rev.
Proc. 2011-27, 2011-18 L.R.B. 740, and
wants to change its treatment of wireline
network asset expenditures to use either
(a) the wireline network asset mainte-
nance allowance method of accounting,
or (b) all or some of the units of property
described in Rev. Proc. 2011-27.

(2) Section 481(a) adjustment. In gen-
eral, a change to the wireline network
asset maintenance allowance method of
accounting or to use all or some of the units
of property specified in Rev. Proc. 2011-
27 requires an adjustment under § 481(a).
The § 481(a) adjustment shall not include
any amount attributable to property for
which the taxpayer elected to apply the
repair allowance under § 1.167(a)-11(d)
(2) for any taxable year in which the elec-
tion was made.

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
3.07 is “158.”

(4) Contact information. For further
information regarding a change under this
section, contact lan Heminsley at (202)
317-5100 (not a toll-free number).

.08 Wireless network asset mainte-
nance allowance and units of property
methods of accounting under Rev. Proc.
2011-28.

(1) Description of change. This change
applies to a wireless telecommunications
carrier that is within the scope of Rev.
Proc. 2011-28, 2011-18 I.R.B. 743, and
wants to change its treatment of wireless
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network asset expenditures to use either
(a) the wireless network asset mainte-
nance allowance method of accounting,
or (b) all or some of the units of property
described in Rev. Proc. 2011-28.

(2) Section 481(a) adjustment. In gen-
eral, a change to the wireless network
asset maintenance allowance method of
accounting or to use all or some of the units
of property specified in Rev. Proc. 2011-
28 requires an adjustment under § 481(a).
The § 481(a) adjustment does not include
any amount attributable to property for
which the taxpayer elected to apply the
repair allowance under § 1.167(a)-11(d)
(2) for any taxable year in which the elec-
tion was made.

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
3.08 is “159.”

(4) Contact information. For further
information regarding a change under this
section, contact Riston Escher at (202)
317-5100 (not a toll-free number).

.09 Method of accounting under Rev.
Proc. 2011-43 for taxpayers in the busi-
ness of transporting, delivering, or selling
electricity.

(1) Description of change. This change
applies to a taxpayer that is within the
scope of Rev. Proc. 2011-43, 2011-37
L.R.B. 326, and wants to change its treat-
ment of transmission and distribution
property expenditures to use the method
of accounting described in Rev. Proc.
2011-43.

(2) Section 481(a) adjustment. A tax-
payer must take the entire net § 481(a)
adjustment into account (whether positive
or negative) in computing taxable income
for the year of change. The § 481(a)
adjustment does not include any amount
attributable to property for which the tax-
payer elected to apply the repair allow-
ance under § 1.167(a)-11(d)(2) for any
taxable year in which the election was
made. For guidance regarding permissi-
ble § 481(a) calculation methodologies,
see section 7.02 and Appendix A of Rev.
Proc. 2011-43.

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
3.09 is “160.”
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(4) Contact information. For further
information regarding a change under this
section, contact Riston Escher at (202)
317-5100 (not a toll-free number).

.10 Method of accounting under Rev.
Proc. 2013-24 for taxpayers in the busi-
ness of generating steam or electric
power.

(1) Description of change. This change
applies to a taxpayer that is within the
scope of Rev. Proc. 2013-24, 2013-22
L.R.B. 1142, and wants to change its treat-
ment of generation property expenditures
to use all or some of the unit of property
definitions and the corresponding major
component definitions described in Rev.
Proc. 2013-24.

(2) Section 481(a) adjustment.

(a) A taxpayer must take the entire net
§ 481(a) adjustment into account (whether
positive or negative) in computing taxable
income for the year of change. For guid-
ance regarding the use of extrapolation in
computing a § 481(a) adjustment, see sec-
tion 6.02 and Appendix B of Rev. Proc.
2013-24.

(b) A taxpayer changing to this method
of accounting must not include in the
§ 481(a) adjustment any amount attrib-
utable to property for which the taxpayer
elected to apply the repair allowance
under § 1.167(a)-11(d)(2) for any taxable
year in which the repair allowance elec-
tion was made.

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
3.10is “182.”

(4) Contact information. For further
information regarding a change under
this section, contact Morgan Lawrence at
(202) 317-7011 (not a toll-free number).

.11 Cable network asset capitalization
methods of accounting under Rev. Proc.
2015-12.

(1) Description of change. This change
applies to a cable system operator that is
within the scope of Rev. Proc. 2015-12,
2015-2 I.LR.B. 266, and wants to make
one or more of the following changes in
method of accounting:

(a) Change its treatment of cable net-
work asset expenditures to the cable
network asset maintenance allowance
method of accounting provided in section
5 of Rev. Proc. 2015-12;
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(b) Change to use any of the unit of
property definitions provided in section 6
of Rev. Proc. 2015-12;

(c) Change to use the specific iden-
tification method for installations and
customer drop costs described in section
7.01(1) of Rev. Proc. 2015-12;

(d) Change to use the safe harbor
allocation method for installations and
customer drop costs described in section
7.01(2) of Rev. Proc. 2015-12; or

(e) Change to deduct the labor costs
associated with installing customer prem-
ises equipment under section 7.02 of Rev.
Proc. 2015-12.

(2) Concurrent automatic change. A
taxpayer that wants to make one or more
changes in method of accounting pursu-
ant to this section 3.11 and a change to
a UNICAP method under section 12 of
this revenue procedure for the same year
of change should file a single Form 3115
that includes all of these changes and must
enter the designated automatic accounting
method change numbers for all of these
changes on the appropriate line on the
Form 3115. See section 6.03(1)(b) of Rev.
Proc. 2015-13 for information on making
concurrent changes.

(3) Section 481(a) adjustment.

(a) In general, a change to one or
more of the changes in method of
accounting described in section 3.11(1)
of this revenue procedure requires an
adjustment under § 481(a). The § 481(a)
adjustment shall not include any amount
attributable to property for which the
taxpayer elected to apply the repair
allowance under § 1.167(a)-11(d)(2) for
any taxable year in which the election
was made.

(b) Itemized listing on Form 3115. The
taxpayer must include on Form 3115 (Rev.
December 2022), Part IV, line 26, the total
§ 481(a) adjustment for all changes in
methods of accounting being made. If the
taxpayer is making more than one change
in method of accounting under Rev. Proc.
2015-12, the taxpayer must include on an
attachment to Form 3115:

(1) the information required by Part
IV, line 26 for each change in method of
accounting (including the amount of the
§ 481(a) adjustment for each change in
method of accounting, which includes the
portion of the § 481(a) adjustment attrib-
utable to UNICAP);
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(i1) the information required by Part
II, line 14 of Form 3115 that is associated
with each change; and

(iii) the citation to the paragraph of
Rev. Proc. 2015-12 that provides for each
proposed method of accounting.

(4) Designated automatic account-
ing method change number. The des-
ignated automatic accounting method
change number for a change to a method
of accounting provided in section 5 or 6
of Rev. Proc. 2015-12 is “208.” The des-
ignated automatic accounting method
change number for a change to a method
of accounting provided in section 7 of
Rev. Proc. 2015-12 is “209.”

(5) Contact information. For further
information regarding a change under this
section, contact Riston Escher at (202)
317-5100 (not a toll-free number).

12 Natural gas transmission and dis-
tribution property method of accounting
under Rev. Proc. 2023-15.

(1) Description of change.

(a) Applicability. This change applies
to a taxpayer that is within the scope of
Rev. Proc. 2023-15 and wants to change
its treatment of natural gas transmission
and distribution property costs to use the
natural gas transmission and distribution
property safe harbor method of account-
ing (NGSH Method) described in Rev.
Proc. 2023-15. Specifically, this change
applies to a taxpayer that wants to change
to “the safe harbor method for linear
property” or “the safe harbor method for
non-linear property” and other applica-
ble rules in accordance with Rev. Proc.
2023-15, including the making of a late
general asset account election as required
under section 5.08(2) of Rev. Proc. 2023-
15. This change also applies to a taxpayer
that previously changed to the safe har-
bor method for linear property and wants
to change to the safe harbor method for
non-linear property for a subsequent tax-
able year.

(b) Inapplicability. This change does
not apply to the making of a late general
asset account election other than in accor-
dance with section 5.08(2) of Rev. Proc.
2023-15.

(2) Certain eligibility rules temporarily
inapplicable.

(a) In general. The eligibility rules in
section 5.01(1)(d) and (f) of Rev. Proc.
2015-13 do not apply to a taxpayer that
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changes to the NGSH Method provided
in Rev. Proc. 2015-13 for its first, second,
or third taxable year ending after May 1,
2023.

(b) Concurrent automatic change.

(1) If a taxpayer makes both a change
under this section 3.12 and a change under
section 6.12(3)(b) and/or section 6.15 of
this revenue procedure for linear property
and/or non-linear property for its first,
second, or third taxable year ending after
May 1, 2023, on a single Form 3115 for
the same asset for the same year of change
in accordance with section 3.12(6)(b)
of this revenue procedure, the eligibility
rules in section 5.01(1)(d) and (f) of Rev.
Proc. 2015-13 do not apply to the taxpayer
for these changes.

(i1) If a taxpayer makes both a change
under this section 3.12 and a change under
section 11.08, 12.01, 12.02, 12.08, and/or
12.12 of this revenue procedure, as appli-
cable, for its linear property or non-linear
property costs in its first, second, or third
taxable year ending after May 1, 2023, on
a single Form 3115 for the same year of
change in accordance with section 3.12(6)
(c) of this revenue procedure, the eligibil-
ity rules in section 5.01(1)(d) and (f) of
Rev. Proc. 2015-13 do not apply to the
taxpayer for these changes.

(3) Manner of making change.

(a) Late general asset account election.

(1) The late general asset account elec-
tion change described in section 5.08(2)
of Rev. Proc. 2023-15 is made using a
modified cut-off method under which
the unadjusted depreciable basis and
the depreciation reserve of the asset as
of the beginning of the year of change
are accounted for using the proposed
method of accounting. The late general
asset account election change requires
each general asset account to include a
beginning balance for both the unad-
justed depreciable basis and the depreci-
ation reserve. The beginning balance for
the unadjusted depreciable basis of each
general asset account is equal to the sum
of the unadjusted depreciable bases as of
the beginning of the year of change for
all assets included in that general asset
account. The beginning balance of the
depreciation reserve of each general asset
account is equal to the sum of the greater
of the depreciation allowed or allowable
as of the beginning of the year of change
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for all assets included in that general
asset account.

(i1) For the late general asset account
election change described in section
5.08(2) of Rev. Proc. 2023-15, the tax-
payer must attach to its Form 3115 a state-
ment providing that the taxpayer agrees to
the following additional terms and condi-
tions:

(A) The taxpayer consents to, and
agrees to apply, all the provisions of
§ 1.168(i)-1 to the assets that are subject
to the election specified in section 5.08(2)
of Rev. Proc. 2023-15; and

(B) Except as provided in
§ 1.168(i)-1()(1)(G)(A), (€)(3), (2), or (h),
the election made by the taxpayer under
section 5.08(2) of Rev. Proc. 2023-15 is
irrevocable and will be binding on the tax-
payer for computing taxable income for
the year of change and for all subsequent
taxable years with respect to the assets
that are subject to this election.

(b) Cut-off basis for certain changes.
Except for changes to make a late general
asset account election described in section
3.12(3)(a) of this revenue procedure, a
change to the NGSH Method described in
Rev. Proc. 2023-15 is made on a cut-off
basis and applies only to natural gas trans-
mission and distribution property costs
paid or incurred beginning in or after the
year of change if-

(1) Sections 5.08(2)(a)(ii) and 6.04 of
Rev. Proc. 2023-15 apply (the taxpayer
changes to the NGSH Method described
in Rev. Proc. 2023-15 for the first, second,
or third taxable year ending after May 1,
2023, on a cut-off basis); or

(i1) Section 5.08(2)(a)(iii) of Rev. Proc.
2023-15 applies (the taxpayer changes to
the NGSH Method described in Rev. Proc.
2023-15 for the fourth taxable year ending
after May 1, 2023, or for any subsequent
taxable year).

(¢) Public Utility Property. If the tax-
payer’s change to the NGSH Method
described in Rev. Proc. 2023-15 applies
to any asset that is public utility prop-
erty within the meaning of § 168(i)(10),
the taxpayer must attach a statement to
its Form 3115 agreeing to the following
additional terms and conditions:

(1) A normalization method of account-
ing (within the meaning of § 168(i)(9))
will be used for the public utility property
subject to the Form 3115;
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(i1) As of the beginning of the year
of change, the taxpayer will adjust its
deferred tax reserve account or similar
account in the taxpayer’s regulatory books
of account by the amount of the deferral
of federal income tax liability associated
with the § 481(a) adjustment applicable
to the public utility property subject to the
Form 3115 if such amount is no longer
being normalized for regulatory purposes
by the taxpayer; and

(ii1) Within 30 calendar days of filing
the federal income tax return for the year
of change, the taxpayer will provide a
copy of the completed Form 3115 to any
regulatory body having jurisdiction over
the public utility property subject to the
Form 3115.

(4) Section 481(a) adjustment.

(a) In general. Except as provided in
section 3.12(3)(b) of this revenue proce-
dure, a taxpayer changing its methods of
accounting under this section 3.12 must
take the entire net § 481(a) adjustment
into account, whether positive or neg-
ative, in computing taxable income for
the year of change in the manner pro-
vided in section 7.03 of Rev. Proc. 2015-
13. The entire net § 481(a) adjustment
includes all aspects of the NGSH Method
described in Rev. Proc. 2023-15, includ-
ing a change to the methods of account-
ing permitted under § 1.168(i)-1 pursuant
to section 5.08(2) of Rev. Proc. 2023-15.
However, a § 481(a) adjustment is nei-
ther required nor permitted for the late
general asset account election described
in section 5.08(2) of Rev. Proc. 2023-15.
Further, a § 481(a) adjustment is neither
required nor permitted if the taxpayer
chooses to change to the NGSH Method
on a cut-off basis under section 6.04 of
Rev. Proc. 2023-15 or if the taxpayer
changes to this method during the time
described in section 5.08(2)(a)(iii) of
Rev. Proc. 2023-15.

(b) Repair allowance property. A tax-
payer changing its method of accounting
under this section 3.12 must not include
in the § 481(a) adjustment any amount
attributable to property for which the tax-
payer elected to apply the repair allow-
ance under § 1.167(a)-11(d)(2) for any
taxable year in which the repair allowance
election was made.

(c) Property subject to the election
to capitalize repair and maintenance
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costs. A taxpayer changing its method of
accounting under this section 3.12 must
not include in the § 481(a) adjustment
any amount attributable to property for
which the taxpayer elected to capital-
ize repair and maintenance costs under
§ 1.263(a)-3(n) for any taxable year in
which this election was made.

(d) Statistical sampling. A taxpayer
changing to the NGSH Method under this
section 3.12 may use statistical sampling
in determining the § 481(a) adjustment
amount attributable to any single taxable
year by following the guidance provided
in Rev. Proc. 2011-42, 2011-37 LR.B.
318.

(e) Extrapolation. A taxpayer changing
to the NGSH Method under this section
3.12 may use the extrapolation methodol-
ogy provided in Appendix B to Rev. Proc.
2023-15 (Appendix B) in determining the
§ 481(a) adjustment amount if the tax-
payer is within the scope of section 1.02
of Appendix B. Extrapolation methodolo-
gies not permitted in Appendix B are not
permitted under the NGSH Method.

(5) No audit protection for certain tax-
payers. If a taxpayer chooses to change
to the NGSH Method described in Rev.
Proc. 2023-15 on a cut-off basis as per-
mitted under section 6.04 of Rev. Proc.
2023-15 or is required to change on a cut-
off basis under section 5.08(3)(b)(i) of
Rev. Proc. 2023-15, the taxpayer does not
receive audit protection under section 8.01
of Rev. Proc. 2015-13 in connection with
this change.

(6) Concurrent automatic changes.

(a) A taxpayer making changes under
this section 3.12 for more than one asset
for the same year of change must file a sin-
gle Form 3115 for all such assets. The sin-
gle Form 3115 must provide a single net
§ 481(a) adjustment for all such changes.

(b) A taxpayer making changes under
this section 3.12 and changes under sec-
tion 6.12(3)(b) and/or section 6.15 of this
revenue procedure for linear property or
non-linear property costs for the same
year of change must file a single Form
3115 for all changes and must enter the
designated automatic accounting method
change numbers for all changes on the
appropriate line on the Form 3115. See
section 6.03(1)(b) of Rev. Proc. 2015-13
for information on making concurrent
changes.
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(c) A taxpayer making changes under
this section 3.12 and also making a coor-
dinating change to its linear property or
non-linear property costs under section
11.08, 12.01, 12.02, 12.08, and/or 12.12
of this revenue procedure, as applicable,
must file a single Form 3115 for the same
year of change for all these changes, pro-
vided that the taxpayer is not prohibited
from filing an automatic change under
the eligibility rules under section 5 of
Rev. Proc. 2015-13. For changes required
to be filed on a single Form 3115 under
this section, the taxpayer must enter the
designated automatic accounting method
change numbers for all changes on the
appropriate line on the Form 3115. See
section 6.03(1)(b) of Rev. Proc. 2015-13
for information on making concurrent
changes.

(d) A taxpayer that changes to a method
of accounting under this section 3.12 for
taxable years ending after the third tax-
able year ending after May 1, 2023 and
is also required to change its method of
accounting to properly capitalize its lin-
ear property or non-linear property costs
under § 263(a) and/or § 263A under sec-
tion 5.08(3)(b)(ii) of Rev. Proc. 2023-15,
must file a single Form 3115 for the same
year of change for all these changes, pro-
vided that the taxpayer is not prohibited
from filing an automatic change under the
eligibility rules set out in section 5 of Rev.
Proc. 2015-13, 2015-5 L.R.B. 419. For
changes required to be filed on a single
Form 3115 under this paragraph, the tax-
payer must enter the designated automatic
accounting method change numbers for
all changes on the appropriate line on the
Form 3115. See section 6.03(1)(b) of Rev.
Proc. 2015-13 for information on making
concurrent changes.

(7) Examples. The following exam-
ples illustrate this section 3.12. In each
example, it is assumed that the taxpayer
(a) is a C corporation, on an accrual
method of accounting and using a calen-
dar taxable year, (b) is within the scope
of Rev. Proc. 2023-15, (c) placed in ser-
vice natural gas transmission property
or distribution property that is described
in section 4 of Rev. Proc. 2023-15 and
is MACRS property, (d) did not make
a general asset account election for any
natural gas transmission property or dis-
tribution property placed in service by
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the taxpayer in any taxable year before
the first taxable year that the taxpayer
uses the NGSH Method, (e) is changing
its methods of accounting for both linear
property and non-linear property under
the NGSH Method for the same taxable
year, and (f) is not changing to the NGSH
Method on a cut-off basis under section
6.04 of Rev. Proc. 2023-15. Unless oth-
erwise stated, it also is assumed that (a)
the cost of the replacements before Year
1 were not capitalized under § 263(a),
(b) the cost of the replacements before
Year 1 would not have been capitalized
if the taxpayer used the NGSH Method
provided under sections 5.02, 5.03, 5.04,
5.06, and 5.07 of Rev. Proc. 2023-15
for such prior taxable years, and (c) the
taxpayer’s natural gas transmission and
distribution property expenditures are
not per se capital expenditures under
section 5.05(1)(a)-(f), (i), or (j) of Rev.
Proc. 2023-15. Further, it is assumed
that § 1.168(i)-1(e)(3) (special rules for
certain dispositions of assets in general
asset accounts) does not apply for the
first taxable year that the taxpayer uses
the NGSH Method. Moreover, for pur-
poses of these examples, “Year 17 refers
to the taxpayer’s first taxable year ending
after May 1, 2023, “Year 2” refers to the
taxpayer’s second taxable year ending
after May 1, 2023, and “Year 4” refers to
the taxpayer’s fourth taxable year ending
after May 1, 2023.

(a) Example 1. (i) X is a local natural gas distri-
bution company. Before Year 1, X owned and placed
in service natural gas distribution property at a cost
of $120 million before any dispositions or additions.
Before Year 1, Xreplaced parts of such property that
had an original cost of $10 million and incurred $12
million for the cost of such replacements. On its Fed-
eral income tax returns before Year 1, X recognized
losses upon the dispositions of that $10 million of
property, capitalized $12 million for the cost of the
replacements of that property under § 263(a), and
deducted depreciation of $800,000 on such $12 mil-
lion. X files a Form 3115 with its Federal income tax
return for Year 1 to change its methods of account-
ing to use the NGSH Method described in Rev. Proc.
2023-15.

(ii) Because Year 1 is X’s first taxable year end-
ing after May 1, 2023, section 5.08(2)(a)(i) and (3)
(a) of Rev. Proc. 2023-15 apply. Pursuant to section
5.08(3)(a) of Rev. Proc. 2023-15, the per se capital
expenditure rules in section 5.05(1)(g) and (h) of
Rev. Proc. 2023-15 do not apply to the replacement
cost of $12 million that X capitalized under § 263(a)
on its Federal income tax returns before Year 1.
Accordingly, this $12 million cost of the replace-
ments is not treated as a per se capital expenditure
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under the NGSH Method. Therefore, at the begin-
ning of Year 1, X is treated under Rev. Proc. 2023-
15 as owning natural gas distribution property at a
cost of $110 million ($120 million - $10 million).
Under section 5.08(2)(a)(i) of Rev. Proc. 2023-15, X
must make a late general asset account election on its
Form 3115 to include in general asset accounts all of
the $110 million of natural gas distribution property
that X owns at the beginning of Year 1. These gen-
eral asset accounts also must include the total depre-
ciation allowed or allowable before the beginning of
Year 1 for such property as the beginning balances
of the depreciation reserves. The late general asset
account election change is made on a modified cut-
off method and, therefore, a § 481(a) adjustment is
neither required nor permitted for the late general
asset account election change.

(iii) On its Form 3115 to change to the NGSH
Method provided under Rev. Proc. 2023-15, the
net negative § 481(a) adjustment for this change is
$11,200,000 (deduction of $12 million for the cost
of the replacements before Year 1 less depreciation
of $800,000 for such replacement assets before Year
1) and is deducted in computing X’s taxable income
for Year 1.

(b) Example 2. (i) The facts are the same as in
Example 1, except that X files a Form 3115 with
its Federal income tax return for Year 2 to change
its method of accounting to use the NGSH Method
described in Rev. Proc. 2023-15, and, before Year
2, X deducted depreciation of $1,000,000 on the
replacement cost of $12 million.

(ii) Because X filed its method change in Year
2, the special rule under section 5.08(3)(a) of Rev.
Proc. 2023-15 does not apply to the replacement cost
of $12 million that X capitalized under § 263(a) on its
Federal income tax returns before Year 1. Accord-
ingly, section 5.05(1)(g) and (h) of Rev. Proc. 2023-
15 apply to the replacement cost of $12 million that
X capitalized on its Federal income tax returns before
Year 2. The total cost of $12 million for this replace-
ment is a per se capital expenditure, and must be cap-
italized, under the NGSH Method.

(iii) At the beginning of Year 2, X is treated
under the NGSH Method as owning natural gas dis-
tribution property at a cost of $122 million ($120
million - $10 million + $12 million). Under section
5.08(2)(a)(i) of Rev. Proc. 2023-15, X must make a
late general asset account election on its Form 3115
to include in general asset accounts all of the $122
million of natural gas distribution property that
X owns at the beginning of Year 2. These general
asset accounts also must include the total depreci-
ation allowed or allowable before the beginning of
Year 2 for such property as the beginning balances
of the depreciation reserves. The late general asset
account election change is made on a modified cut-
off method and, therefore, a § 481(a) adjustment is
neither required nor permitted for the late general
asset account election.

(iv) On its Form 3115 to change to the NGSH
Method under Rev. Proc. 2023-15, the net § 481(a)
adjustment for this change is zero. Under its present
method of accounting and under the NGSH Method
(proposed method of accounting), X properly capital-
ized the $12 million for the cost of the replacements
before Year 1 and claimed depreciation for such
replacement assets before Year 2.
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(¢) Example 3. (i) Y is a local natural gas dis-
tribution company. Before Year 1, Y owned and
placed in service natural gas distribution prop-
erty at a cost of $120 million before any dispo-
sitions or additions. Before Year 1, Y replaced
parts of such property that had an original cost of
$10 million and incurred $12 million for the cost
of such replacements. On its Federal income tax
returns before Year 1, Y recognized losses upon
the dispositions of that $10 million of property and
deducted $12 million for the cost of the replace-
ments of such property under § 162(a). During
Year 1, Y replaced a part of the natural gas dis-
tribution property that had an original cost of $2
million and incurred $3 million for the cost of such
replacements. If Y had capitalized the $15 million
for the cost of the replacements, the total depreci-
ation allowed or allowable for these assets would
have been $1 million before Year 2. On its Federal
income tax return for Year 1, Y recognized a loss
upon the disposition of that $2 million of property
and deducted $3 million for the cost of the replace-
ments under § 162(a). Y files a Form 3115 with its
Federal income tax return for Year 2 to change its
method of accounting to use the NGSH Method
described in Rev. Proc. 2013-15.

(i) Because Y filed its method change for Year 2,
section 5.08(2)(a)(i) of Rev. Proc. 2023-15 applies to
this change. However, the special rule under section
5.08(3)(a) of Rev. Proc. 2023-15 would apply only
if Y had filed its method change for Year 1. Accord-
ingly, section 5.05(1)(g) and (h) of Rev. Proc. 2023-
15 apply to the replacement cost of $12 million that
Y deducted under § 162(a) on its Federal income tax
returns before Year 1, and to the replacement cost
of $3 million that Y deducted under § 162(a) on its
Federal income tax return for Year 1. Therefore, the
total cost of $15 million for these replacements is a
per se capital expenditure, and must be capitalized,
under the NGSH Method.

(iii) At the beginning of Year 2, Y is treated under
Rev. Proc. 2023-15 as owning natural gas distribu-
tion property at a cost of $123 million ($120 million -
$10 million + $12 million - $2 million + $3 million).
Under section 5.08(2)(a)(i) of Rev. Proc. 2023-15, Y
must make a late general asset account election on its
Form 3115 to include in general asset accounts all of
the $123 million of natural gas distribution property
that Y owns at the beginning of Year 2. These general
asset accounts also must include the total depreci-
ation allowed or allowable before the beginning of
Year 2 for such property as the beginning balances
of the depreciation reserves. The late general asset
account election change is made on a modified cut-
off method and, therefore, a § 481(a) adjustment is
neither required nor permitted for the late general
asset account election.

(iv) On its Form 3115 to change to the NGSH
Method of Rev. Proc. 2023-15, the net positive
§ 481(a) adjustment for this change is $14 million
($15 million for the cost of the replacements before
Year 2 less depreciation allowed or allowable of $1
million for such replacement assets before Year 2)
and is taken into account in computing Y’s income
in the manner provided in section 3.12(4)(a) of this
revenue procedure.

(d) Example 4. (i) Z is a local natural gas distri-
bution company. Before Year 4, Z owned and placed
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in service natural gas distribution property at a cost
of $150 million before any dispositions or additions.
Before Year 4, Z replaced parts of such property that
had an original cost of $30 million and incurred $45
million for the cost of such replacements. On its Fed-
eral income tax returns before Year 4, Z recognized
losses upon the dispositions of that $30 million of
property, capitalized $45 million for the cost of the
replacements under § 263(a), and deducted depre-
ciation of $15 million on such $45 million. Z files
a Form 3115 with its Federal income tax return for
Year 4 to change its method of accounting to use
the NGSH Method described in Rev. Proc. 2013-15.
Assume Z is eligible to file Form 3115 for Year 4
under the automatic change procedures in Rev. Proc.
2015-13.

(ii) At the beginning of Year 4, Z owns nat-
ural gas distribution property at a cost of $165
million ($150 million - $30 million + $45 mil-
lion). Because Year 4 is Z’s fourth taxable year
ending after May 1, 2023, sections 5.08(2)(a)
(iii) and 5.08(3)(b) of Rev. Proc. 2023-15 apply.
Accordingly, under section 5.08(2)(a)(iii) of Rev.
Proc. 2023-15, Z must make a late general asset
account election on its Form 3115 to include in
general asset accounts all of the $165 million of
natural gas distribution property that Z owns at the
beginning of Year 4. These general asset accounts
also must include the total depreciation allowed or
allowable before the beginning of Year 4 for such
property as the beginning balances of the depre-
ciation reserves. The late general asset account
election change is made using a modified cut-off
method and, therefore, a § 481(a) adjustment is
neither permitted nor required for the late general
asset account election.

(iii) Because sections 5.08(2)(a)(iii) and 5.08(3)
(b) of Rev. Proc. 2023-15 apply, Z’s change to the
NGSH Method described in Rev. Proc. 2023-15,
applies only to natural gas transmission and distri-
bution property expenditures paid or incurred by Z
beginning in Year 4 and is made on a cut-off basis.
Therefore, a § 481(a) adjustment is neither required
nor permitted for the change to the NGSH Method
described in Rev. Proc. 2023-15.

(e) Example 5. (i) The facts are the same as
in Example 4, except that, on its Federal income
tax returns before Year 4, Z improperly deducted
$45 million for the cost of the replacements under
§ 162(a). Such $45 million of replacement costs
should have been capitalized under § 263(a). If Z
had capitalized the $45 million for the cost of the
replacements, the total depreciation allowed or
allowable for such assets would have been $15 mil-
lion before Year 4.

(i) Because Year 4 is Z’s fourth taxable year
ending after May 1, 2023, sections 5.08(2)(a)(iii) and
5.08(3)(b) of Rev. Proc. 2023-15 apply. Pursuant to
section 5.08(3)(b) of Rev. Proc. 2023-15, Z must also
change its method of accounting to capitalize under
§ 263(a) the $45 million for the cost of the replace-
ments incurred before Year 4. The net positive
§ 481(a) adjustment for this coordinating change is
$30 million ($45 million for the cost of the replace-
ments before Year 4 less depreciation allowed or
allowable of $15 million for such replacement assets
before Year 4). Z takes this net positive § 481(a)
adjustment of $30 million into account in computing
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Z’s taxable income in the manner provided in section
3.12(4)(a) of this revenue procedure.

(iii) Z owns natural gas distribution property at
a cost of $165 million ($150 million - $30 million
+ $45 million) at the beginning of Year 4. Accord-
ingly, Z must make a late general asset account
election on its Form 3115 to include in general asset
accounts all of the $165 million of natural gas distri-
bution property that Z owns at the beginning of Year
4. These general asset accounts also must include the
total depreciation allowed or allowable before the
beginning of Year 4 for such property as the begin-
ning balances of the depreciation reserves. The late
general asset account election change is made using
a modified cut-off method and, therefore, a § 481(a)
adjustment is neither permitted nor required for the
late general asset account election.

(iv) Because sections 5.08(2)(a)(iii) and 5.08(3)
(b) of Rev. Proc. 2023-15 apply, Z’s change to
the NGSH Method provided under sections 5.02,
5.03, 5.04, 5.06, and 5.07 of Rev. Proc. 2023-15,
applies only to natural gas transmission and distri-
bution property expenditures paid or incurred by Z
beginning in Year 4 and is made on a cut-off basis.
Therefore, a § 481(a) adjustment is neither required
nor permitted for the change to the NGSH Method
described in Rev. Proc. 2023-15.

(v) Pursuant to section 3.12(6)(c) and section
5.08(3)(b) of Rev. Proc. 2023-15 the change to
capitalize the replacement costs of $45 million, the
late general asset account election change, and the
change to use the NGSH Method provided under
Rev. Proc. 2023-15 must be included on the same
Form 3115 filed by Z for Year 4.

(8) Option to treat method changes
filed for Year 2 as filed for Year 1 for pur-
poses of section 5.08(3)(a) of Rev. Proc.
2023-15.

(a) In general. A taxpayer may choose
to treat a method change filed for the tax-
payer’s second taxable year ending after
May 1, 2023 (Year 2), as filed for the
taxpayer’s first taxable year ending after
May 1, 2023 (Year 1), solely for purposes
of applying the special rule under section
5.08(3)(a) of Rev. Proc. 2023-15. Specifi-
cally, a taxpayer changing to the safe har-
bor method for linear property or for both
linear property and non-linear property, as
applicable, for the taxpayer’s second tax-
able year ending after May 1, 2023, with
a § 481(a) adjustment may choose not to
apply the per se capital expenditure rules
under section 5.05(1)(g) and (h) of Rev.
Proc. 2023-15 to amounts paid or incurred
to replace or repair linear property or both
linear property and non-linear property, as
applicable, in taxable years ending on or
before May 1, 2023. A taxpayer choosing
to treat a method change filed for Year 2 as
filed for Year 1 under this section 3.12(8)
must otherwise comply with all the provi-
sions of Rev. Proc. 2023-15.
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(b) Application. A taxpayer that
changed to the safe harbor method for
linear property or both linear property
and non-linear property, as applicable,
for Year 1, may not choose to treat a
method change filed for Year 2 as filed
for Year 1 under paragraph 3.12(8) of
this revenue procedure. Further, if a tax-
payer chooses to treat a method change
filed for Year 2 as filed for Year 1 under
paragraph 3.12(8) of this revenue pro-
cedure, the taxpayer must do so for all
members of a consolidated group chang-
ing to the NGSH Method.

(c) Example. The examples in section
3.12(7)(a) through (e) of this revenue
procedure address taxpayers that do not
choose to treat a method change filed for
Year 2 as filed for Year 1 under this section
3.12(8). The following example illustrates
this section 3.12(8). The assumptions set
out in 3.12(7) of this revenue procedure
apply to this example.

(i) A is a local natural gas distribution com-
pany. Before Year 1, 4 owned and placed in ser-
vice natural gas distribution property at a cost of
$120 million before any dispositions or additions.
Before Year 1, 4 replaced parts of such property
that had an aggregate original cost of $10 million
and incurred $12 million for the cost of the replace-
ments. On its Federal income tax returns for tax-
able years before Year 1, 4 recognized losses upon
the disposition of that $10 million of property,
capitalized $12 million of the replacement costs of
such property under § 263(a), and deducted depre-
ciation of $800,000 on the $12 million of replace-
ment costs. During Year 1, 4 replaced a part of
the natural gas distribution property that had an
original cost of $2 million and incurred $3 million
for the cost of such replacements. On its Federal
income tax return for Year 1, 4 recognized a loss
upon the disposition of that $2 million of property,
capitalized $3 million for the cost of such replace-
ments under § 263(a), and deducted depreciation of
$200,000 on the $3 million of replacement costs.
A files a Form 3115 with its Federal income tax
return for Year 2 to change its method of account-
ing to use the NGSH Method described in Rev.
Proc. 2023-15 and chooses to treat its method
change filed for Year 2 as filed for Year 1 under
section 3.12(8) of this revenue procedure. Accord-
ingly, 4 does not apply the per se capitalization
rules of section 5.05(1)(g) and (h) of Rev. Proc.
2023-15 to amounts paid or incurred to replace or
repair linear property or both linear property and
non-linear property, as applicable, in taxable years
ending on or before May 1, 2023.

(ii) Because 4 chooses to treat its method
change filed for Year 2 as filed for Year 1 under
paragraph 3.12(8)(a) of this revenue procedure,
the special transition rule under section 5.08(3)(a)
applies to amounts paid or incurred by A4 to replace
or repair linear natural gas distribution or both lin-
ear property and non-linear property distribution
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property, as applicable, in taxable years ending
on or before May 1, 2023. Accordingly, the per se
capital expenditure rules under section 5.05(1)(g)
and (h) of Rev. Proc. 2023-15 do not apply to the
replacement cost of $12 million that 4 capitalized
under § 263(a) on its Federal income tax returns for
taxable years ending on or before May 1, 2023. As
a result, the replacement cost of $12 million is not
required to be capitalized under the NGSH Method.
However, the per se capital expenditure rules under
section 5.05(1)(g) and (h) of Rev. Proc. 2023-15
do apply to the replacement cost of $3 million that
A capitalized on its Federal income tax return for
Year 1. The total cost of $3 million for this replace-
ment is a per se capital expenditure and must be
capitalized under the NGSH Method.

(iii) Therefore, at the beginning of Year 2, 4 is
treated under Rev. Proc. 2023-15 as owning nat-
ural gas distribution property with an original cost
of $111 million ($120 million - $10 million - $2
million + $3 million). Under section 5.08(2)(a)(i)
of Rev. Proc. 2023-15, 4 must make a late general
asset account election on its Form 3115 to include
in general asset accounts all of the $111 million of
natural gas distribution property that 4 owns at the
beginning of Year 2. These general asset accounts
also must include the total depreciation allowed or
allowable before the beginning of Year 2 for such
property as the beginning balances of the deprecia-
tion reserves. The late general asset account election
change is made on a modified cut-off method and,
therefore, a § 481(a) adjustment is neither required
nor permitted for the late general asset account elec-
tion change.

(iv) On its Form 3115 to change to the NGSH
Method provided under Rev. Proc. 2023-15 for
Year 2, the net negative § 481(a) adjustment for
this change is $11,200,000 (deduction of $12 mil-
lion for the cost of the replacements before Year 1
less depreciation of $800,000 for such replacement
assets before Year 1). Because A property capital-
ized the $3 million for the cost of the replacements
in Year 1 as per se capital expenditures under
section 5.05(1)(g) and (h) of Rev. Proc. 2023-15
and properly claimed depreciation in Year 1 for
such replacement assets, 4 does not include in its
§ 481(a) adjustment any amounts related to the cost
of replacements in Year 1. Accordingly, 4 deducts
$11,200,000 in computing A’s taxable income for
Year 2.

(9) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change to the methods of
accounting under this section 3.12 is
“269.”

(10) Contact information. For further
information regarding a change under this
section, contact Riston Escher at (202)

317-5100 (not a toll-free number).
SECTION 4. BAD DEBTS (§ 166)

.01 Change from reserve method to
specific charge-off method.
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(1) Description of change. This change
applies to a taxpayer (other than a bank
as defined in § 585(a)(2)) that wants to
change its method of accounting for bad
debts from a reserve method (or other
improper method) to a specific charge-off
method that complies with § 166. For pro-
cedures applicable to banks, see § 585(c)
and the regulations thereunder and section
25 of this revenue procedure.

(2) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
4.011is “5.”

(3) Contact information. For further
information regarding a change under
this section, contact Benjamin Masselli at
(202) 317-7003 (not a toll-free number).

.02 Conformity election by bank after
previous election automatically revoked.

(1) Description of change. This change
applies to a bank that wants to change
its method of accounting for bad debts
by making the conformity election under
§ 1.166-2(d)(3)(iii)(C)(3).

(2)  Applicability.  This  change
only applies to a bank (as defined in
§ 1.166-2(d)(4)(i)) that:

(a) is subject to supervision by Federal
authorities, or by state authorities main-
taining substantially equivalent standards;

(b) has previously adopted or elected
to change to the method of accounting for
bad debts described in § 1.166-2(d)(3);

(c) has had that previous election auto-
matically revoked under § 1.166-2(d)(3)
(iv)(C);

(d) meets the express determination
requirement of § 1.166-2(d)(3)(iii)(D) for
the year of change; and

(e) now seeks the consent of the Com-
missioner to make an election under
§ 1.166-2(d)(3)(iii)(C)(3).

(3) Certain eligibility rule inapplica-
ble. The eligibility rule in section 5.01(1)
(f) of Rev. Proc. 2015-13, 2015-5 I.LR.B.
419, does not apply to this change.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
4.02 s “211.”

(5) Contact information. For further
information regarding a change under this
section, contact K. Scott Brown at (202)
317-4423 (not a toll-free number).
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.03 Change to the allowance charge-
off method.

(1) Description of change.

(a) Applicability. This change applies
to a regulated financial company (as
defined in proposed § 1.166-2(d)(4)(ii)) or
a member of a regulated financial group
(as defined in proposed § 1.166-2(d)(4)
(iii)) that wants to change its method of
accounting to the Allowance Charge-off
Method described in proposed § 1.166-
2(d)(1). See Bad Debt Deductions for
Regulated Financial Companies and
Members of Regulated Financial Groups,
88 FR 89636 (Dec. 28, 2023).

(b) Inapplicability. This change
does not apply to a bank (as defined in
§ 581) that wants to change its method
of accounting for bad debts from the
§ 585 reserve method to the Allowance
Charge-off Method described in pro-
posed § 1.166-2(d)(1). Any change to the
Allowance Charge-off Method requested
by such a bank must be made under the
non-automatic change procedures in Rev.
Proc. 2015-13.

(2) Certain eligibility rule inapplica-
ble. The eligibility rule in section 5.01(1)
(f) of Rev. Proc. 2015-13 does not apply
to a change described in section 4.03(1)(a)
of this revenue procedure for the taxpay-
er’s first or second taxable year ending on
or after December 28, 2023.

(3) Manner of making change.

(a) Charge-offs on or after beginning of
the year of change. This change is made on
a cut-off basis and only applies to charge-
offs (as defined in proposed § 1.166-2(d)
(4)(1)) made by a regulated financial com-
pany or a member of a regulated financial
group on its applicable financial statement
(as defined in proposed § 1.166-2(d)(4)
(viii)) that occur on or after the begin-
ning of the year of change. Accordingly,
a § 481(a) adjustment is neither permitted
nor required.

(b) Charge-offs prior to the year of
change. Any charge-offs that occurred
prior to the year of change are accounted
for under the taxpayer’s former method
of accounting, and any charge-offs that
occur in the year of change and in sub-
sequent taxable years are accounted for
under the taxpayer’s method of account-
ing for which consent is granted. In no
event may a taxpayer take a deduction
under its new method of accounting for
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any amount of debt previously deducted
as worthless under its former method of
accounting.

(4) Revocation of conformity election
under existing § 1.166-2(d)(3). A regu-
lated financial company or a member of
a regulated financial group that previ-
ously made a conformity election under
§ 1.166-2(d)(3) and that changes its
method of accounting under this section
4.03 is treated as having revoked its con-
formity election pursuant to § 1.166-2(d)
(3)(iv).

(5) Contact information. For further
information regarding a change under this
section, contact Jason Kristall at (202)
317-6945 (not a toll-free number).

(6) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
4.03 is “272.”

SECTION 5. INTEREST EXPENSE
(§163) AND AMORTIZABLE BOND
PREMIUM (§ 171)

.01 Revocation of § 171(c) election.

(1) Description of change. This change
applies to a taxpayer that wants to change
its method of accounting for amortizable
bond premium by revoking its § 171(c)
election. Under § 171(c), a taxpayer that
holds certain taxable bonds may elect to
amortize any bond premium on the bonds
in accordance with regulations prescribed
by the Secretary. Sections 1.171-1 through
1.171-5 provide rules relating to the amor-
tization of bond premium by a taxpayer.
Section 1.171-4 provides the procedures
to make a § 171(c) election to amortize
bond premium.

(2) Revocation of election. The revoca-
tion 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 change. This
change is made using a cut-off basis and
applies only to taxable bonds held on or
after the beginning of the year of change.
Accordingly, a § 481(a) adjustment is nei-
ther permitted nor required.

Under the cut-off basis, for taxable
bonds held at the beginning of the year
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of change, the taxpayer may not amor-
tize any remaining bond premium on the
bonds. Because the cut-off basis is pre-
scribed for this change, the basis of any
bond, adjusted for amounts previously
amortized during the period of the elec-
tion, is not affected by the revocation.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
5.011is “16.”

(5) Additional requirements. On a
statement attached to the Form 3115, the
taxpayer must provide:

(a) the reason(s) for revoking the elec-
tion; and

(b) a description of the method by
which, and the date on which, the tax-
payer made the § 171(c) election that is
proposed to be revoked.

(6) Audit protection. Any audit pro-
tection applicable to this change under
section 8 of Rev. Proc. 2015-13, 2015-5
LLR.B. 419, does not preclude the Com-
missioner from examining the method
used by the taxpayer to determine the
amount of amortizable bond premium
under § 171(b) for a taxable year prior to
the year of change.

(7) Contact information. For further
information regarding a change under this
section, contact Steven Harrison at (202)
317-6842 (not a toll-free number).

.02 Change to comply with § 163(e)(3).

(1) Description of change. This
change applies to a taxpayer that wants
to change its method or methods of
accounting to comply with the require-
ments of § 163(e)(3), which defers cer-
tain deductions attributable to original
issue discount debt instruments held
by related foreign persons. Any portion
of the original issue discount will not be
allowable as a deduction to the U.S. per-
son issuer until paid.

(2) Accelerated § 481(a) adjustment
period in certain situations. In addition
to the circumstances set forth in section
7.03(4) of Rev. Proc. 2015-13, 2015-5
LLR.B. 419, the § 481 adjustment period
provided in section 7.03 of Rev. Proc.
2015-13 will be accelerated for a U.S. per-
son with a remaining balance of a § 481(a)
adjustment that arose by reason of a
change in method of accounting described
in this section 5.02 if a debt instrument
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subject to the change is paid off, retired,
or significantly modified within the mean-
ing of § 1.1001-3 prior to the end of the
§ 481(a) adjustment period. The portion
of the remaining § 481(a) adjustment
attributable to the debt instrument must
be taken into account in the taxable year
the debt instrument is paid off, retired, or
significantly modified within the meaning
of § 1.1001-3.

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
5.02 s “212.”

(4) Contact information. For further
information regarding a change under this
section, contact Dylan Steiner at (202)
317-6934 (not a toll-free number).

SECTION 6. DEPRECIATION OR
AMORTIZATION (§§ 56(a)(1),

167, 168, 197, 280F (a), or 1502, OR
FORMER §§ 56(g)(4)(A), 168, 14001,
1400L, or 1400N(d))

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

(1) Description of change.

(a) Applicability. This change applies
to a taxpayer that wants to change from an
impermissible to a permissible method of
accounting for depreciation or amortiza-
tion (depreciation) for any item of depre-
ciable or amortizable property under the
taxpayer’s present or proposed method of
accounting:

(1) for which the taxpayer used the
impermissible method of accounting in at
least two taxable years immediately pre-
ceding the year of change (but see section
6.01(1)(b) of this revenue procedure for
property placed in service in the taxable
year immediately preceding the year of
change);

(i1) for which the taxpayer is making
a change in method of accounting under
§ 1.446-1()(2)(ii)();

(iii) for which depreciation is deter-
mined under § 56(a)(1), § 56(g)(4)(A)
(as in effect on the day before the date
of enactment of Public Law 115-97, 131
Stat. 2054 (Dec. 22, 2017), commonly
referred to as the Tax Cuts and Jobs Act
(TCIA)), § 167, § 168, § 197, § 14001,
or § 1400L(c), under § 168 prior to its
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amendment in 1986 (former § 168), or
under any additional first year deprecia-
tion deduction provision of the Code (for
example, § 168(k), § 168(1), § 1400L(Db),
or § 1400N(d)); and

(iv) that is owned by the taxpayer at
the beginning of the year of change (but
see section 6.07 of this revenue procedure
for property disposed of before the year of
change).

(b) Taxpayer has not adopted a
method of accounting for the item of
property. If a taxpayer does not satisfy
section 6.01(1)(a)(i) of this revenue
procedure for an item of depreciable or
amortizable property because this item
of property is placed in service by the
taxpayer in the taxable year immediately
preceding the year of change (“l-year
depreciable property™), the taxpayer may
change from the impermissible method of
determining depreciation to the permissi-
ble method of determining depreciation
for the l-year depreciable property by
filing a Form 3115 for this change, pro-
vided the § 481(a) adjustment reported
on the Form 3115 includes the amount of
any adjustment that is attributable to all
property (including the 1-year deprecia-
ble property) subject to the Form 3115.
Alternatively, the taxpayer may change
from the impermissible method of deter-
mining depreciation to the permissible
method of determining depreciation for a
1-year depreciable property by filing an
amended federal income tax return, or an
administrative adjustment request under
§ 6227 (AAR), as applicable, for the
property’s placed-in-service year prior
to the date the taxpayer files its federal
income tax return for the taxable year
succeeding the placed-in-service year.

(¢) Inapplicability. This change does
not apply to:

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

(i1) a taxpayer that is required under
§ 263A and the regulations thereunder to
capitalize the costs with respect to which
the taxpayer wants to change its method
of accounting under this section 6.01 if
the taxpayer is not capitalizing these costs,
unless the taxpayer concurrently changes
its method to capitalize these costs in
conjunction with a change to a UNICAP
method under section 12.01, 12.02, 12.08,
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or 12.12 of this revenue procedure (as
applicable);

(iii) any property for which a taxpayer
is making a change in depreciation under
§ 1.446-1(e)(2)(1i)(d)(2)(vi) or (vii);

(iv) any property subject to § 167(g)
regarding property depreciated under the
income forecast method;

(v) any § 1250 property that a taxpayer
is reclassifying to an asset class of Rev.
Proc. 87-56, 1987-2 C.B. 674 (as clari-
fied and modified by Rev. Proc. 88-22,
1988-1 C.B. 785), or Rev. Proc. 83-35,
1983-1 C.B. 745, as appropriate, that does
not explicitly include § 1250 property (for
example, asset class 57.0, Distributive
Trades and Services);

(vi) any property for which a tax-
payer is revoking a timely valid election,
or making a late election, under § 167,
§ 168, § 179, § 14001, § 1400L(c), for-
mer § 168, § 13261(g)(2) or (3) of the
Revenue Reconciliation Act of 1993
(1993 Act), 1993-3 C.B. 1, 128 (relat-
ing to amortizable § 197 intangibles),
or any additional first year depreciation
deduction provision of the Code (for
example, § 168(k), § 168(1), § 1400L(b),
or § 1400N(d)). A taxpayer may request
consent to revoke or make the election
by submitting a request for a letter ruling
under Rev. Proc. 2025-1, 2025-1 I.R.B.
1 (or successor). However, if a taxpayer
is revoking or making an election under
§ 179, see § 179(c) and § 1.179-5. See
§ 1.446-1()(2)(G)((3)(ili);

(vii) any property for which depreci-
ation is determined under § 56(g)(4)(A)
(as in effect on the day before the date of
enactment of the TCJA) or § 167 (other
than under § 168, § 14001, § 1400L(c),
former § 168, or any additional first year
depreciation deduction provision of the
Code (for example, § 168(k), § 168(1),
§ 1400L(b), or § 1400N(d)) and a tax-
payer is changing the useful life of the
property. A change in the useful life of
property is corrected by adjustments
in the applicable taxable year provided
under § 1.446-1(e)(2)(i)(d)(5)(iv). How-
ever, this section 6.01(1)(c)(vii) does
not apply if the taxpayer is changing to
or from a useful life, recovery period,
or amortization period that is specifi-
cally assigned by the Code (for example,
§ 167(H)(1), § 168(c)), the regulations
thereunder, or other guidance published
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in the Internal Revenue Bulletin and,
therefore, this change is a change in
method of accounting (unless section
6.01(1)(c)(xv) of this revenue procedure
applies). See § 1.446-1(e)(2)(11)(d)(3)(i);

(viii) any depreciable property for
which the use changes in the hands of the
same taxpayer. See § 1.446-1(e)(2)(ii)(d)
(3)(i7). But see sections 6.04 and 6.05 of
this revenue procedure for changing to
the methods of accounting provided in
§ 1.168(1)-1(c)(2)(ii)(I) or § 1.168(i)-1(h)
(2), and § 1.168(i)-4, respectively;

(ix) any property for which depre-
ciation is determined in accordance
with § 1.167(a)-11 (regarding the Class
Life Asset Depreciation Range System
(ADR));

(x) any change in method of account-
ing involving a change from deducting the
cost or other basis of any property as an
expense to capitalizing and depreciating
the cost or other basis, or vice versa (but
see section 11.08 of this revenue proce-
dure for making such a change in method
of accounting under the final tangible
property regulations);

(xi) any change in method of account-
ing involving a change from one permissi-
ble method of accounting for the property
to another permissible method of account-
ing for the property. For example:

(A) a change from the straight-line
method of depreciation to the income
forecast method of depreciating for vid-
eocassettes. See Rev. Rul. 89-62, 1989-1
C.B. 78; or

(B) a change from charging the depre-
ciation reserve with costs of removal
and crediting the depreciation reserve
with salvage proceeds to deducting costs
of removal as an expense (provided the
costs of removal are not required to be
capitalized under any provision of the
Code, such as § 263(a)) and including
salvage proceeds in taxable income (see
section 6.02 of this revenue procedure
for making this change for property for
which depreciation is determined under
§ 167);

(xii) any change in method of account-
ing involving both a change from treating
the cost or other basis of the property as
nondepreciable or nonamortizable prop-
erty to treating the cost or other basis
of the property as depreciable or amor-
tizable property and the adoption of a
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method of accounting for depreciation
requiring an election under § 167, § 168,
§ 14001, § 1400L(c), former § 168,
§ 13261(g)(2) or (3) of the 1993 Act,
or any additional first year depreciation
deduction provision of the Code (for
example, § 168(k), § 168(1), § 1400L(b),
or § 1400N(d)) (for example, a change in
the treatment of the space consumed in
landfills placed in service in 2006 from
nondepreciable to depreciable property
(assuming section 6.01(1)(c)(xiii) of this
revenue procedure does not apply) and
the making of an election under § 168(f)
(1) to depreciate this property under the
unit-of-production method of deprecia-
tion under § 167);

(xiii) any change in method of account-
ing for any item of income or deduction
other than depreciation, even if the change
results in a change in computing depre-
ciation under § 1.446-1(e)(2)(i1)(d)(2)(i),
(ii), (iii), (iv), (v), (vi), (vii), or (viii). For
example, a change in method of account-
ing involving:

(A) a change in inventory costs (for
example, when property is reclassified
from inventory property to depreciable
property, or vice versa) (but see section
11.02 of this revenue procedure for mak-
ing a change in method of accounting
from inventory property to depreciable
property for unrecoverable line pack gas
or unrecoverable cushion gas, and sec-
tion 11.06 of this revenue procedure for
making a change in method of accounting
from inventory property to depreciable
property for rotable spare parts); or

(B) a change in the character of a trans-
action from sale to lease, or vice versa (but
see section 6.03 of this revenue procedure
for making this change);

(xiv) a change from determining
depreciation under § 168 to determining
depreciation under former § 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;

(xv) any change in the placed-in-ser-
vice date of a depreciable or amortizable
property. This change is corrected by
adjustments in the applicable taxable year
provided under § 1.446-1(e)(2)(ii)(d)(5)
v);

(xvi) any property for which the tax-
payer has claimed a federal income tax
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credit (e.g., the rehabilitation credit under
§ 47), unless the change does not alter the
amount of the federal income tax credit;

(xvii) any qualified improvement prop-
erty, as defined in § 168(e)(6), placed in
service by the taxpayer after December
31, 2017, to which section 6.18 of this
revenue procedure applies;

(xviii) any property to which section
4 or 5 of Rev. Proc. 2020-22, 2020-18
LLR.B. 745, applies. (See sections 4.02
and 4.03, or 5.02 of Rev. Proc. 2020-22,
as applicable, for making any changes to
depreciation for such property.);

(xix) any change in method of account-
ing to which section 6.20 of this revenue
procedure applies; or

(xx) the change in method of account-
ing specified in section 6.21 of this reve-
nue procedure.

(2) Certain eligibility rules inapplica-
ble. The eligibility rule in section 5.01(1)
(d) of Rev. Proc. 2015-13, 2015-5 L.LR.B.
419, does not apply to this change. If
during any of the five taxable years end-
ing with the year of change, a taxpayer
requested or made a change in method of
accounting from expensing to capitaliz-
ing, or vice versa, the cost or other basis
of an asset, the eligibility rule in section
5.01(1)(f) of Rev. Proc. 2015-13 is not
applicable to a change under this section
6.01 for that same asset.

(3) Additional requirements. A tax-
payer also must comply with the follow-
ing:

(a) Permissible method of accounting
Jfor depreciation. A taxpayer must change
to a permissible method of accounting
for depreciation for the item of deprecia-
ble or amortizable property. The permis-
sible method of accounting is the same
method that determines the depreciation
allowable for the item of property (as
provided in section 6.01(7) of this reve-
nue procedure).

(b) Statements required. A taxpayer
(including a qualified small taxpayer as
defined in section 6.01(4)(b) of this rev-
enue procedure) must provide the follow-
ing statements, if applicable, and attach
them to the completed Form 3115:

(1) a detailed description of the present
and proposed methods of accounting. A
general description of these methods of
accounting is unacceptable (for example,
MACRS to MACRS, erroneous method
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to proper method, claiming less than the
depreciation allowable to claiming the
depreciation allowable);

(i1) to the extent not provided else-
where on the Form 3115, a statement
describing the taxpayer’s business or
income-producing activities. Also, if the
taxpayer has more than one business or
income-producing activity, a statement
describing the taxpayer’s business or
income-producing activity in which the
item of property at issue is primarily used
by the taxpayer;

(iii) to the extent not provided else-
where on the Form 3115, a statement of
the facts and law supporting the proposed
method 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 lessor of the item of property
at issue, the statement of the facts and law
supporting the new asset class also must
describe the business or income-produc-
ing activity in which that item of prop-
erty is primarily used by the lessee;

(iv) to the extent not provided else-
where on the Form 3115, a statement
identifying the year in which the item of
property was placed in service by the tax-
payer;

(v) if any item of property is public
utility property within the meaning of
§ 168(1)(10) or former § 167(1)(3)(A),
as applicable, a statement providing that
the taxpayer agrees to the following addi-
tional terms and conditions:

(A) anormalization method of account-
ing (within the meaning of former § 167(1)
(3)(G), former § 168(e)(3)(B), or § 168(i)
(9), as applicable) will be used for the
public utility property subject to the Form
3115;

(B) as of the beginning of the year
of change, the taxpayer will adjust its
deferred tax reserve account or similar
reserve account in the taxpayer’s regula-
tory books of account by the amount of
the deferral of federal income tax liability
associated with the § 481(a) adjustment
applicable to the public utility property
subject to the Form 3115; and

(C) within 30 calendar days of filing
the federal income tax return for the year
of change, the taxpayer will provide a
copy of the completed Form 3115 to any
regulatory body having jurisdiction over
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the public utility property subject to the
Form 3115;

(vi) if the taxpayer is changing the clas-
sification of an item of § 1250 property
placed in service after August 19, 1996, to
a retail motor fuels outlet under § 168(e)
(3)(E)(iii), a statement containing the fol-
lowing representation: “For purposes of
§ 168(e)(3)(E)(iii) of the Internal Revenue
Code, the taxpayer represents that (A) 50
percent or more of the gross revenue gen-
erated from the item of § 1250 property is
from the sale of petroleum products (not
including gross revenue from related ser-
vices, such as the labor cost of oil changes
and gross revenue from the sale of non-
petroleum products such as tires and oil
filters), (B) 50 percent or more of the floor
space in the item of property is devoted
to the sale of petroleum products (not
including floor space devoted to related
services, such as oil changes and floor
space devoted to nonpetroleum products
such as tires and oil filters), or (C) the item
of § 1250 property is 1,400 square feet or
less.”; and

(vii) if the taxpayer is changing the
classification of an item of property from
§ 1250 property to § 1245 property under
§ 168 or former § 168, a statement of the
facts and law supporting the new § 1245
property classification, and a statement
containing the following representation:
“Each item of depreciable property that is
the subject of the Form 3115 filed under
section 6.01 of Rev. Proc. 2025-23 for
the year of change beginning [/nsert the
date], and that is reclassified from [/nsert,
as appropriate: nonresidential real prop-
erty, residential rental property, qualified
leasehold improvement property, quali-
fied restaurant property, qualified retail
improvement property, qualified improve-
ment property as defined in § 168(e)(6)
(as amended by § 13204 of the TCJA),
19-year real property, 18-year real prop-
erty, 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 prop-
erty, is § 1245 property for depreciation
purposes.”

(4) Reduced filing requirement for
qualified small taxpayers.

(a) In general. A qualified small tax-
payer, as defined in section 6.01(4)(b)
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of this revenue procedure, is required to
complete only the following information
on Form 3115 (Rev. December 2022) to
make this change:

(1) The identification section of page 1
(above Part I);

(1) The signature section at the bottom
of page 1;

(iii) Part [;

(iv) Part II, all lines except lines 13,
15b, 16¢, 17, and 19;

(v) Part IV, all lines except line 25; and

(vi) Schedule E.

(b) Definition of qualified small tax-
payer. A “qualified small taxpayer”
is a taxpayer whose average annual
gross receipts, as determined under
§ 1.263(a)-3(h)(3), for the three preced-
ing taxable years is less than or equal to
$10,000,000.

(5) Section 481(a) adjustment.
Because the adjusted basis of the prop-
erty is changed as a result of a method
change made under this section 6.01 (see
section 6.01(6) of this revenue proce-
dure), items are duplicated or omitted.
Accordingly, this change is made with
a § 481(a) adjustment. This adjustment
may result in either a negative § 481(a)
adjustment (a decrease in taxable
income) or a positive § 481(a) adjust-
ment (an increase in taxable income)
and may be a different amount for reg-
ular tax, alternative minimum tax, and
adjusted current earnings purposes. This
§ 481(a) adjustment equals the difference
between the total amount of depreciation
taken into account in computing taxable
income for the property under the tax-
payer’s present method of accounting
(including the amount attributable to any
property described in section 6.01(1)(b)
of this revenue procedure that is included
in the taxpayer’s Form 3115), and the
total amount of depreciation allowable
for the property under the taxpayer’s pro-
posed method of accounting (as deter-
mined under section 6.01(7) of this reve-
nue procedure, and including the amount
attributable to any property described in
section 6.01(1)(b) of this revenue pro-
cedure that is included in the taxpayer’s
Form 3115), for open and closed years
prior to the year of change. However, the
amount of the § 481(a) adjustment must
be adjusted to account for the proper
amount of the depreciation allowable
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that is required to be capitalized under
any provision of the Code (for example,
§ 263A) at the beginning of the year of
change.

(6) Basis adjustment. As of the begin-
ning of the year of change, the basis of
depreciable property to which this section
6.01 applies must reflect the reductions
required by § 1016(a)(2) for the depreci-
ation allowable for the property (as deter-
mined under section 6.01(7) of this reve-
nue procedure).

(7) Meaning of depreciation allowable.

(a) In general. Section 6.01(7) of this
revenue procedure provides the amount
of the depreciation allowable determined
under § 56(a)(1), § 56(g)(4)(A) (as in
effect on the day before the date of enact-
ment of the TCJA), § 167, § 168, 0r § 197,
or former § 168, § 14001, or § 1400L(c).
This amount, however, may be limited by
other provisions of the Code (for example,
§ 280F).

(b) Section 56(a)(1) property. The
depreciation allowable for any taxable
year for property for which depreciation is
determined under § 56(a)(1) is determined
by using the depreciation method, recov-
ery period, and convention provided for
under § 56(a)(1) that applies for the prop-
erty’s placed-in-service date.

(c) Section 56(g)(4)(A) property. The
depreciation allowable for any taxable
year for property for which depreciation
is determined under § 56(g)(4)(A) (as in
effect on the day before the date of enact-
ment of the TCJA) is determined by using
the depreciation method, recovery period
or useful life, as applicable, and conven-
tion provided for under § 56(g)(4)(A)
(as in effect on the day before the date of
enactment of the TCJA) that applies for
the property’s placed-in-service date.

(d) Section 167 property. Generally,
for any taxable year, the depreciation
allowable for property for which depreci-
ation is determined under § 167, is deter-
mined either:

(1) under the depreciation method
adopted by the taxpayer for the property;
or

(i1) if that depreciation method does not
result in a reasonable allowance for depre-
ciation or the taxpayer has not adopted
a depreciation method for the prop-
erty, under the straight-line depreciation
method.
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For determining the estimated useful
life and salvage value 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 from § 197) is determined by
using the depreciation method and useful
life prescribed in § 167(f). If computer
software is depreciated under § 167(f)
(1) and is qualified property (as defined
in § 168(k)(2) as amended by the TCJA
and § 1.168(k)-2), qualified property (as
defined in § 168(k)(2) as in effect on
the day before the date of enactment of
the TCJA and § 1.168(k)-1), 50-percent
bonus depreciation property (as defined
in § 168(k)(4) (as in effect on the day
before the date of enactment of the Eco-
nomic Stimulus Act of 2008, Pub. L.
No. 110-185, 122 Stat. 613 (February
13, 2008)) and § 1.168(k)-1), qualified
disaster assistance property (as defined in
§ 168(n)(2) (as in effect on the day before
the date of enactment of the Tax Tech-
nical Corrections Act of 2018, Pub. L.
No. 115-141, Division U, 132 Stat. 1211
(March 23, 2018)), qualified New York
Liberty Zone (Liberty Zone) property
(as defined in § 1400L(b)(2) (as in effect
on the day before the date of enactment
of the Tax Technical Corrections Act
of 2018) and § 1.1400L(b)-1), qualified
Gulf Opportunity Zone (GO Zone) prop-
erty (as defined in § 1400N(d)(2) (as in
effect on the day before the date of enact-
ment of the Tax Technical Corrections
Act of 2018) and sections 2.02 and 2.03
of Notice 2006-77, 2006-2 C.B. 590,
as clarified, modified, and amplified by
Notice 2007-36,2007-1 C.B. 1000), spec-
ified Gulf Opportunity Zone extension
property (GO Zone extension property)
(as defined in § 1400N(d)(6) (as in effect
on the day before the date of enactment
of the Tax Technical Corrections Act of
2018) and section 4 of Notice 2007-36),
or qualified Recovery Assistance (RA)
property (as defined in sections 2.02 and
2.03 of Notice 2008-67, 2008-32 I.R.B.
307), the depreciation allowable for that
computer software under § 167(f)(1) is
also determined by taking into account
the additional first year depreciation
deduction provided by § 168(k), § 168(n)
(as in effect on the day before the date
of enactment of the Tax Technical Cor-
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rections Act of 2018), § 1400L(b) (as in
effect on the day before the date of enact-
ment of the Tax Technical Corrections
Act of 2018), or § 1400N(d) (as in effect
on the day before the date of enactment
of the Tax Technical Corrections Act of
2018), or by § 15345(a)(1) and (d)(1)
of the Food, Conservation, and Energy
Act of 2008, Pub. L. No. 110-246, 122
Stat. 1651 (June 18, 2008), as applicable,
unless the taxpayer made a timely valid
election not to deduct any additional first
year depreciation for the computer soft-
ware.

(e) Section 168 property. The depre-
ciation allowable for any taxable year for
property for which depreciation is deter-
mined under § 168, is determined as fol-
lows:

(i) by using either:

(A) the general depreciation system in
§ 168(a); or

(B) the alternative depreciation

system in § 168(g) if the property is
required to be depreciated under the
alternative depreciation system pursuant
to § 168(g)(1) or other provisions of the
Code (for example, property described in
§ 263A(e)(2)(A) or § 280F(b)(1)). Prop-
erty required to be depreciated under the
alternative depreciation system pursu-
ant to § 168(g)(1) includes property in
a class (as set out in § 168(e)) for which
the taxpayer made a timely valid election
under § 168(g)(7);

(i1) if the property is qualified property,
50-percent bonus depreciation property,
qualified disaster assistance property,
Liberty Zone property, GO Zone prop-
erty, GO Zone extension property, or RA
property, by also taking into account the
additional first year depreciation deduc-
tion provided by § 168(k), § 168(n) (as
in effect on the day before the date of
enactment of the Tax Technical Cor-
rections Act of 2018), § 1400L(b) (as in
effect on the day before the date of enact-
ment of the Tax Technical Corrections
Act of 2018), or § 1400N(d) (as in effect
on the day before the date of enactment
of the Tax Technical Corrections Act of
2018), or by § 15345(a)(1) and (d)(1) of
the Food, Conservation, and Energy Act
0f 2008, as applicable, unless the taxpayer
made a timely valid election not to deduct
the additional first year depreciation (or
made a deemed election not to deduct
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the additional first year depreciation; for
further guidance, see, for example, Rev.
Proc. 2002-33, 2002-1 C.B. 963, Rev.
Proc. 2003-50, 2003-2 C.B. 119, Notice
2006-77, Notice 2008-67, section 5 of
Rev. Proc. 2011-26, 2011-16 I.R.B. 664,
Rev. Proc. 2015-48, 2015-40 I.R.B. 469,
or Rev. Proc. 2019-33, 2019-34 1.R.B.
662) for the class of property (as defined
in § 1.168(k)-2(H)(1)(ii), § 1.168(k)-1(e)
(2), § 1.1400L(b)-1(e)(2), or section 4.02
of Notice 2006-77, as applicable) in which
that property is included;

(iii) if the property is qualified sec-
ond generation biofuel plant property (as
defined in § 168(1)(2) and (3)) or quali-
fied cellulosic biofuel plant property (as
defined in former § 168(1)(2) and (3)),
by also taking into account the additional
first year depreciation deduction provided
by § 168(1)(1), unless the taxpayer made
a timely valid election not to deduct the
additional first year depreciation for the
property; and

(iv) if the property is qualified reuse and
recycling property (as defined in § 168(m)
(2)), by also taking into account the addi-
tional first year depreciation deduction
provided by § 168(m)(1), unless the tax-
payer made a timely valid election not to
deduct the additional first year deprecia-
tion for the property.

(f) Section 197 property. The amorti-
zation allowable for any taxable year for
an amortizable § 197 intangible (including
any property for which a timely election
under § 13261(g)(2) of the 1993 Act was
made) is determined in accordance with
§ 1.197-2(f).

(g) Former § 168 property. The depre-
ciation allowable for any taxable year for
property subject to former § 168 is deter-
mined by using either:

(1) the accelerated method of cost
recovery applicable to the property (for
example, for 5-year property, the recovery
method under former § 168(b)(1)); or

(i1) the straight-line method applicable
to the property if the property is required
to be depreciated under the straight-line
method (for example, property described
in former § 168(f)(2) or former § 280F(b)
(2)) or if the taxpayer elected to deter-
mine the depreciation allowance under
the optional straight-line percentage (for
example, the straight-line method in for-
mer § 168(b)(3)).
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(h) Qualified revitalization building.
The depreciation allowable for any tax-
able year for any qualified revitalization
building (as defined in § 14001(b)(1) (as in
effect on the day before the date of enact-
ment of the Tax Technical Corrections Act
of 2018)) for which the taxpayer has made
a timely valid election under § 14001I(a) is
determined as follows:

(1) if the taxpayer elected to deduct
one-half of any qualified revitalization
expenditures (as defined in § 1400I(b)(2)
and as limited by § 1400I(c) (as in effect
on the day before the date of enactment
of the Tax Technical Corrections Act of
2018)) chargeable to a capital account
with respect to the qualified revitalization
building for the taxable year in which the
building is placed in service by the tax-
payer, the depreciation allowable for the
qualified revitalization building’s placed-
in-service year is equal to one-half of the
qualified revitalization expenditures for
the building and the depreciation allow-
able for the remaining depreciable basis
of the qualified revitalization building for
its placed-in-service year and subsequent
taxable years is determined using the
general depreciation system of § 168(a)
or the alternative depreciation system of
§ 168(g), as applicable; or

(i1) if the taxpayer elected to amortize
all of the qualified revitalization expen-
ditures chargeable to a capital account
with respect to the qualified revitaliza-
tion building ratably over the 120-month
period beginning with the month in which
the building is placed in service, the
depreciation allowable for the qualified
revitalization expenditures is determined
in accordance with this election and the
depreciation allowable for the remaining
depreciable basis of the qualified revital-
ization building is determined using the
general depreciation system of § 168(a)
or the alternative depreciation system of
§ 168(g), as applicable.

(1) Qualified New York Liberty Zone
leasehold improvement property. The
depreciation allowable for any taxable
year for qualified New York Liberty
Zone leasehold improvement property (as
defined in § 1400L(c)(2) (as in effect on
the day before the date of enactment of the
Tax Technical Corrections Act of 2018))
is determined by using the depreciation
method and recovery period prescribed in
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§ 1400L(c) (as in effect on the day before
the date of enactment of the Tax Technical
Corrections Act of 2018) unless the tax-
payer made a timely valid election under
§ 1400L(c)(5) (as in effect on the day
before the date of enactment of the Tax
Technical Corrections Act of 2018) not to
use that recovery period.

(8) Concurrent automatic change.

(a) A taxpayer making this change for
more than one asset for the same year of
change should file a single Form 3115 for
all such assets and provide a single net
§ 481(a) adjustment for all the changes
included in that Form 3115. If one or
more of the changes in that single Form
3115 generate a negative § 481(a) adjust-
ment and other changes in that same
Form 3115 generate a positive § 481(a)
adjustment, the taxpayer may provide a
single negative § 481(a) adjustment for
all the changes that are included in that
Form 3115 generating such adjustment
and a single positive § 481(a) adjustment
for all the changes that are included in
that Form 3115 generating such adjust-
ment. For example, a taxpayer files a
single Form 3115 to change the depre-
ciation methods, recovery periods, and/
or conventions under § 168(a) resulting
from the reclassification of two comput-
ers from nonresidential real property to
5-year property, one office desk from
nonresidential real property to 7-year
property, and two office desks from
5-year property to 7-year property. On
that Form 3115, the taxpayer must pro-
vide either (i) a single net § 481(a) adjust-
ment that covers all the changes resulting
from all of these reclassifications, or (ii)
a single negative § 481(a) adjustment
that covers the changes resulting from
the reclassifications of the two comput-
ers and one office desk from nonresi-
dential real property to 5-year property
and 7-year property, respectively, and a
single positive § 481(a) adjustment that
covers the changes resulting from the
reclassifications of the two office desks
from 5-year property to 7-year property.

(b) A taxpayer making both this change
and a change to a UNICAP method under
section 12.01, 12.02, 12.08, or 12.12 of
this revenue procedure (as applicable)
for the same year of change should file
a single Form 3115 for both changes, in
which case the taxpayer must enter the
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designated automatic accounting method
change numbers for both changes on the
appropriate line on that Form 3115. See
section 6.03(1)(b) of Rev. Proc. 2015-13
for information on making concurrent
changes. For example, a qualified small
taxpayer must include on the single Form
3115 the information required by section
6.01(4)(a) of this revenue procedure for
this change and the information required
by the lines on Form 3115 applicable
to the UNICAP method change, includ-
ing Part II lines 14 and 15, Part IV, and
Schedule D, and must include a separate
response to each line on Form 3115 that
is applicable to both changes (such as
Part II, lines 6b, 7, 8b, 14, and, as appli-
cable for this change, Part IV) for which
the taxpayer’s response is different for
this change and the change to a UNICAP
method.

(9) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
6.01 is “7.”

(10) Contact information. For further
information regarding a change under this
section, contact James Liechty at (202)
317-7005 (not a toll-free number).

.02 Permissible to permissible method
of accounting for depreciation.

(1) Description of change. This change
applies to a taxpayer that wants to change
from a permissible method of accounting
for depreciation under § 56(g)(4)(A)(iv)
(as in effect on the day before the date of
enactment of Public Law 115-97, 131 Stat.
2054 (Dec. 22, 2017), commonly referred
to as the Tax Cuts and Jobs Act (TCJA))
or § 167 to another permissible method of
accounting for depreciation under § 56(g)
(4)(A)(iv) (as in effect on the day before
the date of enactment of the TCJA) 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 combining two
or more assets in a single account and, for
each account, depreciation allowances are
computed separately.

(2) Applicability.

(a) In general. This change applies to
any taxpayer wanting to make a change
in method of accounting for depreciation
specified in section 6.02(4) of this revenue
procedure for the property in an account:
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(1) for which the present and proposed
methods of accounting for depreciation
specified in section 6.02(4) of this revenue
procedure are permissible methods for the
property under § 56(g)(4)(A)(iv) (as in
effect on the day before the date of enact-
ment of the TCJA) or § 167; and

(i1) that is owned by the taxpayer at the
beginning of the year of change.

(b) Inapplicability. This change does
not apply to:

(1) a taxpayer that is required under
§ 263A and the regulations thereunder to
capitalize the costs with respect to which
the taxpayer wants to change its method
of accounting under this section 6.02 if
the taxpayer is not capitalizing these costs,
unless the taxpayer concurrently changes
its method to capitalize these costs in
conjunction with a change to a UNICAP
method under section 12.01, 12.02, 12.08,
or 12.12 of this revenue procedure (as
applicable);

(i1) any property to which § 1016(a)(3)
(regarding property held by a tax-exempt
organization) applies;

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

(iv) any property subject to § 167(g)
(regarding property depreciated under the
income forecast method);

(v) any property for which depreci-
ation is determined under § 56(a)(1),
§ 56(2)(@)(A)(), (i), (iii), or (v) (as in
effect on the day before the date of enact-
ment of the TCJA), § 168, § 14001 (as in
effect on the day before the date of enact-
ment of the Tax Technical Corrections
Act of 2018, Pub. L. No. 115-141, Divi-
sion U, 132 Stat. 1211 (March 23, 2018)),
§ 1400L(c) (as in effect on the day before
the date of enactment of the Tax Techni-
cal Corrections Act of 2018), § 168 prior
to its amendment in 1986 (former § 168),
or any additional first year depreciation
deduction provision of the Code (for
example, § 168(k), § 168(1), § 1400L(b)
(as in effect on the day before the date of
enactment of the Tax Technical Correc-
tions Act of 2018), or § 1400N(d) (as in
effect on the day before the date of enact-
ment of the Tax Technical Corrections
Act 0f 2018));

(vi) any property that the taxpayer
elected under § 168(f)(1) or former
§ 168(e)(2) to exclude from the appli-
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cation of, respectively, § 168 or former
§ 168;

(vii) any property for which depreci-
ation is determined in accordance with
§ 1.167(a)-11 (ADR);

(viii) any depreciable property for
which the taxpayer is changing the depre-
ciation method pursuant to § 1.167(e)-1(b)
(change from declining-balance method
to straight-line method), § 1.167(e)-1(c)
(certain changes for § 1245 property),
or § 1.167(e)-1(d) (certain changes for
§ 1250 property). These changes must be
made prospectively and are not permitted
under the cited regulations for property
for which the depreciation is determined
under § 168, § 14001 (as in effect on the
day before the date of enactment of the
Tax Technical Corrections Act of 2018),
§ 1400L(c) (as in effect on the day before
the date of enactment of the Tax Tech-
nical Corrections Act of 2018), former
§ 168, or any additional first year depreci-
ation deduction provision of the Code (for
example, § 168(k), § 168(1), § 1400L(b)
(as in effect on the day before the date of
enactment of the Tax Technical Correc-
tions Act of 2018), or § 1400N(d) (as in
effect on the day before the date of enact-
ment of the Tax Technical Corrections
Act of 2018)); or

(ix) any distributor commissions (as
defined by section 2 of Rev. Proc. 2000-
38, 2000-2 C.B. 310, as modified by Rev.
Proc.2007-16,2007-1 C.B. 358) for which
the taxpayer is changing the useful life
under the distribution fee period method
or the useful life method (both described
in Rev. Proc. 2000-38). A change in this
useful life is corrected by adjustments in
the applicable taxable year provided under
§ 1.446-1(e)(2)(11)(d)(5)(iv).

(3) Certain eligibility rule inapplica-
ble. The eligibility rule in section 5.01(1)
(d) of Rev. Proc. 2015-13, 2015-5 I.LR.B.
419, does not apply to this change.

(4) Changes covered. This section 6.02
only applies to the following changes in
methods of accounting for depreciation:

(a) a change from the straight-line
method to the sum-of-the-years-digits
method, the sinking fund method, the
unit-of-production method, or the declin-
ing-balance method using any proper per-
centage of the straight-line rate;

(b) a change from the declining-bal-
ance method using any percentage of the
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straight-line rate to the sum-of-the-years-
digits method, the sinking fund method,
or the declining-balance method using a
different proper percentage of the straight-
line rate;

(c) achange from the sum-of-the-years-
digits method to the sinking fund method,
the declining-balance method using any
proper percentage of the straight-line rate,
or the straight-line method;

(d) a change from the unit-of-produc-
tion method to the straight-line method;

(e) a change from the sinking fund
method to the straight-line method, the
unit-of-production method, the sum-of-
the-years-digits method, or the declin-
ing-balance method using any proper per-
centage of the straight-line rate;

(f) a change in the interest factor used
in connection with a compound interest
method or sinking fund method;

(g) achange in averaging 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 averag-
ing 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 depre-
ciation reserve with costs of removal and
crediting the depreciation reserve with
salvage proceeds to deducting costs of
removal as an expense and including sal-
vage proceeds in taxable income as set
forth in § 1.167(a)-8(e)(2). See Rev. Rul.
74-455, 1974-2 C.B. 63. This section 6.02
applies to this change, however, only if:

(1) the change is applied to all items in
the account for which the change is being
made; and

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

(i) a change from crediting the depre-
ciation reserve with the salvage proceeds
realized on normal retirement sales to
computing and recognizing gains and
losses on the sales (see Rev. Rul. 70-165,
1970-1 C.B. 43);

(j) a change from crediting ordi-
nary income (including the combination
method of crediting the lesser of estimated
salvage value or actual salvage proceeds
to the depreciation reserve, with any
excess of salvage proceeds over estimated
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salvage value credited to ordinary income)
with the salvage proceeds realized on nor-
mal retirement sales, to computing and
recognizing gains and losses on the sales
(see Rev. Rul. 70-166, 1970-1 C.B. 44);

(k) a change from item accounting for
specific assets to multiple asset account-
ing (pooling) for the same assets, or vice
versa,

(1) a change from one type of multiple
asset accounting (pooling) for specific
assets to a different type of multiple asset
accounting (pooling) for the same assets;

(m) a change from one method
described in Rev. Proc. 2000-38 for amor-
tizing distributor commissions (as defined
by section 2 of Rev. Proc. 2000-38) to
another method described in Rev. Proc.
2000-38 for amortizing distributor com-
missions; or

(n) a change from pooling to a single
asset, or vice versa, for distributor com-
missions (as defined by section 2 of Rev.
Proc. 2000-38) for which the taxpayer is
using the distribution fee period method
or the useful life method (both described
in Rev. Proc. 2000-38).

(5) Additional requirements. A tax-
payer also must comply with the follow-
ing:

(a) Basis for depreciation. At the
beginning of the year of change, the basis
for depreciation of property to which this
change applies is the adjusted basis of the
property as provided in § 1011 at the end
of the taxable year immediately preced-
ing the year of change (determined under
taxpayer’s present method of accounting
for depreciation). If applicable under the
taxpayer’s proposed method of account-
ing for depreciation, this adjusted basis is
reduced by the estimated salvage value of
the property (for example, a change to the
straight-line method).

(b) Rate of depreciation. The rate of
depreciation for property changed to:

(1) the straight-line or the sum-of-the-
years-digits method of depreciation must
be based on the remaining useful life of
the property as of the beginning of the
year of change; or

(i1) the declining-balance method of
depreciation must be based on the use-
ful life of the property measured from
the placed-in-service date, and not the
expected remaining life from the date the
change becomes effective.
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(¢) Regulatory requirements. For
changes in method of depreciation to
the sum-of-the-years-digits or declin-
ing-balance method, the property must
meet the requirements 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 meaning of former § 167(1)(3)(A), the
taxpayer (including a qualified small tax-
payer as defined in section 6.01(4)(b) of
this revenue procedure) must attach to
the Form 3115 a statement providing that
the taxpayer agrees to the following addi-
tional terms and conditions:

(1) a normalization method of account-
ing within the meaning of former § 167(1)
(3)(G) will be used for the public utility
property subject to the Form 3115; and

(i1) within 30 calendar days of filing the
federal income tax return for the year of
change, the taxpayer will provide a copy
of the completed Form 3115 to any reg-
ulatory body having jurisdiction over the
public utility property subject to the Form
3115.

(6) Reduced filing requirement for
qualified small taxpayers. A qualified
small taxpayer, as defined in section
6.01(4)(b) of this revenue procedure, is
required to complete only the following
information on Form 3115 (Rev. Decem-
ber 2022) to make this change:

(a) The identification section of page 1
(above Part I);

(b) The signature section at the bottom
of page 1;

(c) Part I;

(d) Part II, all lines except lines 13,
15b, 16, 17, and 19;

(e) Part IV, line 25; and

(f) Schedule E.

(7) Section 481(a) adjustment. Because
the adjusted basis of the property is not
changed as a result of a method change
made under this section 6.02, no items are
being duplicated or omitted. Accordingly,
a § 481(a) adjustment is neither required
nor permitted.

(8) Concurrent automatic change.

(a) A taxpayer making this change for
more than one asset for the same year of
change should file a single Form 3115 for
all such assets.

(b) A taxpayer making both this change
and a change to a UNICAP method under
section 12.01, 12.02, 12.08, or 12.12 of
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this revenue procedure (as applicable)
for the same year of change should file
a single Form 3115 for both changes, in
which case the taxpayer must enter the
designated automatic accounting method
change numbers for both changes on the
appropriate line on that Form 3115. See
section 6.03(1)(b) of Rev. Proc. 2015-13
for information on making concurrent
changes. For example, a qualified small
taxpayer must include on the single Form
3115 the information required by section
6.02(6) of this revenue procedure for this
change and the information required by
the lines on Form 3115 applicable to the
UNICAP method change, including Part
II lines 14 and 15, Part IV, and Schedule
D, and must include a separate response to
each line on Form 3115 that is applicable
to both changes (such as Part II lines 6b, 7,
8b, 14, and, as applicable for this change,
Part IV) for which the taxpayer’s response
is different for this change and the change
to a UNICAP method.

(9) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
6.02 is “8.”

(10) Contact information. For further
information regarding a change under
this section, contact Bruce Chang at (202)
317-7005 (not a toll-free number).

.03 Sale, lease, or financing transac-
tions.

(1) Description of change and scope.

(a) Applicability. This change applies
to a taxpayer that wants to change its
method of accounting from:

(1) improperly treating property as sold
by the taxpayer to properly treating prop-
erty as leased or financed by the taxpayer;

(i1) improperly treating property as
leased by the taxpayer to properly treating
property as sold or financed by the tax-
payer;

(iii) improperly treating property as
financed by the taxpayer to properly treat-
ing property as sold or leased by the tax-
payer;

(iv) improperly treating property as
purchased by the taxpayer to properly
treating property as leased by the tax-
payer; and

(v) improperly treating property as
leased by the taxpayer to properly treating
property as purchased by the taxpayer.
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(b) Inapplicability. This change does
not apply to:

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

(i1) a taxpayer that holds assets for sale
or lease, if any asset so held is not the sub-
ject of a sale or lease transaction as of the
beginning of the year of change.

(2) Manner of making the change.

(a) Required statement. A taxpayer
changing its method of accounting under
this section 6.03 must submit a statement
with the Form 3115 that provides the
name of the counterparty to the sale, lease,
or financing transactions as of the begin-
ning of the year of change.

(b) Section 481(a) adjustment. A
change under this section 6.03 is made
with a § 481(a) adjustment.

(3) No ruling on the characteriza-
tion of any transaction as a sale, lease,
or financing transaction. The consent
granted under section 9 of Rev. Proc.
2015-13 for a change specified in this
section 6.03 is not a determination by
the Commissioner that the taxpayer has
properly characterized any transaction as
a sale, lease, or financing transaction and
does not create any presumption that the
proposed characterization of any transac-
tion as a sale, lease, or financing trans-
action is permissible. The director will
ascertain whether the taxpayer’s char-
acterization of any transaction as a sale,
lease, or financing transaction is permis-
sible.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
6.03 is “10.”

(5) Contact information. For further
information regarding a change under this
section, contact Edward Schwartz at (202)
317-7006 (not a toll-free number).

.04 Change in general asset account
treatment due to a change in the use of
MACRS property.

(1) Description of change.

(a) Applicability. This change applies
to a taxpayer that wants to change the
method of accounting for general asset
account treatment of MACRS prop-
erty (as defined in § 1.168(b)-1(a)(2))
to the method of accounting provided in
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§ 1.168(1)-1(c)(2)(ii)(I) or § 1.168(i)-1(h)
(2), which applies when there is a change
in the use of MACRS property pursuant to
§ 1.168(1)-4(d).

(b) Taxpayer has not adopted a method
of accounting for the item of property. If a
taxpayer does not satisfy section 6.04(1)
(a) of this revenue procedure for an item
of MACRS property because a change in
the use of this item of MACRS property
occurred in the taxable year immediately
preceding the year of change (1-year
change in use property), the taxpayer may
change from the impermissible method
for general asset account treatment to
the permissible method provided in §
1.168(1)-1(c)(2)(i))(I) or § 1.168(i)-1(h)
(2) for the 1-year change in use property
by filing a Form 3115. Alternatively, the
taxpayer may change from the impermis-
sible method for general asset account
treatment to the permissible method
provided in § 1.168(i)-1(c)(2)(ii)(I) or
§ 1.168(i)-1(h)(2) for a I-year change in
use property by filing an amended federal
income tax return, or an administrative
adjustment request under § 6227 (AAR),
as applicable, for the year of change in the
use of such property provided such filing
occurs prior to the date the taxpayer files
its federal income tax return for the tax-
able year succeeding the year of change in
the use of such property.

(c) Inapplicability.

(1) The change described in section
6.04(1)(a) of this revenue procedure does
not apply to any property to which sec-
tion 4.05 of Rev. Proc. 2020-22, 2020-18
LLR.B. 745, applies unless the taxpayer
and property are within the scope of Rev.
Proc. 2021-28,2021-27 L.R.B. 5. (See sec-
tions 4.02 and 4.03 of Rev. Proc. 2020-22,
as applicable, for making such changes for
such property.); and

(i1) The change described in section
6.04(1)(a) of this revenue procedure does
not apply to any property to which sec-
tion 5.04 of Rev. Proc. 2020-22, 2020-
18 I.R.B. 745, applies. (See section 5.02
of Rev. Proc. 2020-22 for making such
change for such property.).

(2) Eligibility rule inapplicable. The
eligibility rule in section 5.01(1)(d) of
Rev. Proc. 2015-13, 2015-5 L.LR.B. 419,
does not apply to a taxpayer making this
change.

(3) Manner of making change.
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(a) The change is made on a modified
cut-off basis (as defined in § 1.446-1(e)
(2)(ii)(d)(5)(iii)) and, thus, the adjusted
depreciable basis of the MACRS property
as of the beginning of the year of change
is recovered using the proposed method of
accounting for general asset account treat-
ment. Accordingly, a § 481(a) adjustment
is neither permitted nor required. See
§ 1.168(1)-1(h)(2)(i1) and (iii) for more
information regarding how to establish
the general asset account when a change
in the use of MACRS property occurs pur-
suant to § 1.168(i)-4(d).

(b) Reduced filing requirement for
qualified small taxpayers. A qualified
small taxpayer, as defined in section
6.01(4)(b) of this revenue procedure, is
required to complete only the following
information on Form 3115 (Rev. Decem-
ber 2022) to make this change:

(1) The identification section of page 1
(above Part I);

(1) The signature section at the bottom
of page 1;

(iii) Part [;

(iv) Part II, all lines except lines 13,
15b, 16, 17, and 19;

(v) Part IV, line 25; and

(vi) Schedule E, all lines except lines 1,
4c, 5, 6, 7b, and 7c.

(4) Concurrent automatic change.

(a) A taxpayer making this change for
more than one asset for the same year of
change should file a single Form 3115 for
all such assets.

(b) A taxpayer making this change
and a change under section 6.05, section
6.12(3)(b), and/or section 6.15 of this
revenue procedure for the same year of
change should file a single Form 3115
for all such changes and must enter the
designated automatic accounting method
change numbers for the changes on the
appropriate line on the Form 3115. See
section 6.03(1)(b) of Rev. Proc. 2015-13
for information on making concurrent
changes.

(5) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
6.04 is “87.”

(6) Contact information. For further
information regarding a change under this
section, contact Elizabeth Binder at (202)
317-7005 (not a toll-free number).
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.05 Change in method of accounting
for depreciation due to a change in the use
of MACRS property.

(1) Description of change.

(a) Applicability. This change applies
to a taxpayer that wants to (i) change
the method of accounting for depreci-
ation of MACRS property (as defined
in § 1.168(b)-1(a)(2)) to the method of
accounting for depreciation provided in
§ 1.168(i)-4, which applies when there
is a change in the use of MACRS prop-
erty, or (ii) revoke the election provided
in § 1.168(i)-4(d)(3)(ii) to disregard a
change in the use of MACRS property.
See § 1.168(1)-4(g)(2).

(b) Taxpayer has not adopted a
method of accounting for the item of
property. If a taxpayer does not satisfy
section 6.05(1)(a)(i) of this revenue pro-
cedure for an item of MACRS property
because a change in the use of this item
of MACRS property occurred in the tax-
able year immediately preceding the year
of change (1-year change in use prop-
erty), the taxpayer may change from the
impermissible method of determining
depreciation to the permissible method
of determining depreciation provided in
§ 1.168(i)-4 for the 1-year change in use
property by filing a Form 3115 for this
change, provided the § 481(a) adjustment
reported on the Form 3115 includes the
amount of any adjustment that is attribut-
able to all property (including the 1-year
change in use property) subject to the
Form 3115. Alternatively, the taxpayer
may change from the impermissible
method of determining depreciation to
the permissible method of determining
depreciation provided in § 1.168(i)-4
for a 1-year change in use property by
filing an amended federal income tax
return, or an administrative adjustment
request under § 6227 (AAR), as applica-
ble, for the year of change in the use of
such property provided such filing occurs
prior to the date the taxpayer files its
federal income tax return for the taxable
year succeeding the year of change in the
use of such property.

(c) Inapplicability.

(1) The change described in section
6.05(1)(a)(i) of this revenue procedure
does not apply to any property to which
section 4.05 of Rev. Proc. 2020-22, 2020-
18 I.LR.B. 745, applies unless the taxpayer
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and property are within the scope of Rev.
Proc. 2021-28,2021-27 I.LR.B. 5. (See sec-
tions 4.02 and 4.03, or 5.02 of Rev. Proc.
2020-22, as applicable, for making such
change for such property.);

(i1) The change described in section
6.05(1)(a)(i) of this revenue procedure
does not apply to any property to which
section 5.04 of Rev. Proc. 2020-22, 2020-
18 I.R.B. 745, applies. (See section 5.02
of Rev. Proc. 2020-22 for making such
change for such property.); and

(iii) The change described in this sec-
tion 6.05 does not apply to any property
that is not owned by the taxpayer at the
beginning of the year of change.

(2) Eligibility rule inapplicable. The
eligibility rule in section 5.01(1)(d) of
Rev. Proc. 2015-13, 2015-5 L.LR.B. 419,
does not apply to a taxpayer making this
change.

(3) Reduced filing requirement for
qualified small taxpayers. A qualified
small taxpayer, as defined in section
6.01(4)(b) of this revenue procedure, is
required to complete only the following
information on Form 3115 (Rev. Decem-
ber 2022) to make this change:

(a) The identification section of page 1
(above Part I);

(b) The signature section at the bottom
of page 1;

(c) Part I;

(d) Part II, all lines except lines 13,
15b, 16, 17, and 19;

(e) Part IV, all lines except line 25; and

(f) Schedule E, all lines except lines 1,
4c, 5, 6, 7b, and 7c.

(4) Section 481(a) adjustment. A tax-
payer changing its method of accounting
under this section 6.05 is required to cal-
culate a § 481(a) adjustment as of the first
day of the year of change as if the pro-
posed method of accounting had always
been used by the taxpayer beginning with
the taxable year in which the change in the
use of the MACRS property occurred by
the taxpayer.

(5) Concurrent automatic change.

(a) A taxpayer making this change for
more than one asset for the same year of
change should file a single Form 3115 for
all such assets and provide a single net
§ 481(a) adjustment for all the changes
included in that Form 3115. If one or
more of the changes in that single Form
3115 generate a negative § 481(a) adjust-
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ment and other changes in that same
Form 3115 generate a positive § 481(a)
adjustment, the taxpayer may provide a
single negative § 481(a) adjustment for
all the changes that are included in that
Form 3115 generating such adjustment
and a single positive § 481(a) adjustment
for all the changes that are included in
that Form 3115 generating such adjust-
ment.

(b) A taxpayer making this change
and a change under section 6.04, section
6.12(3)(b), and/or section 6.15 of this
revenue procedure for the same year of
change should file a single Form 3115
for all such changes and must enter the
designated automatic accounting method
change numbers for the changes on the
appropriate line on the Form 3115. See
section 6.03(1)(b) of Rev. Proc. 2015-13
for information on making concurrent
changes.

(6) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
6.05 is “88.”

(7) Contact information. For further
information regarding a change under this
section, contact Elizabeth Binder at (202)
317-7005 (not a toll-free number).

.06 Depreciation of qualified non-per-
sonal use vans and light trucks.

(1) Description of change. This change
applies to a taxpayer that wants to change
the method of accounting for depreciation
for certain vehicles in accordance with
§ 1.280F-6(f)(2)(iv). Section 1.280F-
6()(2)(iv) applies to a truck or van that
is a qualified nonpersonal use vehicle as
defined under § 1.274-5T(k), was placed
in service by the taxpayer before July 7,
2003, and was treated by the taxpayer as a
passenger automobile under § 1.280F-6T
as in effect prior to July 7, 2003. If the tax-
payer files Form 3115, in accordance with
§ 1.280F-6(f)(2)(iv), the treatment of the
truck or van will be changed from prop-
erty to which § 280F(a) applies to prop-
erty to which § 280F(a) does not apply.

(2) Reduced filing requirement for
qualified small taxpayers. A qualified
small taxpayer, as defined in section
6.01(4)(b) of this revenue procedure, is
required to complete only the following
information on Form 3115 (Rev. Decem-
ber 2022) to make this change:
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(a) The identification section of page 1
(above Part I);

(b) The signature section at the bottom
of page 1;

(c) Part I;

(d) Part II, all lines except lines 13,
15b, 16, 17, and 19;

(e) Part IV, all lines except line 25; and

(f) Schedule E.

(3) Concurrent automatic change. A
taxpayer making this change for more
than one asset for the same year of change
should file a single Form 3115 for all such
assets and provide a single net § 481(a)
adjustment for all the changes included
in that Form 3115. If one or more of the
changes in that single Form 3115 generate
a negative § 481(a) adjustment and other
changes in that same Form 3115 gener-
ate a positive § 481(a) adjustment, the
taxpayer may provide a single negative
§ 481(a) adjustment for all the changes
that are included in that Form 3115 gener-
ating such adjustment and a single positive
§ 481(a) adjustment for all the changes
that are included in that Form 3115 gener-
ating such adjustment.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
6.06 is “89.”

(5) Contact information. For further
information regarding a change under this
section, contact C. Dylan Durham at (202)
317-7005 (not a toll-free number).

.07 Impermissible to permissible
method of accounting for depreciation or
amortization for disposed depreciable or
amortizable property.

(1) Description of change. This change
applies to a taxpayer that wants to make
the change in method of accounting for
depreciation or amortization (deprecia-
tion) provided under section 3 of Rev.
Proc. 2007-16, 2007-1 C.B. 358, for an
item of depreciable or amortizable prop-
erty that has been disposed of by the tax-
payer. Section 3 of Rev. Proc. 2007-16
allows a taxpayer to make a change in
method of accounting for depreciation for
the disposed property if the taxpayer used
an impermissible method of accounting
for depreciation for the property under
which the taxpayer did not take into
account any depreciation allowance, or
did take into account some depreciation
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but less than the depreciation allowable,
in the year of change (as defined in section
6.07(4) of this revenue procedure) or any
prior taxable year.

(2) Applicability.

(a) In general. Except as provided in
section 6.07(2)(b) of this revenue proce-
dure, this section 6.07 applies to a taxpayer
that is changing from an impermissible
method of accounting for depreciation
to a permissible method of accounting
for depreciation for any item of depre-
ciable or amortizable property subject to
§§ 167, 168, 197, 14001, or 1400L(c), to
former § 168, or to any additional first
year depreciation deduction provision of
the Code (for example, § 168(k), § 168(1),
§ 1400L(b), or § 1400N(d)):

(1) that has been disposed of by the
taxpayer during the year of change (as
defined in section 6.07(4) of this revenue
procedure); and

(i1) for which the taxpayer did not take
into account any depreciation allowance,
or did take into account some deprecia-
tion but less than the depreciation allow-
able (hereinafter, both are referred to as
“claimed less than the depreciation allow-
able”), in the year of change (as defined in
section 6.07(4) of this revenue procedure)
or any prior taxable year.

(b) Inapplicability. This section 6.07
does not apply to:

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

(i1) any property for which a taxpayer
is revoking a timely valid depreciation
election, or making a late depreciation
election, under the Code or regulations
thereunder, or under other guidance pub-
lished in the Internal Revenue Bulletin
(including under § 13261(g)(2) or (3) of
the Revenue Reconciliation Act of 1993
(1993 Act), 1993-3 C.B. 1, 128 (relating
to amortizable § 197 intangibles));

(iii) any property for which the tax-
payer deducted the cost or other basis of
the property as an expense; or

(iv) any property disposed of by the
taxpayer in a transaction to which a non-
recognition section of the Code applies
(for example, § 1031, transactions sub-
ject to § 168(i)(7)(B)). However, this
section 6.07(2)(b)(iv) does not apply to
property disposed of by the taxpayer in
a § 1031 or § 1033 transaction if the tax-
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payer elects under § 1.168(i)-6(i) and (j)
to treat the entire basis (that is, both the
exchanged and excess basis (as defined
in § 1.168(1)-6(b)(7) and (8), respec-
tively) of the replacement MACRS
property (as defined in § 1.168(i)-6(b)
(1)) as property placed in service by the
taxpayer at the time of replacement and
treat the adjusted depreciable basis of
the relinquished MACRS property (as
defined in § 1.168(i)-6(b)(2)) as being
disposed of by the taxpayer at the time
of disposition.

(3) Manner of making the change.

(a) Change made on an original return
for the year of change. This change may
be made on a taxpayer’s timely filed
(including any extension) original fed-
eral tax return for the year of change (as
defined in section 6.07(4) of this revenue
procedure), provided the taxpayer files the
original Form 3115 in accordance with
section 6.03(1)(a) of Rev. Proc. 2015-13,
2015-5 I.LR.B. 419.

(b) Change made on an amended
return or an AAR for the year of change.
This change may also be made on an
amended federal income tax return, or
administrative adjustment request under
§ 6227 (AAR), as applicable, for the year
of change (as defined in section 6.07(4) of
this revenue procedure), provided:

(1)(A) the taxpayer files the original
Form 3115 with the taxpayer’s amended
federal income tax return for the year
of change (as defined in section 6.07(4)
of this revenue procedure) prior to the
expiration of the period of limitation for
assessment under § 6501(a) for the tax-
able year in which the item of depreciable
or amortizable property was disposed of
by the taxpayer, or if applicable (B) the
partnership subject to the centralized part-
nership audit regime enacted as part of
the Bipartisan Budget Act of 2015 (BBA
partnership) files the original Form 3115
with its AAR for the year of change (as
defined in section 6.07(4) of this reve-
nue procedure) prior to the expiration of
the applicable period of limitations for
making adjustments under § 6235 for the
reviewed year as defined in § 301.6241-
1(a)(8) of the Procedure and Administra-
tion Regulations; and

(i1) the taxpayer’s amended federal
income tax return, or AAR, as applica-
ble, for the year of change (as defined
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in section 6.07(4) of this revenue proce-
dure) includes the adjustments to taxable
income and any collateral adjustments to
taxable income or tax liability (for exam-
ple, adjustments to the amount or char-
acter of the gain or loss of the disposed
depreciable or amortizable property)
resulting from the change in method of
accounting for depreciation made by the
taxpayer under this section 6.07.

(4) Year of change. The year of change
for this change is the taxable year in which
the item of depreciable or amortizable
property was disposed of by the taxpayer.

(5) Certain eligibility rules inappli-
cable. The eligibility rules in sections
5.01(1)(d) and (f) of Rev. Proc. 2015-13
do not apply to this change.

(6) Filing requirements.

(a) Notwithstanding section 6.03(1)(a)
of Rev. Proc. 2015-13, a taxpayer mak-
ing this change in accordance with sec-
tion 6.07(3)(b) of this revenue procedure
must attach the original Form 3115 to the
taxpayer’s timely filed amended federal
income tax return, or AAR, as applicable,
for the year of change and must file the
required duplicate copy (with signature)
of the Form 3115 with the IRS in Ogden,
UT, no later than when the original Form
3115 is filed with the amended federal
income tax return, or AAR, as applica-
ble, for the year of change. If a taxpayer
is making this change in accordance with
section 6.07(3)(a) of this revenue proce-
dure, the filing requirements in section
6.03(1)(a) of Rev. Proc. 2015-13 apply.

(b) Reduced filing requirement for
qualified small taxpayers. A qualified
small taxpayer, as defined in section
6.01(4)(b) of this revenue procedure, is
required to complete only the following
information on Form 3115 (Rev. Decem-
ber 2022) to make this change:

(1) The identification section of page 1
(above Part I);

(1) The signature section at the bottom
of page 1;

(iii) Part [;

(iv) Part II, all lines except lines 13,
15b, 16, 17, and 19;

(v) Part IV, all lines except line 25; and

(vi) Schedule E.

(7) Section 481(a) adjustment period.
A taxpayer must take the entire § 481(a)
adjustment into account in computing tax-
able income for the year of change.
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(8) Concurrent automatic change. A
taxpayer making this change for more
than one asset for the same year of change
should file a single Form 3115 for all such
assets.

(9) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
6.07 is “107.”

(10) Contact information. For further
information regarding a change under this
section, contact James Liechty at (202)
317-7005 (not a toll-free number).

.08 Tenant construction allowances.

(1) Description of change and scope.

(a) Applicability. This change applies
to a taxpayer that wants to change its
method of accounting for tenant construc-
tion allowances:

(i) from improperly treating the tax-
payer as having a depreciable interest in the
property subject to the tenant construction
allowances for federal income tax purposes
to properly treating the taxpayer as not hav-
ing a depreciable interest in such property
for federal income tax purposes; or

(i1) from improperly treating the tax-
payer as not having a depreciable interest
in the property subject to the tenant con-
struction allowances for federal income
tax purposes to properly treating the tax-
payer as having a depreciable interest in
such property for federal income tax pur-
poses.

(b) Inapplicability. This change does
not apply to:

(1) any tenant construction allowance
that qualifies under § 110;

(i1) any portion of a tenant construction
allowance that is not expended on depre-
ciable property; or

(iii) any amount expended for depre-
ciable property in excess of the tenant
construction allowance.

(2) Definition. For purposes of this sec-
tion 6.08, the term “tenant construction
allowance(s)” means any amount received
by a lessee from a lessor to construct,
acquire, or improve property for use by
the lessee pursuant to a lease.

(3) Manner of making the change. A
taxpayer changing its method of account-
ing under this section 6.08 must submit
the following information:

(a) If a lessee is filing the Form 3115,
the lessee must submit a statement with
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the Form 3115 that provides the amount
of the tenant construction allowance
received by the lessee, the amount of such
tenant construction allowance expended
by the lessee on property, and the name
of the lessor that provided the tenant con-
struction allowance.

(b) If a lessor is filing the Form 3115,
the lessor must submit a statement with
the Form 3115 that provides the amount
of the tenant construction allowance pro-
vided to the lessee and the name of the les-
see that received such tenant construction
allowance.

(4) Reduced filing requirement for
qualified small taxpayers. A qualified
small taxpayer, as defined in section
6.01(4)(b) of this revenue procedure, is
required to complete only the following
information on Form 3115 (Rev. Decem-
ber 2022) to make this change in accor-
dance with section 6.08(3)(a) of this rev-
enue procedure:

(a) The identification section of page 1
(above Part I);

(b) The signature section at the bottom
of page 1;

(c) Part I;

(d) Part II, all lines except lines 13,
15b, 16, 17, and 19;

(e) Part IV, line 25; and

(f) Schedule E.

(5) No ruling on which party has the
depreciable interest in the property sub-
ject to tenant construction allowances.
The consent granted under section 9 of
Rev. Proc. 2015-13 for a change specified
in this section 6.08 is not a determination
by the Commissioner that the taxpayer has
properly determined that the taxpayer has,
or does not have, a depreciable interest
in the property subject to the tenant con-
struction allowances for federal income
tax purposes and does not create any pre-
sumption that the proposed determination
of which party has the depreciable inter-
est in such property is permissible. The
director will ascertain whether the taxpay-
er’s determination of which party has the
depreciable interest in the property subject
to the tenant construction allowances is
permissible.

(6) Concurrent automatic change. A
taxpayer making this change for more
than one asset for the same year of change
should file a single Form 3115 for all such
assets.
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(7) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
6.08 is “145.”

(8) Contact information. For further
information regarding a change under this
section, contact Elizabeth Binder at (202)
317-7005 (not a toll-free number).

.09 Safe harbor method of account-
ing for determining the depreciation of
certain tangible assets used by wireless
telecommunications carriers under Rev.
Proc. 2011-22.

(1) Description of change. This change
applies to a taxpayer that is within the
scope of Rev. Proc. 2011-22, 2011-18
LLR.B. 737, and wants to change to the
recovery periods described in section 5
of Rev. Proc. 2011-22 and any collateral
change to the depreciation methods for
all, or some of, the assets listed in that
section.

(2) Reduced filing requirement for
qualified small taxpayers. A qualified
small taxpayer, as defined in section
6.01(4)(b) of this revenue procedure, is
required to complete only the following
information on Form 3115 (Rev. Decem-
ber 2022) to make this change:

(a) The identification section of page 1
(above Part I);

(b) The signature section at the bottom
of page 1;

(c) Part [;

(d) Part II, all lines except lines 13,
15b, 16, 17, and 19;

(e) Part IV, all lines except line 25; and

(f) Schedule E.

(3) Concurrent automatic change. A
taxpayer making this change for more
than one asset for the same year of change
should file a single Form 3115 for all such
assets and provide a single net § 481(a)
adjustment for all the changes included
in that Form 3115. If one or more of the
changes in that single Form 3115 generate
a negative § 481(a) adjustment and other
changes in that same Form 3115 gener-
ate a positive § 481(a) adjustment, the
taxpayer may provide a single negative
§ 481(a) adjustment for all the changes
that are included in that Form 3115 gener-
ating such adjustment and a single positive
§ 481(a) adjustment for all the changes
that are included in that Form 3115 gener-
ating such adjustment.
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(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
6.09 is “157.”

(5) Contact information. For further
information regarding a change under this
section, contact Charles Magee at (202)
317-7005 (not a toll-free number).

10 Partial dispositions of tangible
depreciable assets to which the IRS’s
adjustment pertains (§ 168; § 1.168(i)-8).

(1) Description of change.

(a)  Applicability.  This  change
applies to a taxpayer that is described in
§ 1.168(i)-8(d)(2)(iii) and, pursuant to
§ 1.168(1)-8(d)(2)(iii), that wants to make
the partial disposition election specified in
§ 1.168(1)-8(d)(2)(i) to the disposition of
a portion of an asset to which the IRS’s
adjustment (as described in § 1.168(i)-8(d)
(2)(iii)) pertains.

(b) Inapplicability. This change does
not apply to:

(1) Any asset of which the disposed
portion was a part that is not owned by
the taxpayer at the beginning of the year
of change; or

(i) Any partial disposition election
specified in § 1.168(1)-8(d)(2)(i) that is not
made pursuant to § 1.168(i)-8(d)(2)(iii)
(for example, this change does not apply
to the partial disposition election specified
in § 1.168(1)-8(d)(2)(i) that is made pursu-
ant to § 1.168(1)-8(d)(2)(iv)).

(2) Change in method of accounting.
The IRS will treat the making of the late
election specified in section 6.10(1) of this
revenue procedure as a change in method
of accounting.

(3) Certain eligibility rules inappli-
cable. The eligibility rules in sections
5.01(1)(d) and (f) of Rev. Proc. 2015-13,
2015-5 L.LR.B. 419, do not apply to this
change.

(4) Manner of making change.

(a) A qualified small taxpayer, as
defined in section 6.01(4)(b) of this rev-
enue procedure, is required to complete
only the following information on Form
3115 (Rev. December 2022) to make this
change:

(1) The identification section of page 1
(above Part I);

(i1) The signature section at the bottom
of page 1;

(ii1) Part [;
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(iv) Part II, all lines except lines 13,
15b, 16, 17, and 19;

(v) Part IV, all lines except line 25; and

(vi) Schedule E.

(b) A taxpayer (including a qualified
small taxpayer) making this change must:

(1) Apply § 1.168(i)-8(h)(1) and (3)
(accounting for asset disposed of);

(i1) If the asset (as determined under
§ 1.168(1)-8(c)(4)) of which the disposed
portion is a part is properly included in one
of the asset classes 00.11 through 00.4 of
Rev. Proc. 87-56, 1987-2 C.B. 674, clas-
sify the replacement portion of such asset
under the same asset class as the disposed
portion of the asset in the taxable year in
which the replacement portion is placed in
service by the taxpayer;

(iii) If the taxpayer’s present method
of accounting is not in accord with
§ 1.168(1)-8(c)(4) (determination of asset
disposed of), change to the appropriate
asset as determined under § 1.168(i)-8(c)
(4);

(iv) If the taxpayer continues to deduct
depreciation for the disposed portion of the
asset (as determined under § 1.168(1)-8(c)
(4)) under the taxpayer’s present method
of accounting, change from depreciat-
ing such disposed portion to recognizing
gain or loss for the disposed portion or, if
§ 280B and § 1.280B-1 apply to the dis-
position, change from depreciating such
disposed portion to capitalizing the loss
sustained on account of the demolition to
the land on which the demolished struc-
ture was located; and

(v) If any asset is public utility property
within the meaning of § 168(i)(10), attach
a statement to its Form 3115 providing
that the taxpayer agrees to the following
additional terms and conditions:

(A) A normalization method of
accounting (within the meaning of
§ 168(1)(9)) will be used for the public
utility property subject to the Form 3115;

(B) Within 30 calendar days of filing
the federal income tax return for the year
of change, the taxpayer will provide a
copy of the completed Form 3115 to any
regulatory body having jurisdiction over
the public utility property subject to the
Form 3115; and

(C) As of the beginning of the year
of change, the taxpayer will adjust its
deferred tax reserve account or similar
account in the taxpayer’s regulatory books
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of account by the amount of the deferral
of federal income tax liability associated
with the § 481(a) adjustment applicable
to the public utility property subject to the
Form 3115.

(5) Concurrent automatic change. A
taxpayer making this change for more
than one asset for the same year of change
should file a single Form 3115 for all such
assets. If the change for more than one
asset included in that Form 3115 is spec-
ified in section 6.10(1) of this revenue
procedure, the single Form 3115 should
provide a single net § 481(a) adjustment
for all such changes. If one or more of
the changes specified in section 6.10(1)
of this revenue procedure in that single
Form 3115 generate a negative § 481(a)
adjustment and other changes specified
in section 6.10(1) of this revenue pro-
cedure in that same Form 3115 gener-
ate a positive § 481(a) adjustment, the
taxpayer may provide a single negative
§ 481(a) adjustment for all such changes
that are included in that Form 3115 gen-
erating such negative adjustment and a
single positive § 481(a) adjustment for
all such changes that are included in
that Form 3115 generating such positive
adjustment.

(6) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change to the method of
accounting under this section 6.10 is
“198.”

(7) Contact information. For further
information regarding a change under this
section, contact Patrick Clinton at (202)
317-7005 (not a toll-free number).

11 Depreciation of leasehold improve-
ments (§§ 167, 168, and 197, § 1.167(a)-
4).

(1) Description of change. This change,
as described in Rev. Proc. 2014-17, 2014-
12 I.LR.B. 661, applies to a taxpayer that
wants to change its method of accounting
to comply with § 1.167(a)-4 for leasehold
improvements in which the taxpayer has a
depreciable interest at the beginning of the
year of change:

(a) From improperly depreciating the
leasehold improvements to which § 168
applies over the term of the lease (includ-
ing renewals, if applicable) to properly
depreciating these improvements under
§ 168;
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(b) From improperly amortizing lease-
hold improvements to which § 197 applies
over the term of the lease (including
renewals, if applicable) to properly amor-
tizing these improvements under § 197; or

(¢) From improperly amortizing lease-
hold improvements to which § 167(f)(1)
applies over the term of the lease (includ-
ing renewals, if applicable) to properly
amortizing these improvements under
§ 167(R)(1).

(2) Certain eligibility rule inapplica-
ble. The eligibility rule in section 5.01(1)
(d) of Rev. Proc. 2015-13, 2015-5 I.LR.B.
419, does not apply to a taxpayer making
this change.

(3) Manner of making change.

(a) A qualified small taxpayer, as
defined in section 6.01(4)(b) of this rev-
enue procedure, is required to complete
only the following information on Form
3115 (Rev. December 2022) to make this
change:

(1) The identification section of page 1
(above Part I);

(1) The signature section at the bottom
of page 1;

(iii) Part [;

(iv) Part II, all lines except lines 13,
15b, 16, 17, and 19;

(v) Part IV, all lines except line 25; and

(vi) Schedule E.

(b) If any leasehold improvement is
public utility property within the meaning
of § 168(i)(10) or former § 167(1)(3)(A), a
taxpayer (including a qualified small tax-
payer) making this change must attach to
its Form 3115 a statement providing that
the taxpayer agrees to the following addi-
tional terms and conditions:

(1) A normalization method of account-
ing (within the meaning of § 168(i)(9) or
former § 167(1)(3)(G)) will be used for
the public utility property subject to the
change;

(i1) As of the beginning of the year
of change, the taxpayer will adjust its
deferred tax reserve account or similar
account in the taxpayer’s regulatory books
of account by the amount of the deferral
of federal income tax liability associated
with the § 481(a) adjustment applicable
to the public utility property subject to the
change; and

(ii1) Within 30 calendar days of filing
the federal income tax return for the year
of change, the taxpayer will provide a
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copy of the completed Form 3115 to any
regulatory body having jurisdiction over
the public utility property subject to the
change.

(4) Concurrent automatic change.

(a) A taxpayer making this change for
more than one asset for the same year of
change should file a single Form 3115 for
all such assets and provide a single net
§ 481(a) adjustment for all the changes
included in that Form 3115. If one or
more of the changes in that single Form
3115 generate a negative § 481(a) adjust-
ment and other changes in that same
Form 3115 generate a positive § 481(a)
adjustment, the taxpayer may provide a
single negative § 481(a) adjustment for
all the changes that are included in that
Form 3115 generating such adjustment
and a single positive § 481(a) adjustment
for all the changes that are included in
that Form 3115 generating such adjust-
ment.

(b) A taxpayer making both this
change and a change to a UNICAP
method under section 12.01, 12.02,
12.08, or 12.12 of this revenue proce-
dure (as applicable) for the same year of
change should file a single Form 3115
for all such changes and must enter the
designated automatic accounting method
change numbers for the changes on the
appropriate line on the Form 3115. See
section 6.03(1)(b) of Rev. Proc. 2015-13
for information on making concurrent
changes. For example, a qualified small
taxpayer must include on the single Form
3115 the information required by section
6.11(3)(a) of this revenue procedure for
this change and the information required
by the lines on Form 3115 applicable to
the UNICAP method change, includ-
ing Part II lines 14 and 15, Part IV, and
Schedule D, and must include a separate
response to each line on Form 3115 that
is applicable to both changes (such as
Part II lines 6b, 7, 8b, 14, and, as appli-
cable for this change, Part IV) for which
the taxpayer’s response is different for
this change and the change to a UNICAP
method.

(5) Designated automatic account-
ing method change number. The des-
ignated automatic accounting method
change number for a change to a method
of accounting under this section 6.11 is
“199.”
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(6) Contact information. For further
information regarding a change under this
section, contact Patrick Clinton at (202)
317-7005 (not a toll-free number).

.12 Permissible to permissible method
of accounting for depreciation of MACRS
property (§ 168; §3 1.168(i)-1, 1.168(i)-7,
and 1.168(1)-8).

(1) Description of change.

(a) Applicability. This change, as
described in Rev. Proc. 2014-54, 2014-41
[.R.B. 675, applies to a taxpayer that wants
to make a change in method of accounting
for depreciation that is specified in section
6.12(3) of this revenue procedure for an
asset:

(1) to which § 168 applies (MACRS
property);

(i1) for which the present and proposed
methods of accounting are permissible
methods of accounting under § 1.168(i)-1,
§ 1.168(1)-7, or § 1.168(i)-8, as applica-
ble; and

(iii) that is owned by the taxpayer at the
beginning of the year of change.

(b) Inapplicability. This change does
not apply to any property that is not depre-
ciated under § 168 under the taxpayer’s
present and proposed methods of account-
ing.

(2) Certain eligibility rule inapplica-
ble. The eligibility rule in section 5.01(1)
(d) of Rev. Proc. 2015-13, 2015-5 I.LR.B.
419, does not apply to a taxpayer making
this change.

(3) Changes covered. This section 6.12
only applies to the following changes in
methods of accounting for depreciation of
MACRS property:

(a) For the items of MACRS property
not subject to a general asset account elec-
tion under § 168(i)(4) and the regulations
thereunder—

(1) a change from single asset accounts
(or item accounts) for specific items
of MACRS property to multiple asset
accounts (or pools) for the same assets, or
vice versa, in accordance with § 1.168(i)-7;

(i1) a change from grouping specific
items of MACRS property in multiple
asset accounts to a different grouping of
the same assets in multiple asset accounts
in accordance with § 1.168(i)-7(c);

(iii) a change in the method of iden-
tifying which assets in multiple asset
accounts or which portions of assets
have been disposed of by the taxpayer
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from the specific identification method
under § 1.168(i)-8(g)(1) to the first-in,
first-out (FIFO) method of accounting
under § 1.168(1)-8(g)(2)(i) or the mod-
ified FIFO method of accounting under
§ 1.168()-8(2)(2)(ii);

(iv) a change in the method of iden-
tifying which assets in multiple asset
accounts or which portions of assets
have been disposed of by the taxpayer
from the FIFO method of accounting
under § 1.168(1)-8(g)(2)(i) or the mod-
ified FIFO method of accounting under
§ 1.168(1)-8(g)(2)(ii) to the specific iden-
tification method under § 1.168(i)-8(g)(1);

(v) a change in the method of iden-
tifying which assets in multiple asset
accounts or which portions of assets
have been disposed of by the taxpayer
from the FIFO method of accounting
under § 1.168(1)-8(g)(2)(1) to the mod-
ified FIFO method of accounting under
§ 1.168(1)-8(g)(2)(ii), or vice versa;

(vi) a change in the method of iden-
tifying which mass assets (as defined
in § 1.168(i)-8(b)(3)) in multiple asset
accounts or which portions of mass assets
have been disposed of by the taxpayer
from the specific identification method
under § 1.168(i)-8(g)(1) to a mortal-
ity dispersion table in accordance with
§ 1.168()-8(2)(2)(iii);

(vii) a change in the method of iden-
tifying which mass assets (as defined
in § 1.168(i)-8(b)(3)) in multiple asset
accounts or which portions of mass
assets have been disposed of by the tax-
payer from the FIFO method of account-
ing under § 1.168(i)-8(g)(2)(i) or the
modified FIFO method of accounting
under § 1.168(i)-8(g)(2)(ii) to a mortal-
ity dispersion table in accordance with
§ 1.168()-8(2)(2)(iii);

(viii) a change in the method of iden-
tifying which mass assets (as defined
in § 1.168(i)-8(b)(3)) in multiple asset
accounts or which portions of mass
assets have been disposed of by the tax-
payer from a mortality dispersion table in
accordance with § 1.168(i)-8(g)(2)(iii) to
the specific identification method under
§ 1.168(1)-8(g)(1), the FIFO method of
accounting under § 1.168(1)-8(g)(2)(i), or
the modified FIFO method of accounting
under § 1.168(1)-8(g)(2)(ii);

(ix) if § 1.168(1)-8(f)(2) applies (dis-
position of an asset in a multiple asset
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account) and it is impracticable from the
taxpayer’s records to determine the unad-
justed depreciable basis of the asset dis-
posed of, a change in the method of deter-
mining the unadjusted depreciable basis
of all assets in the same multiple asset
account from one reasonable method to
another reasonable method; or

(x) if § 1.168(i)-8(f)(3) applies (dis-
position of a portion of an asset) and it is
impracticable from the taxpayer’s records
to determine the unadjusted depreciable
basis of the disposed portion of the asset,
a change in the method of determining
the unadjusted depreciable basis of all
disposed portions of the asset from one
reasonable method to another reasonable
method; and

(b) For the items of MACRS property
subject to a general asset account elec-
tion under § 168(i)(4) and the regulations
thereunder—

(1) a change from grouping specific
items of MACRS property in general
asset accounts to a different grouping of
the same assets in general asset accounts
in accordance with § 1.168(i)-1(c);

(i1) a change in the method of iden-
tifying which assets or which portions
of assets have been disposed of by the
taxpayer from the specific identifica-
tion method under § 1.168(i)-1()(2)(1)
(A) to the FIFO method of accounting
under § 1.168(1)-1(j)(2)(i)(B) or the mod-
ified FIFO method of accounting under
§ 1.168(1)-1G)(2)(I)(C);

(iii) a change in the method of identi-
fying which assets or which portions of
assets have been disposed of by the tax-
payer from the FIFO method of account-
ing under § 1.168(1)-1(G)(2)(1)(B) or
the modified FIFO method of account-
ing under § 1.168(1)-1(G)(2)(i)(C) to the
specific identification method under
§ 1.168()-1()2))(A);

(iv) a change in the method of identi-
fying which assets or which portions of
assets have been disposed of by the tax-
payer from the FIFO method of account-
ing under § 1.168(1)-1()(2)(i)(B) to the
modified FIFO method of accounting
under § 1.168(1)-1(G)(2)(i)(C), or vice
versa,

(v) a change in the method of identi-
fying which mass assets (as defined in
§ 1.168(i)-1(b)(6)) or which portions of
mass assets that are in a separate general
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asset account in accordance with § 1.168-
1(c)(2)(ii)(H), have been disposed of by
the taxpayer from the specific identifica-
tion method under § 1.168(i)-1(G)(2)(1)(A)
to a mortality dispersion table in accor-
dance with § 1.168(1)-1()(2)(i)(D);

(vi) a change in the method of iden-
tifying which mass assets (as defined in
§ 1.168(i)-1(b)(6)) or which portions of
mass assets that are in a separate general
asset account in accordance with § 1.168-
1(c)(2)(ii)(H), have been disposed of by
the taxpayer from the FIFO method of
accounting under § 1.168(i)-1(G)(2)(1)(B)
or the modified FIFO method of account-
ing under § 1.168(1)-1(G)(2)(i)(C) to a
mortality dispersion table in accordance
with § 1.168(1)-1(G)(2)(1)(D);

(vii) a change in the method of iden-
tifying which mass assets (as defined in
§ 1.168(i)-1(b)(6)), or which portions of
mass assets that are in a separate general
asset account in accordance with § 1.168-
1(c)(2)(ii)(H), have been disposed of by
the taxpayer from a mortality dispersion
table in accordance with § 1.168(i)-1(j)
(2)(i)(D) to the specific identification
method under § 1.168(i)-1(G)(2)(1)(A),
the FIFO method of accounting under
§ 1.168(1)-1G)(2)(1))(B), or the modi-
fied FIFO method of accounting under
§ 1.168(1)-1G)(2)(1)(C); or

(viii) if § 1.168(1)-1(j)(3) applies (basis
of a disposed asset or a disposed portion
of an asset in a general asset account)
and it is impracticable from the taxpay-
er’s records to determine the unadjusted
depreciable basis of the disposed asset or
the disposed portion of the asset, a change
in the method of determining the unad-
justed depreciable basis of all assets in
the same general asset account from one
reasonable method to another reasonable
method.

(4) Manner of making change.

(a) The changes in methods of account-
ing specified in section 6.12(3)(a)(i) and
(i1) and section 6.12(3)(b)(i) of this reve-
nue procedure are made using a modified
cut-off method under which the unadjusted
depreciable basis and the depreciation
reserve of the asset as of the beginning of
the year of change are accounted for using
the proposed method of accounting.

(1) If the change specified in section
6.12(3)(a)(i) of this revenue procedure
is a change to a single asset account, the
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new single asset account must include a
beginning balance for both the unadjusted
depreciable basis and the depreciation
reserve of the asset included in that single
asset account.

(i1) If the change specified in section
6.12(3)(a)(i) or (ii) of this revenue pro-
cedure is a change to a multiple asset
account (either a new one or a different
grouping), the multiple asset account
must include a beginning balance for both
the unadjusted depreciable basis and the
depreciation reserve. The beginning bal-
ance for the unadjusted depreciable basis
of each multiple asset account is equal
to the sum of the unadjusted depreciable
bases as of the beginning of the year of
change for all assets included in that mul-
tiple asset account. The beginning balance
of the depreciation reserve of each mul-
tiple asset account is equal to the sum of
the greater of the depreciation allowed or
allowable as of the beginning of the year
of change for all assets included in that
multiple asset account.

(iii) The change specified in sec-
tion 6.12(3)(b)(i) of this revenue proce-
dure requires the general asset account
to include a beginning balance for both
the unadjusted depreciable basis and the
depreciation reserve. The beginning bal-
ance for the unadjusted depreciable basis
of each general asset account is equal to
the sum of the unadjusted depreciable
bases as of the beginning of the year of
change for all assets included in that gen-
eral asset account. The beginning balance
of the depreciation reserve of each gen-
eral asset account is equal to the sum of
the greater of the depreciation allowed or
allowable as of the beginning of the year
of change for all assets included in that
general asset account.

(b) The changes in methods of account-
ing specified in section 6.12(3)(a)(iii),
(vi), (ix), and (x) and section 6.12(3)(b)
(i1), (v), and (viii) of this revenue proce-
dure are made using a cut-off method and
apply to dispositions occurring on or after
the beginning of the year of change.

(c) Even though the changes in
methods of accounting specified in sec-
tion 6.12(3)(a)(iv), (v), (vii), and (viii)
and section 6.12(3)(b)(iii), (iv), (vi),
and (vii) of this revenue procedure are
changes from one permissible method
of accounting to another permissible
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method of accounting, these changes
are made with a § 481(a) adjustment.
However, see section 6.12(4)(f) of this
revenue procedure for an exception. For
the changes in methods of accounting
specified in section 6.12(3)(b)(iii), (iv),
(vi), and (vii) of this revenue procedure,
the § 481(a) adjustment should be zero
unless § 1.168(i)-1(e)(3) applies to the
asset subject to the change.

(d) A qualified small taxpayer, as
defined in section 6.01(4)(b) of this rev-
enue procedure, is required to complete
only the following information on Form
3115 (Rev. December 2022) to make this
change:

(1) The identification section of page 1
(above Part I);

(1) The signature section at the bottom
of page 1;

(iii) Part [;

(iv) Part II, all lines except lines 13,
15b, 16, 17, and 19 if the qualified small
taxpayer is not making a change in method
of accounting specified in section 6.12(3)
(a)(ix) and (x) and section 6.12(3)(b)(viii)
of this revenue procedure;

(v) Part II, all lines except lines 13,
15b, 16¢, 17, and 19 if the qualified small
taxpayer is making a change in method
of accounting specified in section 6.12(3)
(a)(ix) or (x) or section 6.12(3)(b)(viii) of
this revenue procedure;

(vi) Part IV; and

(vii) Schedule E.

(e) If any asset subject to this change
is public utility property within the mean-
ing of § 168(i)(10), a taxpayer (includ-
ing a qualified small taxpayer) making
this change must attach to its Form 3115
a statement providing that the taxpayer
agrees to the following additional terms
and conditions:

(1) A normalization method of account-
ing (within the meaning of § 168(i)(9))
will be used for the public utility property
subject to the change;

(i1) As of the beginning of the year
of change, the taxpayer will adjust its
deferred tax reserve account or similar
account in the taxpayer’s regulatory books
of account by the amount of the deferral
of federal income tax liability associated
with the § 481(a) adjustment applicable to
a change in method of accounting speci-
fied in section 6.12(3)(a)(iv), (v), (vii), or
(viii) or section 6.12(3)(b)(iii), (iv), (vi),
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or (vii) of this revenue procedure made
for the public utility property subject to
the change; and

(iii) Within 30 calendar days of filing
the federal income tax return for the year
of change, the taxpayer will provide a
copy of the completed Form 3115 to any
regulatory body having jurisdiction over
the public utility property subject to the
change.

(f) A taxpayer that met the scope
requirements of section 4 of Rev. Proc.
2015-20, 2015-9 I.R.B. 694, and that
changed its method of accounting under
section 6.37(3)(a)(iv), (a)(v), (a)(vii), or
(a)(viii) of Rev. Proc. 2015-14 (which
is now section 6.12(3)(a)(iv), (a)(v), (a)
(vii), or (a)(viii) of this revenue proce-
dure) by following section 5 of Rev. Proc.
2015-20 is required to calculate a § 481(a)
adjustment as of the first day of the year
of change that takes into account only dis-
positions in taxable years beginning on or
after January 1, 2014.

(5) No audit protection. A taxpayer
calculating a § 481(a) adjustment under
section 6.12(4)(f) of this revenue proce-
dure that takes into account only dispo-
sitions in taxable years beginning on or
after January 1, 2014, does not receive
audit protection under section 8.01 of
Rev. Proc. 2015-13 for dispositions sub-
ject to a change under section 6.12(3)(a)
(iv), (a)(v), (a)(vii), or (a)(viii) of this rev-
enue procedure in taxable years beginning
before January 1, 2014. See section 5.03
of Rev. Proc. 2015-20.

(6) Concurrent change.

(a) A taxpayer making this change for
more than one asset for the same year of
change should file a single Form 3115
for all such assets. If the change for more
than one asset included in that Form 3115
is specified in section 6.12(3)(a)(iv), (v),
(vii), or (viii) or section 6.12(3)(b)(iii),
(iv), (vi), or (vii) of this revenue procedure,
the single Form 3115 also should provide a
single net § 481(a) adjustment for all such
changes. If one or more changes specified
in section 6.12(3)(a)(iv), (v), (vii), or (Vviii)
or section 6.12(3)(b)(iii), (iv), (vi), or (vii)
of this revenue procedure in that single
Form 3115 generate a negative § 481(a)
adjustment and other changes specified in
section 6.12(3)(a)(iv), (v), (vii), or (viii) or
section 6.12(3)(b)(iii), (iv), (vi), or (vii) of
this revenue procedure in that same Form
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3115 generate a positive § 481(a) adjust-
ment, the taxpayer may provide a single
negative § 481(a) adjustment for all such
changes that are included in that Form
3115 generating such negative adjustment
and a single positive § 481(a) adjustment
for all such changes that are included in
that Form 3115 generating such positive
adjustment.

(b) A taxpayer making this change and
any change listed in section 6.12(6)(b)
(1)-(iv) of this revenue procedure for the
same year of change should file a single
Form 3115 for all such changes and must
enter the designated automatic accounting
method change numbers for the changes
on the appropriate line on the Form 3115.
See section 6.03(1)(b) of Rev. Proc. 2015-
13 for information on making concurrent
changes. For example, a qualified small
taxpayer must include on the single Form
3115 the information required to be com-
pleted on Form 3115 by a qualified small
taxpayer under this revenue procedure
for each change in method of accounting
included on that Form 3115. The listed
changes are:

(1) A change under section 6.01 of this
revenue procedure;

(i1) A change under section 6.13 of this
revenue procedure;

(iii) A change under section 6.14 of this
revenue procedure;

(iv) A change under section 6.15 of this
revenue procedure; and

(v) A change under section 11.07(3)(c)
of this revenue procedure.

(7) Designated automatic account-
ing method change number. The des-
ignated automatic accounting method
change number for a change to a method
of accounting under this section 6.12 is
“200.”

(8) Contact information. For further
information regarding a change under this
section, contact Patrick Clinton at (202)
317-7005 (not a toll-free number).

.13 Disposition of a building or struc-
tural component (§ 168; § 1.168(i)-8).

(1) Description of change.

(a) Applicability. This change, as
described in Rev. Proc. 2014-54, 2014-
41 I.R.B. 675, applies to a taxpayer that
wants to make a change in method of
accounting that is specified in section
6.13(3) of this revenue procedure for
disposing of a building or a structural
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component or disposing of a portion of
a building (including its structural com-
ponents) to which the partial disposition
rule in § 1.168(i)-8(d)(1) applies. These
specified changes are consistent with
§§  1.168(i)-8(b)(2), 1.168(i)-8(c)(4)
(i1)(A), (B), and (D), 1.168(i)-8(f), and
1.168(1)-8(g), as applicable. This change
also affects the determination of gain
or loss from disposing of the building,
the structural component, or the portion
of the building (including its structural
components) and may affect whether the
taxpayer must capitalize amounts paid
to restore a unit of property (as deter-
mined under § 1.263(a)-3(e) or (f)) under
§ 1.263(a)-3(k).

(b) Inapplicability. This change does
not apply to the following:

(1) Any asset (as determined under
§ 1.168(i)-8(c)(4)) that is not depreciated
under § 168 under the taxpayer’s present
method of accounting and, if applicable,
under the taxpayer’s proposed method of
accounting;

(i1) Any asset subject to a general asset
account election under § 168(i)(4) and the
regulations thereunder (but see section
6.15 of this revenue procedure for mak-
ing a change in method of accounting for
dispositions of tangible depreciable assets
subject to a general asset account elec-
tion);

(iii)) Any multiple buildings, condo-
minium units, or cooperative units that
are treated as a single building under the
taxpayer’s present method of account-
ing, or will be treated as a single building
under the taxpayer’s proposed method of
accounting, pursuant to § 1.1250-1(a)(2)
(ii);

(iv) Any disposition of a portion of
an asset in a transaction described in the
last sentence in § 1.168(i)-8(d)(1) for
which the taxpayer did not make a par-
tial disposition election in accordance
with § 1.168(1)-8(d)(2)(ii), (iii), or (iv), as
applicable (but see section 6.10 of this rev-
enue procedure for making a partial dispo-
sition election pursuant to § 1.168(i)-8(d)
(2)(ii)); or

(v) Any demolition of a structure to
which § 280B and § 1.280B-1 apply.

(2) Certain eligibility rule inapplica-
ble. The eligibility rule in section 5.01(1)
(d) of Rev. Proc. 2015-13, 2015-5 I.LR.B.
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419, does not apply to a taxpayer making
this change.

(3) Covered changes. This section 6.13
only applies to the following changes in
methods of accounting for a building
(including its structural components),
condominium unit (including its structural
components), cooperative unit (including
its structural components), or an improve-
ment or addition (including its structural
components) thereto:

(a) For purposes of applying
§ 1.168(1)-8(c)(4) (determination of asset
disposed of), a change to the appropriate
asset as determined under § 1.168(i)-8(c)
(4)(i1)(A), (B), or (D), as applicable;

(b) If the taxpayer makes the change
specified in section 6.13(3)(a) of this rev-
enue procedure, and if the taxpayer dis-
posed of the asset as determined under
section 6.13(3)(a) of this revenue proce-
dure in a taxable year prior to the year of
change (including the taxable year imme-
diately preceding the year of change) but
under its present method of accounting
continues to deduct depreciation for such
disposed asset, a change from depreciat-
ing the disposed asset to recognizing gain
or loss upon disposition or, if § 280B
and § 1.280B-1 apply to the disposition,
change from depreciating such disposed
asset to capitalizing the loss sustained
on account of the demolition to the land
on which the demolished structure was
located;

(c) If the taxpayer makes the change
specified in section 6.13(3)(a) of this
revenue procedure, and if the taxpayer
disposed of a portion of the asset as
determined under section 6.13(3)(a)
of this revenue procedure in a transac-
tion described in the first sentence in
§ 1.168(1)-8(d)(1) in a taxable year prior
to the year of change (including the tax-
able year immediately preceding the year
of change) but under its present method of
accounting continues to deduct deprecia-
tion for such disposed portion, a change
from depreciating the disposed portion
to recognizing gain or loss upon disposi-
tion or, if § 280B and § 1.280B-1 apply to
the disposition, change from depreciating
such disposed portion to capitalizing the
loss sustained on account of the demoli-
tion to the land on which the demolished
structure was located;
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(d) If the taxpayer’s present method
of accounting for its buildings (includ-
ing their structural components), condo-
minium units (including their structural
components), cooperative units (includ-
ing their structural components), and
improvements or additions (including its
structural components) thereto that are
depreciated under § 168 is in accord with
§ 1.168(i)-8(c)(4)(ii)(A), (B), and (D),
and if the taxpayer disposed of an asset
as determined under § 1.168(1)-8(c)(4)(ii)
(A), (B), or (D), as applicable, in a taxable
year prior to the year of change (including
the taxable year immediately preceding
the year of change) but under its present
method of accounting continues to deduct
depreciation for such disposed asset, a
change from depreciating the disposed
asset to recognizing gain or loss upon
disposition or, if § 280B and § 1.280B-1
apply to the disposition, change from
depreciating such disposed asset to capi-
talizing the loss sustained on account of
the demolition to the land on which the
demolished structure was located;

(e) If the taxpayer’s present method
of accounting for its buildings (includ-
ing their structural components), condo-
minium units (including their structural
components), cooperative units (includ-
ing their structural components), and
improvements or additions (including its
structural components) thereto that are
depreciated under § 168 is in accord with
§ 1.168(1)-8(c)(4)(ii)(A), (B), and (D), and
if the taxpayer disposed of a portion of an
asset as determined under § 1.168(1)-8(c)
(4)(i1)(A), (B), or (D), as applicable, in a
transaction described in the first sentence
in § 1.168(1)-8(d)(1) in a taxable year prior
to the year of change (including the tax-
able year immediately preceding the year
of change) but under its present method of
accounting continues to deduct deprecia-
tion for such disposed portion, a change
from depreciating the disposed portion
to recognizing gain or loss upon disposi-
tion or, if § 280B and § 1.280B-1 apply to
the disposition, change from depreciating
such disposed portion to capitalizing the
loss sustained on account of the demoli-
tion to the land on which the demolished
structure was located;

(f) A change in the method of identify-
ing which assets in multiple asset accounts
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or which portions of assets have been dis-
posed of from a method of accounting
not specified in § 1.168(i)-8(g)(1) or (2)
(1), (i), or (iii) (for example, the last-in,
first-out (LIFO) method of accounting)
to a method of accounting specified in
§ 1.168(1)-8(g)(1) or (2)(i), (ii), or (iii), as
applicable;

(g) If § 1.168(1)-8(f)(2) applies (dis-
position of an asset in a multiple asset
account) and it is practicable from the
taxpayer’s records to determine the unad-
justed depreciable basis of the disposed
asset, a change in the method of determin-
ing the unadjusted depreciable basis of
the disposed asset from a method of not
using the taxpayer’s records to a method
of using the taxpayer’s records;

(h) If § 1.168(1)-8(f)(2) applies (dis-
position of an asset in a multiple asset
account) and it is impracticable from the
taxpayer’s records to determine the unad-
justed depreciable basis of the disposed
asset, a change in the method of determin-
ing the unadjusted depreciable basis of all
assets in the same multiple asset account
from an unreasonable method (for exam-
ple, discounting the cost of the replace-
ment asset to its placed-in-service year
cost using the Consumer Price Index) to a
reasonable method;

(1) If § 1.168(1)-8(f)(3) applies (dis-
position of a portion of an asset) and it is
practicable from the taxpayer’s records
to determine the unadjusted depreciable
basis of the disposed portion of the asset,
a change in the method of determining the
unadjusted depreciable basis of the dis-
posed portion of the asset from a method
of not using the taxpayer’s records to a
method of using the taxpayer’s records;

(G) If § 1.168(1)-8(f)(3) applies (dis-
position of a portion of an asset) and it is
impracticable from the taxpayer’s records
to determine the unadjusted depreciable
basis of the disposed portion of the asset,
a change in the method of determining the
unadjusted depreciable basis of the dis-
posed portion of the asset from an unrea-
sonable method (for example, discounting
the cost of the replacement portion of the
asset to its placed-in-service year cost
using the Consumer Price Index) to a rea-
sonable method; or

(k) A change from recognizing gain
or loss under § 1.168(i)-8T upon the dis-
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position of an asset (as determined under
§ 1.168(1)-8(c)(4)(i1)(A), (B), or (D), as
applicable) included in a general asset
account to recognizing gain or loss upon
the disposition of the same asset under
§ 1.168(1)-8 if: (A) the taxpayer made the
change specified in section 6.11 of Rev.
Proc.2016-29,2016-211.R.B. 880, section
6.34 of Rev. Proc. 2015-14, 2015-5 .LR.B.
450, or section 6.34 of the APPENDIX to
Rev. Proc. 2011-14, 2011-4 I.R.B. 330, as
clarified and modified by Rev. Proc. 2012-
39, 2012-41 I.R.B. 470, Rev. Proc. 2014-
17, 2014-12 I.R.B. 661, and Rev. Proc.
2014-54, 2014-41 1.R.B. 675 (revocation
of a general asset account election); (B)
the taxpayer made a qualifying disposition
election under § 1.168(i)-1T(e)(3)(iii) in a
taxable year prior to the year of change for
the disposition of such asset; (C) the tax-
payer’s present method of accounting for
such asset is in accord with § 1.168(i)-8(c)
(4)(i1)(A), (B), or (D), as applicable; and
(D) the taxpayer recognized a gain or loss
under § 1.168(i)-8T upon the disposition
of such asset in a taxable year prior to the
year of change.

(4) Examples. The following examples
illustrate the covered changes specified in

section 6.13(3) of this revenue procedure.

(a) Example 1. X, a calendar-year taxpayer,
acquired and placed in service a building and its
structural components in 2000. In 2005, X con-
structed and placed in service an addition to this
building. X depreciates the building, the addition,
and their structural components under § 168. A
change by X to treat the original building (includ-
ing its structural components) as an asset and the
addition to the building (including the structural
components of such addition) as a separate asset for
disposition purposes is a change described in section
6.13(3)(a) of this revenue procedure solely for pur-
poses of § 1.168(1)-8(c)(4).

(b) Example 2. Y, a calendar year taxpayer,
acquired and placed in service a building and its
structural components in 1990. Y depreciates this
building and its structural components under § 168.
In 2000, a tornado damaged the roof and, as a result,
Y replaced the entire roof of the building. Y did not
recognize a loss on the retirement of the original roof
and continues to depreciate the original roof. Y also
capitalized the cost of the replacement roof and has
been depreciating this roof under § 168 since 2000.
Because the original roof was disposed of as a result
of a casualty event described in § 165, a change by
Y from depreciating the original roof to recogniz-
ing a loss upon its retirement is a covered change
described in section 6.13(3)(e) of this revenue proce-
dure solely for purposes of § 1.168(i)-8.

(c) Example 3. The facts are the same as in
Example 2, except a tornado did not occur, but Y
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still replaced the entire roof of the building in 2000.
Because the original roof was not disposed of as
a result of any of the events described in the first
sentence in § 1.168(i)-8(d)(1) that require a partial
disposition, a partial disposition election must be
made to change from depreciating the original roof
to recognizing a loss upon its retirement. Pursuant
to section 6.13(1)(b)(iv) of this revenue procedure,
section 6.13 does not apply to the disposition of the
original roof in 2000.

(5) Manner of making change.

(a) A taxpayer (including a quali-
fied small taxpayer as defined in section
6.01(4)(b) of this revenue procedure)
making this change must attach to its Form
3115 a statement with the following:

(1) A description of the assets to which
this change applies;

(i1) If the taxpayer is making a change
specified in section 6.13(3)(a) of this rev-
enue procedure, a description of the assets
for disposition purposes under the tax-
payer’s present and proposed methods of
accounting;

(iii) If the taxpayer is making the
change specified in section 6.13(3)(f) of
this revenue procedure, a description of
the methods of identifying which assets
have been disposed of under the taxpay-
er’s present and proposed methods of
accounting;

(iv) If the taxpayer is making the
change specified in section 6.13(3)(h) or
(j) of this revenue procedure, a description
of the methods of determining the unad-
justed depreciable basis of the disposed
asset or disposed portion of the asset, as
applicable, under the taxpayer’s present
and proposed methods of accounting; and

(v) If any asset is public utility prop-
erty within the meaning of § 168(i)(10),
a statement providing that the taxpayer
agrees to the following additional terms
and conditions:

(A) A normalization method of
accounting (within the meaning of
§ 168(i)(9)) 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 similar
account in the taxpayer’s regulatory books
of account by the amount of the deferral
of federal income tax liability associated
with the § 481(a) adjustment applicable
to the public utility property subject to the
application; and
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(C) Within 30 calendar days of filing
the federal income tax return for the year
of change, the taxpayer will provide a
copy of the completed application to any
regulatory body having jurisdiction over
the public utility property subject to the
application.

(b) A qualified small taxpayer, as
defined in section 6.01(4)(b) of this rev-
enue procedure, is required to complete
only the following information on Form
3115 (Rev. December 2022) to make this
change:

(1) The identification section of page 1
(above Part I);

(1) The signature section at the bottom
of page 1;

(iii) Part [;

(iv) Part II, all lines except lines 13,
15b, 16, 17, and 19 if the qualified small
taxpayer is not making a change in method
of accounting specified in section 6.13(3)
(h) and (j) of this revenue procedure;

(v) Part II, all lines except lines 13,
15b, 16¢, 17, and 19 if the qualified small
taxpayer is making a change in method of
accounting specified in section 6.13(3)(h)
or (j) of this revenue procedure;

(vi) Part IV, all lines except line 25;
and

(vii) Schedule E.

(6) No ruling on asset. The consent
granted under section 9 of Rev. Proc.
2015-13 for a change specified in section
6.13(3)(a) of this revenue procedure is not
a determination by the Commissioner that
the taxpayer is using the appropriate asset
under § 1.168(i)-8(c)(4) for determining
what asset is disposed of by the taxpayer
and does not create any presumption that
the proposed asset is permissible under
§ 1.168(i)-8(c)(4). The director will ascer-
tain whether the taxpayer’s determination
of its asset under § 1.168(i)-8(c)(4) is per-
missible.

(7) Section 481(a) adjustment.

(a) A taxpayer changing its method of
accounting under this section 6.13 may
use statistical sampling in determining
the § 481(a) adjustment by following the
guidance provided in Rev. Proc. 2011-42,
2011-37 .R.B. 318.

(b) A taxpayer that met the scope
requirements of section 4 of Rev. Proc.
2015-20, 2015-9 IL.R.B. 694, and that
changed its method of accounting under
section 6.38 of Rev. Proc. 2015-14 (which
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is now this section 6.13) by following sec-
tion 5 of Rev. Proc. 2015-20 is required
to calculate a section § 481(a) adjustment
as of the first day of the year of change
that takes into account only dispositions in
taxable years beginning on or after Janu-
ary 1,2014.

(8) Section 481(a) adjustment period.

(a) A taxpayer must take the entire
amount of the § 481(a) adjustment into
account in computing taxable income for
the year of change:

(1) If the taxpayer is making the change
specified in section 6.13(3)(a) of this rev-
enue procedure and if the taxpayer recog-
nized a gain or loss under § 1.168(i)-8T
on the disposition of the asset (or if appli-
cable, a portion thereof) in a taxable year
prior to the year of change;

(i1) If the taxpayer is making the change
specified in section 6.13(3)(k) of this reve-
nue procedure; or

(iii) If the taxpayer is a qualified tax-
payer as defined in section 4.01 of Rev.
Proc. 2015-56, 2015-49 I.R.B. 827, and
that is within the scope of section 3 of Rev.
Proc. 2015-56, and is making the change
specified in section 5.02(5)(b) of Rev.
Proc. 2015-56 on or before the first tax-
able year that the qualified taxpayer uses
the remodel-refresh safe harbor provided
in section 5.02 of Rev. Proc. 2015-56.

(b) If section 6.13(8)(a) of this revenue
procedure does not apply, see section 7.03
of Rev. Proc. 2015-13 for the § 481(a)

adjustment period.

(¢) Example. (i) Y, a fiscal year taxpayer with
a taxable year beginning December 1 and ending
November 30, acquired and placed in service a
building and its structural components in 2000. Y
depreciates this building and its structural compo-
nents under § 168. The roof is a structural compo-
nent of the building. Y replaced the entire roof in
June 2010. On its federal tax return for the taxable
year ended November 30, 2010, Y did not recog-
nize a loss on the retirement of the original roof
and continues to depreciate the original roof. Y also
capitalized the cost of the replacement roof and has
been depreciating this roof under § 168 since June
2010. The adjusted depreciable basis of the original
roof at the time of its retirement in 2010 (taking
into account the applicable convention) is $11,000,
and Y claimed depreciation of $1,000 for such roof
after its retirement (taking into account the applica-
ble convention) and before the taxable year ended
November 30, 2013 (2012 taxable year). Also the
12-month allowable depreciation deduction for
the original roof is $500 for the 2012 taxable year,
$500 for the taxable year ended November 30, 2014
(2013 taxable year), and $500 for the taxable year
ended November 30, 2015 (2014 taxable year).
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(ii) In accordance with § 1.168(1)-8T(c)(4)(ii)
(A) and (B) and section 6.29(3)(a) and (b) of the
APPENDIX to Rev. Proc. 2011-14, as modified by
Rev. Proc. 2012-20, 2012-14 L.R.B. 700, Y filed
with its federal income tax return for the taxable year
ended November 30, 2013, a Form 3115 to treat the
building as an asset and each structural component
of the building as a separate asset for disposition pur-
poses and also to change from depreciating the orig-
inal roof to recognizing a loss upon its retirement.
The amount of the net negative § 481(a) adjustment
on this Form 3115 is $10,000 (adjusted depreciable
basis of $11,000 for the original roof at the time of
its retirement (taking into account the applicable
convention) less depreciation of $1,000 claimed for
such roof after its retirement (taking into account the
applicable convention) and before the 2012 taxable
year).

(iii) Y complies with § 1.168(i)-8 beginning
with its taxable year ended November 30, 2016
(2015 taxable year). For Y’s 2015 taxable year,
the late partial disposition election under section
6.10 of Rev. Proc. 2016-29 does not apply. Y also
decides not to file a private letter ruling requesting
an extension of time under § 301.9100-3 of the
Procedure and Administration Regulations to make
a partial disposition election for the original roof.
In accordance with section 6.13(3)(a) of this rev-
enue procedure, Y files a Form 3115 with its fed-
eral income tax return for the 2015 taxable year to
change to treating the original building (including
its original roof and other original structural com-
ponents) as an asset and the replacement roof as
a separate asset for disposition purposes. Because
the late partial disposition election under section
6.10 of Rev. Proc. 2016-29 does not apply for Y’s
2015 taxable year and Y did not receive a private
letter ruling granting an extension of time under
§ 301.9100-3 to make a partial disposition election
for the original roof, Y does not recognize the net
loss of $10,000 upon the retirement of the origi-
nal roof under § 1.168(i)-8 and Y will continue to
depreciate the original roof. Thus, the net positive
§ 481(a) adjustment for this change is $8,500 (net
loss of $10,000 claimed on the 2012 return for the
retirement of the original roof less depreciation of
$1,500 for the original roof for the 2012, 2013, and
2014 taxable years) and is included in Y’s taxable
income for the 2015 taxable year.

(9) No audit protection. A taxpayer
calculating a § 481(a) adjustment under
section 6.13(7)(b) of this revenue proce-
dure that takes into account only dispo-
sitions in taxable years beginning on or
after January 1, 2014, does not receive
audit protection under section 8.01 of
Rev. Proc. 2015-13 for dispositions sub-
ject to a change under this section 6.13 in
taxable years beginning before January
1, 2014. See section 5.04 of Rev. Proc.
2015-20.

(10) Concurrent automatic change.

(a) A taxpayer making this change for
more than one asset for the same year of
change should file a single Form 3115 for
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all such assets and provide a single net
§ 481(a) adjustment for all the changes
included in that Form 3115. If one or
more of the changes in that single Form
3115 generate a negative § 481(a) adjust-
ment and other changes in that same Form
3115 generate a positive § 481(a) adjust-
ment, the taxpayer may provide a single
negative § 481(a) adjustment for all the
changes that are included in that Form
3115 generating such negative adjustment
and a single positive § 481(a) adjustment
for all the changes that are included in
that Form 3115 generating such positive
adjustment.

(b) A taxpayer making this change
and any change listed in section 6.13(10)
(b)(1)-(iv) of this revenue procedure for
the same year of change should file a
single Form 3115 for all of such changes
and must enter the designated automatic
accounting method change numbers for
the changes on the appropriate line on
the Form 3115. See section 6.03(1)(b) of
Rev. Proc. 2015-13 for information on
making concurrent changes. For exam-
ple, a qualified small taxpayer must
include on the single Form 3115 the
information required to be completed
on Form 3115 by a qualified small tax-
payer under this revenue procedure for
each change in method of accounting
included on that Form 3115. The listed
changes are:

(1) A change under section 6.01 of this
revenue procedure;

(i1) A change under section 6.12 of this
revenue procedure;

(iii) A change under section 6.14 of this
revenue procedure; and

(iv) A change under section 6.15 of this
revenue procedure.

(11) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change to the method of
accounting under this section 6.13 is
“205.”

(12) Contact information. For further
information regarding a change under this
section, contact Patrick Clinton at (202)
317-7005 (not a toll-free number).

.14 Dispositions of tangible depre-
ciable assets (other than a building
or its structural components) (§ 168;
§ 1.168(i)-8).

(1) Description of change.
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(a) Applicability. This change, as
described in Rev. Proc. 2014-54, 2014-
41 L.LR.B. 675, applies to a taxpayer that
wants to make a change in method of
accounting that is specified in section
6.14(3) of this revenue procedure for dis-
posing of § 1245 property or a depreciable
land improvement or disposing of a por-
tion of § 1245 property or a depreciable
land improvement to which the partial dis-
position rule in § 1.168(1)-8(d)(1) applies.
These specified changes are consistent
with §§ 1.168(i)-8(c)(4)(i), 1.168(i)-8(c)
#A)([)(C) and (D), 1.168(i)-8(f), and
1.168(i)-8(g), as applicable. This change
also affects the determination of gain or
loss from disposing of the § 1245 prop-
erty, the depreciable land improvement,
or a portion of the § 1245 property or
depreciable land improvement, and may
affect whether the taxpayer must capital-
ize amounts paid to restore a unit of prop-
erty (as determined under § 1.263(a)-3(e)
or (f)) under § 1.263(a)-3(k).

(b) Inapplicability. This change does
not apply to the following:

(1) Any asset (as determined under
§ 1.168(i)-8(c)(4)) that is not depreciated
under § 168 under the taxpayer’s present
method of accounting and, if applicable,
under the taxpayer’s proposed method of
accounting;

(i1) Any building (including its struc-
tural components), condominium unit
(including its structural components),
cooperative unit (including its structural
components), or an improvement or addi-
tion (including its structural components)
thereto (but see section 6.13 of this rev-
enue procedure for making this change);

(iii) Any asset subject to a general asset
account election under § 168(i)(4) and the
regulations thereunder (but see section
6.15 of this revenue procedure for mak-
ing a change for dispositions of tangible
depreciable assets subject to a general
asset account election); or

(iv) Any disposition of a portion of
an asset in a transaction described in the
last sentence in § 1.168(i)-8(d)(1) for
which the taxpayer did not make a par-
tial disposition election in accordance
with § 1.168(1)-8(d)(2)(ii), (iii), or (iv), as
applicable (but see section 6.10 of this rev-
enue procedure for making a partial dispo-
sition election pursuant to § 1.168(i)-8(d)

(2)(iii).
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(2) Certain eligibility rule inapplica-
ble. The eligibility rule in section 5.01(1)
(d) of Rev. Proc. 2015-13, 2015-5 I.LR.B.
419, does not apply to a taxpayer making
this change.

(3) Covered changes. This section 6.14
only applies to the following changes in
methods of accounting for a § 1245 prop-
erty, a depreciable land improvement, or
an improvement or addition thereto:

(a) For purposes of applying
§ 1.168(1)-8(c)(4) (determination of asset
disposed of), a change to the appropriate
asset as determined under § 1.168(i)-8(c)
(4)(1), (i1)(C), or (ii)(D), as applicable;

(b) If the taxpayer makes the change
specified in section 6.14(3)(a) of this
revenue procedure, and if the taxpayer
disposed of the asset as determined
under section 6.14(3)(a) of this revenue
procedure in a taxable year prior to the
year of change (including the taxable
year immediately preceding the year of
change) but continues to deduct depre-
ciation for such disposed asset under the
taxpayer’s present method of account-
ing, a change from depreciating the dis-
posed asset to recognizing gain or loss
upon disposition;

(c) If the taxpayer makes the change
specified in section 6.14(3)(a) of this reve-
nue procedure, and if the taxpayer disposed
of a portion of the asset as determined
under section 6.14(3)(a) of this revenue
procedure in a transaction described in
the first sentence in § 1.168(i)-8(d)(1) in
a taxable year prior to the year of change
(including the taxable year immediately
preceding the year of change) but under its
present method of accounting continues to
deduct depreciation for such disposed por-
tion, a change from depreciating the dis-
posed portion to recognizing gain or loss
upon disposition;

(d) If the taxpayer’s present method of
accounting for its § 1245 property, depre-
ciable land improvements, or improve-
ments or additions thereto is in accord
with § 1.168(1)-8(c)(4)(i) or (ii), as appli-
cable, and if the taxpayer disposed of an
asset as determined under § 1.168(i)-8(c)
(4)(1) or (ii), as applicable, in a taxable
year prior to the year of change (includ-
ing the taxable year immediately pre-
ceding the year of change) but under its
present method of accounting continues
to deduct depreciation for this disposed
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asset, a change from depreciating the dis-
posed asset to recognizing gain or loss
upon disposition;

(e) If the taxpayer’s present method of
accounting for its § 1245 property, depre-
ciable land improvements, or improve-
ments or additions thereto is in accord
with § 1.168(1)-8(c)(4)(i) or (ii), as appli-
cable, and if the taxpayer disposed of a
portion of an asset as determined under
§ 1.168(1)-8(c)(4)(i) or (ii), as applica-
ble, in a transaction described in the first
sentence in § 1.168(i)-8(d)(1) in a taxable
year prior to the year of change (including
the taxable year immediately preceding
the year of change) but under its present
method of accounting continues to deduct
depreciation for such disposed portion,
a change from depreciating the disposed
portion to recognizing gain or loss upon
disposition;

(f) A change in the method of identify-
ing which assets in multiple asset accounts
or which portions of assets have been dis-
posed of from a method of accounting
not specified in § 1.168(i)-8(g)(1) or (2)
(1), (i), or (iii) (for example, the last-in,
first-out (LIFO) method of accounting)
to a method of accounting specified in
§ 1.168(1)-8(g)(1) or (2)(i), (ii), or (iii), as
applicable;

(g) If § 1.168(1)-8(f)(2) applies (dis-
position of an asset in a multiple asset
account) and it is practicable from the
taxpayer’s records to determine the unad-
justed depreciable basis of the disposed
asset, a change in the method of determin-
ing the unadjusted depreciable basis of
the disposed asset from a method of not
using the taxpayer’s records to a method
of using the taxpayer’s records;

(h) If § 1.168(1)-8(f)(2) applies (dis-
position of an asset in a multiple asset
account) and it is impracticable from the
taxpayer’s records to determine the unad-
justed depreciable basis of the disposed
asset, a change in the method of determin-
ing the unadjusted depreciable basis of all
assets in the same multiple asset account
from an unreasonable method (for exam-
ple, discounting the cost of the replace-
ment asset to its placed-in-service year
cost using the Consumer Price Index) to a
reasonable method;

(1) If § 1.168(1)-8(f)(3) applies (dis-
position of a portion of an asset) and it is
practicable from the taxpayer’s records
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to determine the unadjusted deprecia-
ble basis of the disposed portion of the
asset, a change in the method of deter-
mining the unadjusted depreciable basis
of the disposed portion of the asset from
a method of not using the taxpayer’s
records to a method of using the taxpay-
er’s records;

(G) If § 1.168(1)-8(f)(3) applies (dis-
position of a portion of an asset) and it is
impracticable from the taxpayer’s records
to determine the unadjusted depreciable
basis of the disposed portion of the asset,
a change in the method of determining the
unadjusted depreciable basis of the dis-
posed portion of the asset from an unrea-
sonable method (for example, discounting
the cost of the replacement portion of the
asset to its placed-in-service year cost
using the Consumer Price Index) to a rea-
sonable method; or

(k) A change from recognizing gain or
loss under § 1.168(i)-8T upon the dispo-
sition of a section 1245 property, depre-
ciable land improvement, or improve-
ment or addition thereto included in a
general asset account to recognizing gain
or loss upon the disposition of the same
asset under § 1.168(i)-8 if: (A) the tax-
payer made the change specified in sec-
tion 6.11 of Rev. Proc. 2016-29, section
6.34 of Rev. Proc. 2015-14, or section
6.34 of the APPENDIX to Rev. Proc.
2011-14 (revocation of a general asset
account election); (B) the taxpayer made
a qualifying disposition election under
§ 1.168(1)-1T(e)(3)(iii) in a taxable year
prior to the year of change for the dis-
position of such asset; (C) the taxpayer’s
present method of accounting for such
asset is in accord with § 1.168(i)-8(c)
(4)(1) or (ii), as applicable; and (D) the
taxpayer recognized a gain or loss under
§ 1.168(1)-8T on the disposition of such
asset in a taxable year prior to the year
of change.

(4) Manner of making change.

(a) A taxpayer (including a quali-
fied small taxpayer as defined in section
6.01(4)(b) of this revenue procedure)
making this change must attach to its Form
3115 a statement with the following:

(1) A description of the assets to which
this change applies;

(i) If the taxpayer is making a change
specified in section 6.14(3)(a) of this rev-
enue procedure, a description of the assets
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for disposition purposes under the tax-
payer’s present and proposed methods of
accounting;

(iii) If the taxpayer is making the
change specified in section 6.14(3)(f) of
this revenue procedure, a description of
the methods of identifying which assets
have been disposed of under the taxpay-
er’s present and proposed methods of
accounting;

(iv) If the taxpayer is making the
change specified in section 6.14(3)(h) or
(j) of this revenue procedure, a description
of the methods of determining the unad-
justed depreciable basis of the disposed
asset or disposed portion of the asset, as
applicable, under the taxpayer’s present
and proposed methods of accounting; and

(v) If any asset is public utility prop-
erty within the meaning of § 168(i)(10),
a statement providing that the taxpayer
agrees to the following additional terms
and conditions:

(A) A normalization method of
accounting (within the meaning of
§ 168(i)(9)) 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 similar
account in the taxpayer’s regulatory books
of account by the amount of the deferral
of federal income tax liability associated
with the § 481(a) adjustment applicable
to the public utility property subject to the
application; and

(C) Within 30 calendar days of filing
the federal income tax return for the year
of change, the taxpayer will provide a
copy of the completed application to any
regulatory body having jurisdiction over
the public utility property subject to the
application.

(b) A qualified small taxpayer, as
defined in section 6.01(4)(b) of this rev-
enue procedure, is required to complete
only the following information on Form
3115 (Rev. December 2022) to make this
change:

(1) The identification section of page 1
(above Part I);

(i1) The signature section at the bottom
of page 1;

(iii) Part [;

(iv) Part II, all lines except lines 13,
15b, 16, 17, and 19 if the qualified small
taxpayer is not making a change in method

June 9, 2025



of accounting specified in section 6.14(3)
(h) and (j) of this revenue procedure;

(v) Part II, all lines except lines 13,
15b, 16¢, 17, and 19 if the qualified small
taxpayer is making a change in method of
accounting specified in section 6.14(3)(h)
or (j) of this revenue procedure;

(vi) Part IV, all lines except line 25;
and

(vii) Schedule E.

(5) No ruling on asset. The consent
granted under section 9 of Rev. Proc.
2015-13 for a change specified in section
6.14(3)(a) of this revenue procedure is not
a determination by the Commissioner that
the taxpayer is using the appropriate asset
under § 1.168(i)-8(c)(4) for determining
what asset is disposed of by the taxpayer
and does not create any presumption that
the proposed asset is permissible under
§ 1.168(1)-8(c)(4). The director will ascer-
tain whether the taxpayer’s determination
of its asset under § 1.168(i)-8(c)(4) is per-
missible.

(6) Section 481(a) adjustment.

(a) A taxpayer changing its method of
accounting under section 6.14 of the reve-
nue procedure may use statistical sampling
in determining the § 481(a) adjustment by
following the guidance provided in Rev.
Proc. 2011-42,2011-37 I.LR.B. 318.

(b) A taxpayer that met the scope
requirements of section 4 of Rev. Proc.
2015-20, 2015-9 ILR.B. 694, and that
changed its method of accounting under
section 6.39 of Rev. Proc. 2015-14 (which
is now this section 6.14) by following sec-
tion 5 of Rev. Proc. 2015-20 is required
to calculate a section § 481(a) adjustment
as of the first day of the year of change
that takes into account only dispositions in
taxable years beginning on or after Janu-
ary 1,2014.

(7) Section 481(a) adjustment period.

(a) A taxpayer must take the entire
amount of the § 481(a) adjustment into
account in computing taxable income for
the year of change:

(1) If the taxpayer is making the change
specified in section 6.14(3)(a) of this rev-
enue procedure and if the taxpayer recog-
nized a gain or loss under § 1.168(i)-8T
on the disposition of the § 1245 prop-
erty, depreciable land improvement, or
improvement or addition thereto (or if
applicable, a portion of such asset) in a
taxable year prior to the year of change; or
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(i1) If the taxpayer is making the change
specified in section 6.14(3)(k) of this reve-
nue procedure.

(b) If section 6.14(7)(a) of this revenue
procedure does not apply, see section 7.03
of Rev. Proc. 2015-13 for the § 481(a)
adjustment period.

(8) No audit protection. A taxpayer
calculating a § 481(a) adjustment under
section 6.14(6)(b) of this revenue proce-
dure that takes into account only disposi-
tions in taxable years beginning on or after
January 1, 2014, does not receive audit
protection under section 8.01 of Rev.
Proc. 2015-13 for dispositions subject to
a change under this section 6.14 in taxable
years beginning before January 1, 2014.
See section 5.05 of Rev. Proc. 2015-20.

(9) Concurrent automatic change.

(a) A taxpayer making this change for
more than one asset for the same year of
change should file a single Form 3115 for
all such assets and provide a single net
§ 481(a) adjustment for all the changes
included in that Form 3115. If one or
more of the changes in that single Form
3115 generate a negative § 481(a) adjust-
ment and other changes in that same Form
3115 generate a positive § 481(a) adjust-
ment, the taxpayer may provide a single
negative § 481(a) adjustment for all the
changes that are included in that Form
3115 generating such negative adjustment
and a single positive § 481(a) adjustment
for all the changes that are included in
that Form 3115 generating such positive
adjustment.

(b) A taxpayer making this change
and any change listed in section 6.14(9)
(b)(i)-(iv) of this revenue procedure for
the same year of change should file a sin-
gle Form 3115 for all of such changes
and must enter the designated automatic
accounting method change numbers for
the changes on the appropriate line on
the Form 3115. See section 6.03(1)(b) of
Rev. Proc. 2015-13 for information on
making concurrent changes. For example,
a qualified small taxpayer must include
on the single Form 3115 the information
required to be completed on Form 3115 by
a qualified small taxpayer under this reve-
nue procedure for each change in method
of accounting included on that Form 3115.
The listed changes are:

(1) A change under section 6.01 of this
revenue procedure;
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(i1) A change under section 6.12 of this
revenue procedure;

(iii) A change under section 6.13 of this
revenue procedure; and

(iv) A change under section 6.15 of this
revenue procedure.

(10) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change to the method of
accounting under this section 6.14 is
“206.”

(11) Contact information. For further
information regarding a change under this
section, contact Patrick Clinton at (202)
317-7005 (not a toll-free number).

.15 Dispositions of tangible depre-
ciable assets in a general asset account
(§ 168(i)(4); § 1.168(i)-1).

(1) Description of change.

(a) Applicability. This change, as
described in Rev. Proc. 2014-54, 2014-41
[.R.B. 675, applies to a taxpayer that wants
to make a change in method of account-
ing that is specified in section 6.15(3) of
this revenue procedure for disposing of
an asset subject to a general asset account
election under § 168(i)(4) and the regula-
tions thereunder. These specified changes
are consistent with §§ 1.168(i)-1(e)(1),
1.168(i)-1(e)(2)(viii), and 1.168(i)-1()),
as applicable. This change also may affect
the determination of gain or loss from dis-
posing of the asset and may affect whether
the taxpayer must capitalize amounts paid
to restore a unit of property (as deter-
mined under § 1.263(a)-3(e) or (f)) under
§ 1.263(a)-3(k).

(b) Inapplicability. This change does
not apply to the following:

(1) Any asset (as determined under
§ 1.168(i)-1(e)(2)(viii)) that is not depre-
ciated under § 168 under the taxpayer’s
present method of accounting and, if
applicable, proposed method of account-
ing; or

(i1) Any asset not subject to a general
asset account election under § 168(i)(4)
and the regulations thereunder (but see
sections 6.13 and 6.14 of this revenue
procedure for making a change for dispo-
sitions of tangible depreciable assets not
subject to a general asset account elec-
tion).

(2) Certain eligibility rule inapplica-
ble. The eligibility rule in section 5.01(1)
(d) of Rev. Proc. 2015-13, 2015-5 I.LR.B.
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419, does not apply to a taxpayer making
this change.

(3) Covered changes. This section 6.15
only applies to the following changes in
methods of accounting for an asset subject
to a general asset account election under
§ 168(i)(4) and the regulations thereunder:

(a) For purposes of applying
§ 1.168(i)-1(e)(2)(viii) (determination
of asset disposed of), a change to the
appropriate asset as determined under
§ 1.168(1)-1(e)(2)(viii)(A) or (B), as appli-
cable;

(b) A change in the method of iden-
tifying which assets or which portions
of assets have been disposed of from a
method of accounting not specified in
§ L168(1)-1(G)2)H)(A), (B), (C), or (D)
(for example, the last-in, first-out (LIFO)
method of accounting) to a method of
accounting specified in § 1.168(i)-1()(2)
(1)(A), (B), (C), or (D), as applicable;

(c) If § 1.168(1)-1()(3) applies (basis
of disposed asset or disposed portion of
an asset) and it is practicable from the
taxpayer’s records to determine the unad-
justed depreciable basis of the disposed
asset or the disposed portion of an asset,
as applicable, a change in the method of
determining the unadjusted depreciable
basis of the disposed asset or the dis-
posed portion of an asset, as applicable,
from a method of not using the taxpayer’s
records to a method of using the taxpay-
er’s records; or

(d) If § 1.168(i)-1(G)(3) applies (basis
of disposed asset or disposed portion of
an asset) and it is impracticable from the
taxpayer’s records to determine the unad-
justed depreciable basis of the disposed
asset or the disposed portion of an asset,
as applicable, a change in the method of
determining the unadjusted depreciable
basis of all assets in the same general asset
account from an unreasonable method
(for example, discounting the cost of the
replacement asset to its placed-in-service
year cost using the Consumer Price Index)
to a reasonable method.

(4) Manner of making change.

(a) A taxpayer (including a quali-
fied small taxpayer as defined in section
6.01(4)(b) of this revenue procedure)
making this change must attach to its Form
3115 a statement with the following:

(1) A description of the assets to which
this change applies;
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(i) If the taxpayer is making the
change specified in section 6.15(3)(a) of
this revenue procedure, a description of
the assets for disposition purposes under
the taxpayer’s present and proposed meth-
ods of accounting;

(iii) If the taxpayer is making the
change specified in section 6.15(3)(b) of
this revenue procedure, a description of
the methods of identifying which assets
have been disposed of under the taxpay-
er’s present and proposed methods of
accounting;

(iv) If the taxpayer is making the
change specified in section 6.15(3)(d)
of this revenue procedure, a description
of the methods of determining the unad-
justed depreciable basis of the disposed
asset or disposed portion of the asset, as
applicable, under the taxpayer’s present
and proposed methods of accounting; and

(v) If any asset is public utility prop-
erty within the meaning of § 168(i)(10),
a statement providing that the taxpayer
agrees to the following additional terms
and conditions:

(A) A normalization method of
accounting (within the meaning of
§ 168(1)(9)) 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 similar
account in the taxpayer’s regulatory books
of account by the amount of the deferral
of federal income tax liability associated
with the § 481(a) adjustment applicable
to the public utility property subject to the
application; and

(C) Within 30 calendar days of filing
the federal income tax return for the year
of change, the taxpayer will provide a
copy of the completed application to any
regulatory body having jurisdiction over
the public utility property subject to the
application.

(b) A qualified small taxpayer, as
defined in section 6.01(4)(b) of this rev-
enue procedure, is required to complete
only the following information on Form
3115 (Rev. December 2022) to make this
change:

(1) The identification section of page 1
(above Part I);

(1) The signature section at the bottom
of page 1;

(iii) Part [;
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(iv) Part II, all lines except lines 13,
15b, 16, 17, and 19 if the qualified small
taxpayer is not making a change in method
of accounting specified in section 6.15(3)
(a) and (d) of this revenue procedure;

(v) Part II, all lines except lines 13,
15b, 16¢, 17, and 19 if the qualified small
taxpayer is making a change in method of
accounting specified in section 6.15(3)(a)
or (d) of this revenue procedure;

(vi) Part IV, all lines except line 25;
and

(vii) Schedule E.

(5) No ruling on asset. The consent
granted under section 9 of Rev. Proc.
2015-13 for a change specified in sec-
tion 6.15(3)(a) of this revenue proce-
dure is not a determination by the Com-
missioner that the taxpayer is using the
appropriate asset under § 1.168(i)-1(e)
(2)(viii) for determining what asset is
disposed of by the taxpayer and does not
create any presumption that the proposed
asset is permissible under § 1.168(i)-1(e)
(2)(viii). The director will ascertain
whether the taxpayer’s determination of
its asset under § 1.168(i)-1(e)(2)(viii) is
permissible.

(6) Section 481(a) adjustment period.

(a) A taxpayer must take the entire
amount of the § 481(a) adjustment into
account in computing taxable income for
the year of change:

(1) If the taxpayer makes the change
specified in section 6.15(3)(a) of this rev-
enue procedure and if the taxpayer recog-
nized a gain or loss under § 1.168(i)-1T or
§ 1.168(1)-8T, as applicable, on the dispo-
sition of a portion of the asset in a taxable
year prior to the year of change; or

(iii) If the taxpayer is a qualified tax-
payer as defined in section 4.01 of Rev.
Proc. 2015-56, 2015-49 1.R.B. 827, and
that is within the scope of section 3 of
Rev. Proc. 2015-56, and is making the
change specified in section 5.02(5)(b) of
Rev. Proc. 2015-56 on or before the first
taxable year that the qualified taxpayer
uses the remodel-refresh safe harbor
provided in section 5.02 of Rev. Proc.
2015-56.

(b) If section 6.15(6)(a) of this revenue
procedure does not apply, see section 7.03
of Rev. Proc. 2015-13 for the § 481(a)

adjustment period.
(¢) Example. (i) X, a fiscal year taxpayer with
a taxable year beginning December 1 and ending
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November 30, acquired and placed in service a
building and its structural components in 2000. X
depreciates this building and its structural compo-
nents under § 168. The roof'is a structural component
of the building. X replaced the entire roof in June
2010. On its federal tax return for the taxable year
ended November 30, 2010, X did not recognize a
loss on the retirement of the original roof and contin-
ues to depreciate the original roof. X also capitalized
the cost of the replacement roof and has been depre-
ciating this roof under § 168 since June 2010. The
adjusted depreciable basis of the original roof at the
time of its retirement in 2010 (taking into account the
applicable convention) is $11,000, and X claimed
depreciation of $1,000 for such roof after its retire-
ment (taking into account the applicable convention)
and before the taxable year ended November 30,
2013 (2012 taxable year). Also the 12-month allow-
able depreciation deduction for the original roof is
$500 for the 2012 taxable year, $500 for the taxable
year ended November 30, 2014 (2013 taxable year),
and $500 for the taxable year ended November 30,
2015 (2014 taxable year).

(ii) In accordance with § 1.168(i)-1T and sec-
tion 6.32(1)(a) of the APPENDIX to Rev. Proc.
2011-14, as modified by Rev. Proc. 2012-20, 2012-
14 I.R.B. 700, X filed with its federal tax return
for the taxable year ended November 30, 2013, a
Form 3115 to: (1) make a late general asset account
election to include the building (including its struc-
tural components) placed in service in 2000 in one
general asset account and the replacement roof in a
separate general asset account; and (2) make a late
qualifying disposition election for the retirement of
the original roof in 2010. As a result, X removed
the original roof from the general asset account and
reported a net negative § 481(a) adjustment on this
Form 3115 of $10,000 (adjusted depreciable basis
of $11,000 for the original roof at the time of its
retirement (taking into account the applicable con-
vention) less depreciation of $1,000 claimed for
such roof after its retirement (taking into account
the applicable convention) and before the 2012 tax-
able year).

(iii) X complies with § 1.168(i)-1 beginning
with its taxable year ended November 30, 2016
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(2015 taxable year). In accordance with section
6.15(3)(a) of this revenue procedure, X files a Form
3115 with its federal income tax return for the
2015 taxable year to change to treating the build-
ing (including its original roof and other original
structural components) placed in service in 2000
as an asset and the replacement roof as a separate
asset for disposition purposes. As a result, X must
include the original roof that X retired in 2010 in
the general asset account. Thus, the net positive
§ 481(a) adjustment for this change is $8,500 (net
loss of $10,000 claimed on the 2012 return for the
retirement of the original roof less depreciation of
$1,500 for the original roof for the 2012, 2013, and
2014 taxable years) and is included in X’s taxable
income for the 2015 taxable year.

(7) Concurrent automatic change.

(a) A taxpayer making this change for
more than one asset for the same year of
change should file a single Form 3115 for
all such assets and provide a single net
§ 481(a) adjustment for all the changes
included in that Form 3115. If one or more
of the changes in that single Form 3115
generate a negative § 481(a) adjustment
and other changes in that same Form 3115
generate a positive § 481(a) adjustment,
the taxpayer may provide a single negative
§ 481(a) adjustment for all the changes
that are included in that Form 3115 gen-
erating such negative adjustment and a
single positive § 481(a) adjustment for all
the changes that are included in that Form
3115 generating such positive adjustment.

(b) A taxpayer making this change
and any change listed in section 6.15(7)
(b)(1)-(iv) of this revenue procedure for
the same year of change should file a sin-
gle Form 3115 for all of such changes
and must enter the designated automatic
accounting method change numbers for
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the changes on the appropriate line on
the Form 3115. See section 6.03(1)(b) of
Rev. Proc. 2015-13 for information on
making concurrent changes. For example,
a qualified small taxpayer must include
on the single Form 3115 the information
required to be completed on Form 3115 by
a qualified small taxpayer under this reve-
nue procedure for each change in method
of accounting included on that Form 3115.
The listed changes are:

(1) A change under section 6.01 of this
revenue procedure;

(i1) A change under section 6.12 of this
revenue procedure;

(iii) A change under section 6.13 of this
revenue procedure; and

(iv) A change under section 6.14 of this
revenue procedure.

(8) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change to the method of
accounting under this section 6.15 is
“207.”

(9) Contact information. For further
information regarding a change under this
section, contact Patrick Clinton at (202)
317-7005 (not a toll-free number).

16 Summary of certain changes in
methods of accounting related to disposi-
tions of MACRS property.

(1) Final regulations. The following
chart summarizes the changes in meth-
ods of accounting under § 1.167(a)-4,
§ 1.168(1)-1, § 1.168(i)-7, and § 1.168(i)-8
that a taxpayer may make under this reve-
nue procedure.

Bulletin No. 2025-24



Depreciation of leasehold improvements:

DESIGNATED
SECTION # in
FINAL REGULATION SECTION REV. PROC. 2025-23 CHANGE NUMBER
(DCN)
§ 1.167(a)-4, Depreciation of leasehold improvements 6.11 199
General Asset Accounts:
DESIGNATED
SECTION # in
FINAL REGULATION SECTION REV. PROC. 2025-23 CHANGE NUMBER
(DCN)
a. § 1.168(i)-1(c), Change in grouping assets 6.12 200
b. § 1.168(1)-1(e)(2)(viii), Change in determining asset disposed of 6.15 207
c. § 1.168(i)-1(j)(2), Change in method of identifying which assets or portions
of assets have been disposed of from one method to another method specified 6.12 200
in § 1.168(1)-1()(2)
d. § 1.168(1)-1(j)(2), Change in method of identifying which assets or portions
of assets have been disposed of from a method not specified in § 1.168(i)-1(j) 6.15 207
(2) to a method specified in § 1.168(1)-1(G)(2)
e. § 1.168(i)-1(j)(3), Change in determining unadjusted depreciable basis of
disposed asset or disposed portion of an asset from one reasonable method to
another reasonable method when it is impracticable from the taxpayer’s records 6.12 200
to determine the unadjusted depreciable basis of disposed asset or disposed
portion of asset
f. § 1.168(1)-1(j)(3), Change in determining unadjusted depreciable basis
of disposed asset or disposed portion of an asset from not using to using
the taxpayer’s records when it is practicable from the taxpayer’s records to 6.15 207
determine the unadjusted depreciable basis of disposed asset or disposed
portion of asset
g. § 1.168(i)-1(j)(3), Change in determining unadjusted depreciable basis of
disposed asset or disposed portion of an asset from an unreasonable method
to a reasonable method when it is impracticable from the taxpayer’s records 6.15 207
to determine the unadjusted depreciable basis of disposed asset or disposed
portion of asset
Single Asset Accounts or Multiple Asset Accounts for MACRS Property:
DESIGNATED
SECTION # in
FINAL REGULATION SECTION REV. PROC. 2025-23 CHANGE NUMBER
(DCN)
a. § 1.168(i)-7, Change from single asset accounts to multiple asset accounts, or 6.12 200
vice versa '
b. § 1.168(i)-7(c), Change in grouping assets in multiple asset accounts 6.12 200
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Dispositions of MACRS Property (not in a general asset account):

portion of an asset to which the IRS’s adjustment pertains

. DESIGNATED
FINAL REGULATION SECTION REE’EI?I;I (I)%NZT);;-Z 3 CHANGE
) ) NUMBER (DCN)
a. § 1.168(i)-8(c)(4), Change in determining asset disposed of 6.13 (Building or structural 205
component)
6.14 (Property other than 206
a building or structural
component)
b. § 1.168(1)-8(f)(2) or (3), Change in determining unadjusted depreciable
basis of disposed asset in a multiple asset account or disposed portion of
an asset from one reasonable method to another reasonable method when 6.12 200
it is impracticable from the taxpayer’s records to determine the unadjusted
depreciable basis of disposed asset or disposed portion of asset
c. § 1.168(1)-8(f)(2) or (3), Change in determining unadjusted depreciable | 6.13 (Building or structural 205
basis of disposed asset in a multiple asset account or disposed portion of an component)
asset from not using to using the taxpayer’s records when it is practicable
from the taxpayer’s records to determine the unadjusted depreciable basis 6.14 (Property other than 206
of disposed asset or disposed portion of asset a building or structural
component)
d. § 1.168(1)-8(f)(2) or (3), Change in determining unadjusted depreciable | 6.13 (Building or structural 205
basis of disposed asset in a multiple asset account or disposed portion of component)
an asset from an unreasonable method to a reasonable method when it is
impracticable from the taxpayer’s records to determine the unadjusted 6.14 (Property other than 206
depreciable basis of disposed asset or disposed portion of asset a building or structural
component)
e. § 1.168(1)-8(g), Change in method of identifying which assets in a
multiple asset account or portions of assets have been disposed of from one 6.12 200
method to another method specified in § 1.168(i)-8(g)(1) or (2)
f. § 1.168(1)-8(g), Change in method of identifying which assets in a 6.13 (Building or structural 205
multiple asset account or portions of assets have been disposed of from a component)
method not specified in § 1.168(i)-8(g)(1) or (2) to a method specified in
§ 1.168(1)-8(g)(1) or (2) 6.14 (Property other than 206
a building or structural
component)
g. § 1.168(1)-8(h)(1), Change from depreciating a disposed asset or 6.13 (Building or structural 205
disposed portion of an asset to recognizing gain or loss upon disposition component)
when a taxpayer continues to depreciate the asset or portion that the
taxpayer disposed of prior to the year of change 6.14 (Property other than 206
a building or structural
component)
h. § 1.168(1)-8(d)(2)(iii), Partial disposition election for the disposition of a 6.10 198
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.17 Depreciation of fiber optic transfer
node and fiber optic cable used by a cable
system operator (§§ 167 and 168).

(1) Description of change.

(a) Applicability. This change applies
to a cable system operator that is within
the scope of Rev. Proc. 2015-12, 2015-2
L.R.B. 266, and wants to change to the safe
harbor method of accounting provided in
section 8.03 of Rev. Proc. 2015-12 for
determining depreciation under §§ 167
and 168 of a fiber optic transfer node and
trunk line consisting of fiber optic cable
used in a cable distribution network pro-
viding one-way and two-way communi-
cation services. The safe harbor method
provided by section 8.03 of Rev. Proc.
2015-12 determines the asset for purposes
of §§ 167 and 168.

(b) Inapplicability. This change does
not apply to the following:

(1) any property that is not depreciated
under § 168 under the taxpayer’s present
and proposed methods of accounting; or

(i1) any property that is not owned by
the taxpayer at the beginning of the year
of change.

(2) Certain eligibility rule inapplica-
ble. The eligibility rule in section 5.01(1)
(d) of Rev. Proc. 2015-13 does not apply
to a taxpayer that makes this change.

(3) Concurrent automatic change.

(a) A taxpayer that wants to make this
change for more than one asset for the
same year of change should file a single
Form 3115 for all such assets and provide
a single net § 481(a) adjustment for all
the changes included in that Form 3115.
If one or more of the changes in that
single Form 3115 generate a negative
§ 481(a) adjustment and other changes
in that same Form 3115 generate a pos-
itive § 481(a) adjustment, the taxpayer
may provide a single negative § 481(a)
adjustment for all the changes that are
included in that Form 3115 generating
such adjustment and a single positive
§ 481(a) adjustment for all the changes
that are included in that Form 3115 gen-
erating such adjustment.

(b) A taxpayer that wants to make
both this change and a change to a UNI-
CAP method under section 12.01, 12.02,
12.08, or 12.12 of this revenue proce-
dure, as applicable, for the same year of
change should file a single Form 3115
for all such changes and must enter the
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designated automatic accounting method
change numbers for the changes on the
appropriate line on the Form 3115. See
section 6.03(1)(b) of Rev. Proc. 2015-13
for information on making concurrent
changes.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change to the method of
accounting under this section 6.17 is
“210.”

(5) Contact information. For further
information regarding a change under this
section, contact Charles Magee at (202)
317-7005 (not a toll-free number).

18 Qualified improvement property
placed in service after December 31, 2017
(s 168).

(1) Description of change.

(a) Applicability. This change applies
to a taxpayer that wants to change from
an impermissible to a permissible method
of accounting for depreciation of any item
of qualified improvement property, as
defined in § 168(e)(6):

(1) that is placed in service by the tax-
payer after December 31, 2017;

(i1) for which the taxpayer used the
impermissible method of accounting in at
least two taxable years immediately pre-
ceding the year of change (but see section
6.18(1)(b) of this revenue procedure for
qualified improvement property placed
in service in the taxable year immediately
preceding the year of change); and

(iii) that is owned by the taxpayer at
the beginning of the year of change (but
see section 6.07 of this revenue procedure
for property disposed of before the year of
change).

(b) Taxpayer has not adopted a method
of accounting for the qualified improve-
ment property. If a taxpayer does not
satisfy section 6.18(1)(a)(ii) of this rev-
enue procedure for an item of qualified
improvement property because the item of
qualified improvement property is placed
in service by the taxpayer in the taxable
year immediately preceding the year of
change (l-year QIP), the taxpayer may
change from the impermissible method of
determining depreciation to the permissi-
ble method of determining depreciation
for the 1-year QIP by filing a Form 3115
for this change, provided the § 481(a)
adjustment reported on the Form 3115
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includes the amount that is attributable
to all property (including the 1-year QIP)
subject to the Form 3115. Alternatively,
the taxpayer may change from the imper-
missible method of determining depreci-
ation to the permissible method of deter-
mining depreciation for the 1-year QIP
by filing an amended federal income tax
return, or an administrative adjustment
request under § 6227 (AAR), as applica-
ble, for the property’s placed-in-service
year prior to the date the taxpayer files
its federal income tax return for the tax-
able year succeeding the placed-in-ser-
vice year. In addition, if the 1-year QIP
is within the scope of section 3 of Rev.
Proc. 2020-25, 2020-19 I.R.B. 785, the
taxpayer may change from the impermis-
sible method of determining depreciation
to the permissible method of determining
depreciation for the 1-year QIP by filing
an amended federal income tax return, or
AAR, as applicable, in accordance with
section 3.02(3)(a) of Rev. Proc. 2020-25.

(¢) Inapplicability. This change does
not apply to:

(1) any qualified improvement prop-
erty placed in service by a taxpayer that
made a late election, or withdrew an elec-
tion, under § 163(j)(7)(B) (electing real
property trade or business) or § 163(j)
(7)(C) (electing farming business) for
the taxable year in which the qualified
improvement property is placed in service
by the taxpayer, in accordance with Rev.
Proc. 2020-22, 2020-18 I.R.B. 745. Any
changes to depreciation for such qualified
improvement property, or other deprecia-
ble property, affected by the late election
or withdrawn election under § 163()(7)
(B) or (C) are made in accordance with
sections 4.02 and 4.03, or 5.02 of Rev.
Proc. 2020-22, as applicable;

(i1) any qualified improvement prop-
erty for which the taxpayer is changing
from deducting the cost or other basis as
an expense to capitalizing and depreciat-
ing the cost or other basis, or vice versa;

(iii) any qualified improvement prop-
erty for which the taxpayer is changing
its method of accounting for depreciation
to the method of accounting for depre-
ciation provided in § 1.168(i)-4, which
applies when there is a change in use of
the property (but see section 6.04 or 6.05
of this revenue procedure for making this
change); or
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(iv) any change in method of account-
ing to which section 6.20 of this revenue
procedure applies.

(2) Reduced filing requirement. A tax-
payer making a change under this section
6.18 is required to complete only the fol-
lowing information on Form 3115 (Rev.
December 2022):

(a) The identification section of page 1
(above Part I);

(b) The signature section at the bottom
of page 1;

(c) Part I;

(d) Part I1, all lines except lines 11, 12,
13,15, 16, 17, and 19;

(e) Part IV, all lines; and

(f) Schedule E, all lines except lines 1,
4b, 5, and 6.

(3) Concurrent automatic change.

(a) A taxpayer making this change for
more than one asset for the same year of
change should file a single Form 3115 for
all such assets and provide a single net
§ 481(a) adjustment for all the changes
included in that Form 3115.

(b) A taxpayer making this change
and the change in section 6.01 or 6.19 of
this revenue procedure for the same year
of change should file a single Form 3115
for all such changes and must enter the
designated automatic accounting method
change numbers on the appropriate line
of the Form 3115. See section 6.03(1)(b)
of Rev. Proc. 2015-13 for information on
making concurrent changes.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change to the method of
accounting under this section 6.18 is
€244

(5) Contact information. For further
information regarding a change under this
section, contact Elizabeth Binder at (202)
317-7005 (not a toll-free number).

.19 Certain late elections under §§ 168
and 1502 or revocation of certain elec-
tions under § 168 (§ 168(g)(7), (k)(5),
(k)(7), and (k)(10); §§ 1.168(k)-2 and
1.1502-68).

(1) Description of change.

(a) Applicability. This change applies to
a taxpayer within the scope of section 5 of
Rev. Proc. 2020-50, 2020-48 I.R.B. 1122,
that wants to make a late election under
§ 168(k)(5), (7), or (10), § 1.168(k)-2(c)
(component election), § 1.1502-68(c)
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(4) (designated transaction election),
or proposed § 1.168(k)-2(c) (proposed
component election) as provided in sec-
tion 5.02(2) of Rev. Proc. 2020-50. This
change also applies to a taxpayer within
the scope of section 6 of Rev. Proc. 2020-
50 that wants to revoke an election under
§ 168(k)(5), (k)(7), or (k)(10), or a pro-
posed component election as provided in
section 6.02(2)(b) of Rev. Proc. 2020-50.

(b) Inapplicability. The IRS will
treat the making of a late election under
§ 168(k)(5), (7), or (10), a late compo-
nent election, a late designated transaction
election, or a late proposed component
election as provided in section 5 of Rev.
Proc. 2020-50, or the revocation of an
election under § 168(k)(5), (k)(7), or (k)
(10), or a proposed component election as
provided in section 6 of Rev. Proc. 2020-
50, as a change in method of accounting
with a § 481(a) adjustment only for the
taxable years specified in section 6.19(2)
of this revenue procedure. This treatment
does not apply to a taxpayer that makes
these late elections or revocations before
or after the time specified in section
6.19(2) of this revenue procedure, and any
such late election or revocation is not a
change in method of accounting pursuant
to § 1.446-1(e)(2)(i1)(d)(3)(iii).

(2) Time for making the change. The
change under section 6.19(1)(a) and (b) of
this revenue procedure must be made for
the taxpayer’s first or second taxable year
succeeding the taxable year in which the
taxpayer (A) placed in service the prop-
erty affected by the late election under
§ 168(k)(7) or (10), the late component
election, the late designated transaction
election, or the late proposed component
election, as applicable, or by the revo-
cation of the election under § 168(k)(7)
or (k)(10), or the proposed component
election, as applicable, or (B) planted or
grafted the specified plant to which the
late § 168(k)(5) election applies or to
which the revocation of the election under
§ 168(k)(5) applies.

(3) Certain eligibility rules inapplica-
ble. The eligibility rules in section 5.01(1)
(d) and (f) of Rev. Proc. 2015-13, 2015-5
LLR.B. 419, do not apply to the change
under section 6.19(1)(a) and (b) of this
revenue procedure for the taxpayer’s first
or second taxable year succeeding the tax-
able year in which the taxpayer (A) placed
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in service the property affected by the late
election under § 168(k)(7) or (10), the late
component election, the late designated
transaction election, or the late proposed
component election, as applicable, or
by the revocation of the election under
§ 168(k)(7) or (k)(10), or the proposed
component election, as applicable, or (B)
planted or grafted the specified plant to
which the late § 168(k)(5) election applies
or to which the revocation of the election
under § 168(k)(5) applies.

(4) Reduced filing requirement. A tax-
payer making a change under this section
6.19 is required to complete only the fol-
lowing information on Form 3115 (Rev.
December 2022):

(a) The identification section of page 1
(above Part I);

(b) The signature section at the bottom
of page 1;

(c) Part I;

(d) Part I1, all lines except lines 11, 12,
13,15, 16, 17, and 19;

(e) Part IV, all lines; and

(f) Schedule E, all lines except lines 1,
4b, 5, and 6.

(5) Concurrent automatic change.

(a) A taxpayer making one or more
late elections and/or revoking one or more
elections under sections 5 and 6 of Rev.
Proc. 2020-50 for the same year of change
must file a single Form 3115 for all such
changes. The single Form 3115 must pro-
vide a single net § 481(a) adjustment for
all such changes for all assets placed in
service, and all specified plants planted or
grafted, by the taxpayer during the same
taxable year. See section 6.03(1)(b) of
Rev. Proc. 2015-13 for information on
making concurrent changes.

(b) A taxpayer making one or more
changes under this section 6.19 and the
change in section 6.01, 6.18, or 6.20 of
this revenue procedure for the same year
of change must file a single Form 3115
for all such changes and must enter the
designated automatic accounting method
change numbers on the appropriate line
on the Form 3115. The single Form 3115
must provide a single net § 481(a) adjust-
ment for all such changes for all assets
placed in service, and all specified plants
planted or grafted, by the taxpayer during
the same taxable year. See section 6.03(1)
(b) of Rev. Proc. 2015-13 for information
on making concurrent changes.
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(6) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change to the method of
accounting under this section 6.19 is
€245

(7) Contact information. For further
information regarding a change under this
section, contact Elizabeth Binder at (202)
317-7005 (not a toll-free number).

.20 Change in depreciation as a
result of applying the additional first
year depreciation regulations (§ 168(k);
S 1.168(k)-2 and 1.1502-68).

(1) Description of Change.

(a) Applicability. This change applies
to a taxpayer within the scope of section
4 of Rev. Proc. 2020-50, 2020-48 I.R.B.
1122, that wants to change its method of
accounting for depreciation under § 168
to comply with the Final Regulations (as
defined in section 2.02(6) of Rev. Proc.
2020-50), the 2019 final regulations (as
defined in section 2.02(2) of Rev. Proc.
2020-50), or both the 2019 final regula-
tions and the 2019 proposed regulations
(as defined in section 1 of Rev. Proc.
2020-50), as applicable, for depreciable
property and specified plants within the
scope of section 4 of Rev. Proc. 2020-50.
A change under this section 6.20 applies
to (i) a taxpayer that is changing from
an impermissible method of accounting
to a permissible method of accounting
under section 4.03(4)(b) of Rev. Proc.
2020-50 and section 6.20(3) of this reve-
nue procedure, and (ii) a taxpayer that is
changing from one permissible method of
accounting to another permissible method
of accounting under section 4.04 of Rev.
Proc. 2020-50 and section 6.20(4) of this
revenue procedure. For purposes of this
section 6.20, a taxpayer is deemed to
change from an impermissible method
of accounting to a permissible method of
accounting when, for the first time, the
taxpayer changes its method of account-
ing for depreciation under this section
6.20 for depreciable property and speci-
fied plants described in section 4.02(1) of
Rev. Proc. 2020-50 to comply with the
Final Regulations, the 2019 final regula-
tions, or both the 2019 final regulations
and the 2019 proposed regulations. Fur-
ther, any subsequent time the taxpayer
changes its method of accounting for
depreciation for depreciable property
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and specified plants described in section
4.02(1) of Rev. Proc. 2020-50 to comply
with the Final Regulations, the 2019 final
regulations, or both the 2019 final regula-
tions and the 2019 proposed regulations,
is a change from a permissible method of
accounting to another permissible method
of accounting under this section 6.20. See
section 4.02(2) of Rev. Proc. 2020-50.

(b) Inapplicability. This change does
not apply to any property for which
the taxpayer is changing its method of
accounting for depreciation to the method
of accounting for depreciation provided in
§ 1.168(1)-4, which applies when there is a
change in use of the property (but see sec-
tion 6.04 or 6.05 of this revenue procedure
for making this change).

(2) Certain eligibility rules inapplica-
ble.

(a) In general. The eligibility rule in
section 5.01(1)(d) of Rev. Proc. 2015-13,
2015-51L.R.B. 419, does not apply to a tax-
payer making this change for the property
and specified plant within the scope of
section 4 of Rev. Proc. 2020-50, as mod-
ified by section 6.20(1)(b) of this revenue
procedure.

(b) Special rule. The eligibility rule in
section 5.01(1)(f) of Rev. Proc. 2015-13,
2015-51L.R.B. 419, does not apply to a tax-
payer making this change for the property
and specified plant within the scope of
section 4 of Rev. Proc. 2020-50, as mod-
ified by section 6.20(1)(b) of this revenue
procedure, for the taxpayer’s first or sec-
ond taxable year succeeding the taxable
year in which the taxpayer placed in ser-
vice such property, or planted or grafted
such specified plant, as applicable.

(3) Impermissible to permissible
method of determining the depreciation
deduction allowable.

(a) A taxpayer may change from an
impermissible method of accounting to a
permissible method of accounting under
section 4.03 of Rev. Proc. 2020-50 for
the property and specified plant within the
scope of section 4.03 of Rev. Proc. 2020-
50, as modified by section 6.20(1)(b) of
this revenue procedure, for which the tax-
payer used the impermissible method of
accounting in at least two taxable years
immediately preceding the year of change
(but see section 6.20(3)(b) of this revenue
procedure for property placed in service
or a specified plant planted or grafted in
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the taxable year immediately preceding
the year of change).

(b) If a taxpayer does not satisfy sec-
tion 6.20(3)(a) of this revenue procedure
for depreciable property that is within the
scope of section 4.03 of Rev. Proc. 2020-
50, as modified by section 6.20(1)(b) of
this revenue procedure, because the depre-
ciable property is placed in service by the
taxpayer in the taxable year immediately
preceding the year of change (l-year
Property), the taxpayer may change from
the impermissible method of determining
depreciation to the permissible method of
determining depreciation for the 1-year
Property by filing a Form 3115 for this
change in accordance with this section
6.20(3), provided the § 481(a) adjustment
reported on the Form 3115 includes the
amount of any adjustment attributable to
all property, including the I-year Prop-
erty, subject to the Form 3115. Similarly,
for a specified plant that is within the
scope of section 4.03 of Rev. Proc. 2020-
50, as modified by section 6.20(1)(b) of
this revenue procedure, and is planted or
grafted by the taxpayer in the taxable year
immediately preceding the year of change
(1-year Plant), the taxpayer may change
from the impermissible method of deter-
mining depreciation to the permissible
method of determining depreciation under
this section 6.20(3) for the 1-year Plant
by filing a Form 3115 for this change in
accordance with this section 6.20(3), pro-
vided the § 481(a) adjustment reported
on the Form 3115 includes the amount of
any adjustment attributable to all prop-
erty, including the I-year Plant, subject
to the Form 3115. Alternatively, the tax-
payer may change from the impermissible
method of determining depreciation to the
permissible method of determining depre-
ciation for the l-year Property or l-year
Plant by filing an amended federal income
tax return, or an administrative adjustment
request under § 6227 (AAR), as applica-
ble, for the 1-year Property’s placed-in-
service year or 1-year Plant’s planting or
grafting year, as applicable, prior to the
date the taxpayer files its federal income
tax return for the taxable year succeeding
the placed-in-service year or planting or
grafting year, as applicable. In addition,
if the 1-year Property or 1-year Plant is
within the scope of section 4.03 of Rev.
Proc. 2020-50, as modified by section
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6.20(1)(b) of this revenue procedure, the
taxpayer may change from the impermis-
sible method of determining depreciation
to the permissible method of determining
depreciation for the I-year Property or
1-year Plant by filing an amended federal
income tax return, or AAR, as applicable,
in accordance with section 4.03(4)(a) of
Rev. Proc. 2020-50.

(c) A change under section 4.03(4)(b)
of Rev. Proc. 2020-50 and this section
6.20(3) is made with a § 481(a) adjust-
ment. However, consent to make a change
in method of accounting under this section
6.20 will be granted by the Commissioner
only if the taxpayer satisfies section 4.02
of Rev. Proc. 2020-50, to the extent rel-
evant. Further, if a taxpayer that has a
trade or business with floor plan financing
indebtedness is applying § 1.168(k)-2(b)
(2)(i1))(G) of the Final Regulations,
§ 1.168(k)-2(b)(2)(ii)(G) of the 2019 final
regulations, or both § 1.168(k)-2(b)(2)
(11)(G) of the 2019 final regulations and
§ 1.168(k)-2(b)(2)(i1)(G) of the 2019 pro-
posed regulations for depreciable property
placed in service by the taxpayer in its
2018, 2019, or 2020 taxable year, consent
to make a change in method of account-
ing under this section 6.20 will be granted
by the Commissioner only if the amount
of the § 481(a) adjustment is adjusted to
account for the proper amount of interest
expense, taking into account the business
interest limitation under § 163(j) and the
regulations thereunder, as of the begin-
ning of the year of change.

(4) Permissible to another permissible
method of determining the depreciation
deduction allowable.

(a) A taxpayer may change from one
permissible method of accounting to
another permissible method of accounting
under section 4.04 of Rev. Proc. 2020-50
for the property and specified plant within
the scope of section 4.04 of Rev. Proc.
2020-50, as modified by section 6.20(1)
(b) of this revenue procedure.

(b) A change under section 4.04 of Rev.
Proc. 2020-50 and this section 6.20(4)
is made on a cut-off basis. Accordingly,
neither the modified cut-off method, as
described in § 1.446-1(e)(2)(ii)(d)(5)(iii),
nor a § 481(a) adjustment is permitted or
required.

(5) Additional requirement. A taxpayer
making a change under this section 6.20
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also must comply with section 4.02 of
Rev. Proc. 2020-50, to the extent relevant.
Once a taxpayer applies § 1.168(k)-2 and,
to the extent relevant, § 1.1502-68, of the
Final Regulations, in their entirety, for a
taxable year, the taxpayer must continue
to apply § 1.168(k)-2 and, to the extent
relevant, § 1.1502-68, of the Final Reg-
ulations, in their entirety, for the tax-
payer’s subsequent taxable years. See
§§ 1.168(k)-2(h)(3)(iii) and 1.1502-68(e)
(2)(iii) of the Final Regulations and sec-
tion 4.02(1) of Rev. Proc. 2020-50.

(6) Reduced filing requirement. A tax-
payer making a change under this section
6.20 is required to complete only the fol-
lowing information on Form 3115 (Rev.
December 2022):

(a) The identification section of page 1
(above Part I);

(b) The signature section at the bottom
of page 1;

(c) Part I;

(d) Part I1, all lines except lines 11, 12,
13,15, 16, 17, and 19;

(e) Part IV, all lines; and

(f) Schedule E, all lines except lines 1,
4b, 5, and 6.

(7) Concurrent automatic change.

(a) A taxpayer making this change
must file a single Form 3115 for all assets
placed in service, and all specified plants
planted or grafted, by the taxpayer during
the same taxable year and must provide a
single net § 481(a) adjustment for all the
changes included in that Form 3115.

(b) A taxpayer making one or more
changes under section 6.20(3) of this rev-
enue procedure and the change in section
6.01, 6.18, or 6.19 of this revenue proce-
dure for the same year of change must file
a single Form 3115 for all such changes
and must enter the designated automatic
accounting method change numbers on
the appropriate line on the Form 3115.
The single Form 3115 must provide a sin-
gle net § 481(a) adjustment for all such
changes for all assets placed in service,
and all specified plants planted or grafted,
by the taxpayer during the same taxable
year. See section 6.03(1)(b) of Rev. Proc.
2015-13 for information on making con-
current changes.

(8) Designated automatic accounting
method change numbers. The designated
automatic accounting method change
number for (a) a change under section
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6.20(3) of this revenue procedure is “246”,
and (b) a change under section 6.20(4) of
this revenue procedure is “247.”

(9) Contact information. For further
information regarding a change under this
section, contact Elizabeth Binder at (202)
317-7005 (not a toll-free number).

.21 Depreciation of tangible property
under § 168(g) by controlled foreign cor-
porations.

(1) Description of change. This change
is applicable to a controlled foreign corpo-
ration (as defined in § 957(a)) (CFC) that
seeks to change its method of accounting
for depreciation for an item of property
that is described in § 168(g)(1)(A) (except
for property excluded from the application
of § 168 as a result of § 168(f)) and owned
by the CFC at the beginning of the year
of change to the permissible depreciation
method, convention, and recovery period
prescribed under the alternative depreci-
ation system (ADS) in § 168(g) for such
property in determining the CFC’s gross
and taxable income under § 1.952-2 as
well as its earnings and profits (“E&P”)
under §§ 964 and 986(b) and the regu-
lations thereunder. This change applies
regardless of whether the method of
accounting for depreciation that the CFC
wants to change pursuant to this section
6.21 is impermissible or permissible
under the Internal Revenue Code and the
regulations thereunder.

(2) CFC has not adopted a method of
accounting for the item of property. If a
CFC placed in service an item of property
described in section 6.21(1) of this reve-
nue procedure in the taxable year immedi-
ately preceding the year of change (1-year
property), the CFC may change its method
of determining depreciation for the 1-year
property to ADS if the designated share-
holder files a Form 3115 for this change,
provided the § 481(a) adjustment attrib-
utable to the I-year property is included
on the Form 3115. Alternatively, the CFC
may change its impermissible method of
determining depreciation for the 1-year
property to ADS if each U.S. shareholder
of the CFC (or the agent described in
§ 1.1502-77(a), if applicable) files an
amended federal income tax return for
the taxable year in which or with which
the property’s placed-in-service year ends
prior to the date the shareholder files its
federal income tax return for the taxable
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year in which or with which the CFC’s
taxable year succeeding the placed-in-ser-
vice year ends.

(3) Section 481(a) adjustment. A
§ 481(a) adjustment is required with
respect to a change made under this sec-
tion 6.21 for any CFC.

(4) Certain eligibility rules inapplica-
ble. The eligibility rules in section 5.01(1)
(c), (d), (e), and (f) of Rev. Proc. 2015-
13,2015-5 1.R.B. 419, do not apply to this
change.

(5) Short Form 3115 in lieu of a stan-
dard Form 3115. In accordance with
§ 1.446-1(e)(3)(ii), the requirement in
§ 1.446-1(e)(3)(i) to file a standard Form
3115 is waived and, pursuant to section
6.02(2) of Rev. Proc. 2015-13, a short
Form 3115 is authorized with respect
to any CFC making a change under this
section 6.21. The short Form 3115 (Rev.
December 2022) must include the follow-
ing information:

(a) The identification section of page 1
(above Part I);

(b) The signature section at the bottom
of page 1;

(c) Part I;

(d) Part I1, all lines except lines 10, 13,
16, and 19;

(e) Part IV; and

(f) Schedule E.

(6) Concurrent automatic changes.
A designated shareholder making an
accounting method change on behalf of a
CFC under this section 6.21 with respect
to more than one asset for the same year
of change may file a single short Form
3115 for all such changes. If any § 481(a)
adjustment (or any component of a
§ 481(a) adjustment) from a change that
is included in that Form 3115 shares all
of the same characteristics as any other
§ 481(a) adjustment (or component) from
a change that is included in that Form
3115, those § 481(a) adjustments (or com-
ponents) must be provided as a single
§ 481(a) adjustment, with the character-
istics identified, in the Form 3115. Any
§ 481(a) adjustment (or component of a
§ 481(a) adjustment) from a change that
is included in that Form 3115 that does
not share all of the same characteristics
as any other § 481(a) adjustment (or com-
ponent) from a change that is included in
that Form 3115 must be provided as a sep-
arate § 481(a) adjustment, with the char-
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acteristics identified, in the Form 3115. A
§ 481(a) adjustment (or any component
of a § 481(a) adjustment) shares all of the
same characteristics as another § 481(a)
adjustment (or component) if:

(1) The § 481(a) adjustments (or com-
ponents) relate to the same qualified busi-
ness unit (QBU), as defined in § 989(a)
and § 1.989(a)-1(b);

(i1) If applicable, the § 481(a) adjust-
ments (or components) relate to the same
tested unit, as defined in § 1.951A-2(c)(7)
(iv);

(iii)) The § 481(a) adjustments (or
components) are either all positive or all
negative, as applicable (for this purpose a
negative component of an overall positive
adjustment will be treated as positive and
a positive component of an overall neg-
ative adjustment will be treated as nega-
tive); and

(iv) The § 481(a) adjustments (or com-
ponents) have the same source, separate
limitation classification, character, and
treatment under section 7.07(2) of Rev.
Proc. 2015-13, as modified by section 4 of
Rev. Proc. 2021-26, 2021-22 I.R.B. 1163,
1167-68.

(7) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
6.21 is “248.”

(8) Contact information. For further
information regarding a change under this
section, contact Dylan Steiner at (202)
317-6934 (not a toll-free number).

SECTION 7. RESEARCH AND
EXPERIMENTAL EXPENDITURES

(§174)

.01 Change in Method of Accounting
Jfor SRE Expenditures.

(1) Description of change.

(a) In general. This change applies to a
taxpayer that wants to change its method
of accounting for expenditures paid or
incurred in taxable years beginning after
December 31, 2021, to:

(1) comply with § 174, as amended by
§ 13206(a) of Public Law 115-97, 131
Stat. 2054 (Dec. 22, 2017), commonly
referred to as the Tax Cuts and Jobs Act
(TCJA); or

(ii) rely on interim guidance provided
in sections 3, 4, 5, 6, or 7 of Notice 2023-

1519

63, 2023-39 L.R.B. 919, as modified by
Notice 2024-12, 2024-5 I.R.B. 616.

(b) References to § 174. Unless other-
wise stated, references to “§ 174” in this
section 7.01 refer to § 174 as amended by
§ 13206(a) of the TCJA. Section 13206(¢)
of the TCJA provides that the amendments
made by § 13206 of the TCJA apply to
amounts paid or incurred in taxable years
beginning after December 31, 2021.

(c¢) Changes included in section 7.01(1)
(a) of this revenue procedure. The changes
described in section 7.01(1)(a) of this
revenue procedure include, among other
changes, a change:

(1) from capitalizing specified research
or experimental (SRE) expenditures, as
defined in § 174(b) and section 4.02(2) of
Notice 2023-63, as applicable, to inven-
toriable property or depreciable property
and recovering such expenditures through
cost of goods sold or depreciation, respec-
tively, to capitalizing and amortizing such
expenditures under § 174(a) or section
3.02 of Notice 2023-63, as applicable; and

(i1) from treating an expenditure that
does not meet the definition of an SRE
expenditure as an SRE expenditure sub-
ject to capitalization and amortization
under § 174(a) or section 3.02 of Notice
2023-63, as applicable, to treating that
expenditure under the appropriate provi-
sion of the Code.

(2) Inapplicability. This change
described in section 7.01(1)(a) of this rev-
enue procedure does not apply to:

(a) a change in the treatment of
acquired, leased, or licensed computer
software under Rev. Proc. 2000-50,
2000-2 C.B. 601, as modified by Rev.
Proc. 2007-16, 2007-1 C.B. 358 (see sec-
tion 9.01 of this revenue procedure);

(b) achange in the treatment of research
or experimental expenditures under for-
mer § 174 (that is, § 174 as in effect prior
to the amendments made by § 13206(a)
of the TCJA), or software development
expenditures, paid or incurred in taxable
years beginning before January 1, 2022
(see section 9.01 of this revenue proce-
dure).

(c) a change to rely on interim guidance
provided in sections 8 and 9 of Notice
2023-63, as modified by Notice 2024-12.

(d) a change from treating SRE expen-
ditures paid or incurred by a taxpayer that
transfers related property (that is, property
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with respect to which such SRE expen-
ditures were paid or incurred) in a § 351
exchange as amortizable by the transferee
corporation following such exchange to
treating such SRE expenditures as amor-
tizable by the transferor following such
exchange (as such a change is not a change
in method of accounting).

(3) Manner of making change.

(a) Modified § 481(a) adjustment and
cut-off.

(1) In general. Except as provided in
section 7.01(3)(a)(ii) of this revenue pro-
cedure, the change under section 7.01(1)
(a) of this revenue procedure is made with
a modified § 481(a) adjustment that takes
into account only expenditures paid or
incurred in taxable years beginning after
December 31, 2021.

(i1) Exception for negative modified
$ 481(a) adjustment. If a change described
in section 7.01(3)(a)(i) of this revenue
procedure results in a modified § 481(a)
adjustment that is negative, the taxpayer
may instead choose to implement the
change on a cut-off basis.

(b) Form 3115 and required statement.
In completing a Form 3115, Application
for Change in Accounting Method, to
make the change in method of accounting
under section 7.01(1)(a) of this revenue
procedure, a taxpayer must include on an
attachment to Form 3115:

(1) a general description of the type of
expenditures included as SRE expendi-
tures;

(i1) the taxable year(s) in which the
expenditures subject to the change were
paid or incurred by the applicant; and

(iii) a declaration that provides the rea-
son for which the applicant is changing
its method of accounting under section
7.01(1)(a) of this revenue procedure. The
declaration must also state whether the
applicant is making the change on a cut-
off basis under section 7.01(3)(a)(ii) of
this revenue procedure or with a modified
§ 481(a) adjustment that takes into account
only expenditures paid or incurred in tax-
able years beginning after December 31,
2021, under section 7.01(3)(a)(i) of this
revenue procedure.

(4) Transition rule. A taxpayer who
filed a Federal tax return on or before Jan-
uary 17, 2023, for a taxable year begin-
ning after December 31, 2021, is deemed
to have complied with the § 446 method
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change procedures and section 7.01 of this
revenue procedure to change its method
of accounting for expenditures paid or
incurred in the first taxable year beginning
after December 31, 2021, to comply with
§ 174 if the taxpayer:

(a) reported the amount of SRE expen-
ditures paid or incurred for such taxable
year on Part VI of Form 4562, Deprecia-
tion and Amortization, filed with the Fed-
eral tax return, and

(b) properly capitalized and amortized
such SRE expenditures in accordance
with § 174 for such taxable year.

(5) Certain eligibility rules inapplica-
ble.

(a) In general. The eligibility rules in
section 5.01(1)(d) and (f) of Rev. Proc.
2015-13, 2015-5 I.R.B. 419, do not apply
to a change described in section 7.01(1)
(a) of this revenue procedure made by a
taxpayer for any taxable year beginning in
2022, 2023, or 2024.

(b) Changes made in successive tax-
able years. A taxpayer may make a change
described in section 7.01(1)(a) of this rev-
enue procedure for a taxable year begin-
ning in 2022, 2023, or 2024, regardless of
whether the taxpayer made a change for
the same item for any previous taxable
year beginning in 2022, 2023, or 2024.

(6) Limited audit protection. A tax-
payer does not receive audit protection
under section 8.01 of Rev. Proc. 2015-13
for the change under section 7.01(1)(a)
of this revenue procedure with respect to
expenditures paid or incurred in taxable
years beginning on or before December
31, 2021. Additionally, a taxpayer does
not receive audit protection under section
8.01 of Rev. Proc. 2015-13 for a change
under section 7.01(1)(a) of this revenue
procedure made for any taxable year
beginning in 2022 or 2023 (other than the
first taxable year beginning after Decem-
ber 31, 2021), with respect to expendi-
tures paid or incurred in the first taxable
year beginning after December 31, 2021,
if the taxpayer did not change its method
of accounting under section 7.01(1)(a) in
an effort to comply with § 174 for the first
taxable year beginning after December 31,
2021. See section 8.02(2) of Rev. Proc.
2015-13.

(7) Designated automatic accounting
method change number. The designated
automatic accounting method change
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number for a change under this section
7.01 is “265.”

(8) No inference relating to expendi-
tures paid or incurred in taxable years
prior to the first taxable year in which
§ 174 becomes effective. No inference
may be drawn from section 7.01 of this
revenue procedure regarding the treat-
ment of expenditures paid or incurred in,
and changes in methods of accounting for,
taxable years in which former § 174 was
in effect, including issues relating to the
application of §§ 1.174-1, 1.174-2, 1.174-
3, and 1.174-4 for taxable years in which
former § 174 was in effect.

(9) No ruling on method used. The con-
sent granted under section 9 of Rev. Proc.
2015-13 for a change made under section
7.01(1)(a)(i) of this revenue procedure is
not a determination by the Commissioner
that the new method of accounting is a
permissible method of accounting, nor
does it create any presumption that the
new method of accounting is a permissi-
ble method of accounting. The director
will ascertain whether the new method
of accounting is a permissible method of
accounting.

(10) Contact information. For further
information regarding a change under
this section, contact Bruce Chang at (202)
317-7005 (not a toll-free number).

SECTION 8. ELECTIVE EXPENSING
PROVISIONS (§ 179D)

.01 Deduction for Energy Efficient
Commercial Buildings (§ 179D).

(1) Description of change. This change,
as described in Rev. Proc. 2012-39, 2012-
41 L.R.B. 470, applies to a taxpayer that
wants to change its method of account-
ing to deduct under § 179D amounts paid
or incurred for the installation of energy
efficient commercial building property,
as defined in § 179D(c)(1). The deduc-
tion for energy efficient commercial
building property is subject to the lim-
its of § 179D(b) and must be claimed in
the taxable year in which the property is
placed in service. The basis of the energy
efficient commercial building property
is reduced by the amount of the § 179D
deduction taken and the remaining basis
of the energy efficient commercial build-
ing property is depreciated over its recov-
ery period.
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(2) Applicability. This change applies
to a taxpayer that places in service prop-
erty for which a deduction is allowed
under § 179D(a).

(3) Inapplicability. This change does
not apply to a designer to whom the owner
of a government building allocates the
§ 179D deduction.

(4) Manner of making change. A tax-
payer making this change must attach to
its Form 3115 (the original, the duplicate
copy filed with the IRS in Ogden, UT, and
any additional copies) a statement with a
detailed description of the tax treatment of
the property under the taxpayer’s present
and proposed methods of accounting.

(5) Certification requirement. In addi-
tion to the statement required by section
8.01(4) of this revenue procedure, a tax-
payer making this change must attach to
its Form 3115 a certification as required
by section 4 of Notice 2006-52, 2006-1
C.B. 1175, or section 5 of Notice 2008-
40, 2008-1 C.B. 725, to demonstrate that
the energy efficient commercial build-
ing property has achieved the reduction
in energy and power costs or in lighting
power density necessary to qualify for the
§ 179D deduction.

(6) No ruling on qualification. The con-
sent granted under section 9 of Rev. Proc.
2015-13, 2015-5 I.R.B. 419, for a change
provided in this section 8.01 is not a deter-
mination by the Commissioner that the
taxpayer qualifies for a deduction under
section 179D. The director will ascer-
tain whether the taxpayer qualifies for a
deduction under section 179D (including
a review of the required certifications).
See section 12 of Rev. Proc. 2015-13.

(7) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
8.01 is “152.”

(8) Contact information. For further
information regarding a change under this
section, contact Charles Hyde at (202)
317-5214 (not a toll-free number).

SECTION 9. COMPUTER SOFTWARE
EXPENDITURES (§§ 162, 167, and 197)

.01 Computer software expenditures.

(1) Description of change. This
change applies to a taxpayer that wants
to change its method of accounting
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for the costs of computer software to a
method described in Rev. Proc. 2000-50,
2000-2 C.B. 601, as modified by Rev.
Proc. 2007-16, 2007-1 C.B. 358. Section
5 of Rev. Proc. 2000-50 describes the
methods applicable to the costs of devel-
oping computer software. Section 6 of
Rev. Proc. 2000-50 describes the method
applicable to the costs of acquired com-
puter software. Section 7 of Rev. Proc.
2000-50 describes the method applicable
to leased or licensed computer software.
Section 13206 of Public Law 115-97,
131 Stat. 2054 (Dec. 22, 2017), com-
monly referred to as the Tax Cuts and
Jobs Act (TCJA), amended § 174 to treat
the costs of software development as
research or experimental expenditures,
effective for amounts paid or incurred in
taxable years beginning after December
31, 2021. Section 12 of Notice 2023-
63, 2023-39 I.R.B. 919, as modified by
Notice 2024-12, 2024-5 I.R.B. 616, pro-
vides that, as a result of the TCJA amend-
ments to § 174 and the rules in sections 3
through 5 of Notice 2023-63, section 5 of
Rev. Proc. 2000-50 is obsolete for costs
of developing software paid or incurred
in taxable years beginning after Decem-
ber 31, 2021. Accordingly, section 5 of
Rev. Proc. 2000-50 (costs of developing
computer software) applies only to costs
of developing computer software paid or
incurred in any taxable year beginning on
or before December 31, 2021.

(2) Scope. This change applies to all
costs of computer software as defined in
section 2 of Rev. Proc. 2000-50. However,
this change does not apply to any computer
software that is subject to amortization as
an “amortizable section 197 intangible”
as defined in § 197(c) and the regulations
thereunder, or to costs that a taxpayer has
treated as research and experimentation
expenditures under § 174.

(3) Inapplicability. This change does
not apply to costs of developing computer
software that are paid or incurred in tax-
able years beginning after December 31,
2021.

(4) Statement required. If a taxpayer
is changing to the method described in
section 5.01(2) of Rev. Proc. 2000-50,
the taxpayer must attach to its Form 3115
a statement providing the information
required in section 8.02(2) of Rev. Proc.
2000-50.
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(5) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
9.011is “18.”

(6) Contact information. For further
information regarding a change under
this section, contact Bruce Chang at (202)
317-7005 (not a toll-free number).

SECTION 10. START-

UP EXPENDITURES AND
ORGANIZATIONAL FEES (§§ 195,
248, AND 709)

.01 Start-up expenditures.

(1) Description of change and scope.

(a) Applicability. This change applies to
a taxpayer that wants to change its method
of accounting under § 195 to change:

(1) the characterization of an item as a
start-up expenditure;

(i1) the determination of the taxable
year in which the taxpayer begins the
active trade or business to which the
start-up expenditures relate; or

(iii) the amortization period of a
start-up expenditure to 180 months.

(b) Inapplicability. This change does
not apply to:

(i) start-up expenditures paid or
incurred before October 23, 2004; or

(i) start-up expenditures paid or
incurred after October 22, 2004, and
before August 17, 2011, if the period of
limitations on assessment of tax for the
taxable year the election under § 1.195-
1(b) is deemed made has expired.

(2) No rulings.

(a) Characterization of item. The con-
sent granted under section 9 of Rev. Proc.
2015-13 for a change specified in section
10.01(1)(a)(i) of this revenue procedure is
not a determination by the Commissioner
that the taxpayer has properly character-
ized an item as a start-up expenditure and
does not create any presumption that the
proposed characterization of an item as a
start-up expenditure is permissible under
§ 195(c)(1). The director will ascertain
whether the taxpayer’s characterization of
an item as a start-up expenditure is per-
missible.

(b) When active trade or business
begins. The consent granted under sec-
tion 9 of Rev. Proc. 2015-13 for a change
specified in section 10.01(1)(a)(ii) of this
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revenue procedure is not a determination
by the Commissioner that the taxpayer has
properly determined the taxable year in
which the taxpayer begins the active trade
or business to which the start-up expendi-
tures relate and does not create any pre-
sumption that the proposed taxable year in
which the taxpayer begins the active trade
or business to which the start-up expendi-
tures relate is permissible under § 195(c)
(2). The director will ascertain whether
the taxpayer’s determination of the tax-
able year in which the taxpayer begins
the active trade or business to which the
start-up expenditures relate is permissible.

(3) Designated automatic account-
ing method change number. The des-
ignated automatic accounting method
change number for a change to a method
of accounting under this section 10.01 is
€223

(4) Contact information. For further
information regarding a change under this
section, contact Elizabeth Binder at (202)
317-7005 (not a toll-free number).

.02 Organizational expenditures under
$ 248.

(1) Description of change and scope.

(a) Applicability. This change applies
to a corporation that wants to change
its method of accounting under § 248 to
change:

(1) the characterization of an item as an
organizational expenditure;

(i1) the determination of the taxable
year in which the corporation begins busi-
ness to which the organizational expendi-
tures relate; or

(iii) the amortization period of an orga-
nizational expenditure to 180 months.

(b) Inapplicability. This change does
not apply to:

(1) organizational expenditures paid or
incurred before October 23, 2004; or

(i1) organizational expenditures paid
or incurred after October 22, 2004, and
before August 17, 2011, if the period of
limitations on assessment of tax for the
taxable year the election under § 1.248-
1(c) is deemed made has expired.

(2) No rulings.

(a) Characterization of items. The con-
sent granted under section 9 of Rev. Proc.
2015-13 for a change specified in section
10.02(1)(a)(i) of this revenue procedure
is not a determination by the Commis-
sioner that the corporation has properly
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characterized an item as an organizational
expenditure and does not create any pre-
sumption that the proposed characteriza-
tion of an item as an organizational expen-
diture is permissible under § 248(b) and
§ 1.248-1(b). The director will ascertain
whether the corporation’s characterization
of an item as an organizational expendi-
ture is permissible.

(b) When the corporation begins busi-
ness. The consent granted under section
9 of Rev. Proc. 2015-13 for a change
specified in section 10.02(1)(a)(ii) of this
revenue procedure is not a determination
by the Commissioner that the corporation
has properly determined the taxable year
in which the corporation begins business
to which the organizational expenditures
relate and does not create any presumption
that the proposed taxable year in which the
corporation begins business to which the
organizational expenditures relate is per-
missible under § 1.248-1(d). The director
will ascertain whether the corporation’s
determination of the taxable year in which
the corporation begins business to which
the organizational expenditures relate is
permissible.

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
10.02 is “228.”

(4) Contact information. For further
information regarding a change under
this section, contact Benjamin Masselli at
(202) 317-7003 (not a toll-free number).

.03 Organization fees under § 709.

(1) Description of change and scope.

(a) Applicability. This change applies
to a partnership that wants to change its
method of accounting under § 709 to
change:

(1) the characterization of an item as an
organizational expense;

(i1) the determination of the taxable
year in which the partnership begins busi-
ness to which the organizational expenses
relate; or

(iii) the amortization period of an orga-
nizational expense to 180 months.

(b) Inapplicability. This change does
not apply to:

(1) organizational expenses paid or
incurred before October 23, 2004; or

(i1) organizational expenses paid or
incurred after October 22, 2004, and
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before August 17, 2011, if the period of
limitations on assessment of tax for the
taxable year the election under § 1.709-
1(b) is deemed made has expired.

(2) No rulings.

(a) Characterization of items. The con-
sent granted under section 9 of Rev. Proc.
2015-13 for a change specified in section
10.03(1)(a)(i) of this revenue procedure
is not a determination by the Commis-
sioner that the partnership has properly
characterized an item as an organizational
expense and does not create any presump-
tion that the proposed characterization
of an item as an organizational expense
is permissible under § 709(b)(3). The
director will ascertain whether the part-
nership’s characterization of an item as an
organizational expense is permissible.

(b) When the partnership begins busi-
ness. The consent granted under section 9
of Rev. Proc. 2015-13 for a change spec-
ified in section 10.03(1)(a)(ii) of this rev-
enue procedure is not a determination by
the Commissioner that the partnership has
properly determined the taxable year in
which the partnership begins business to
which the organizational expenses relate
and does not create any presumption that
the proposed taxable year in which the
partnership begins business to which the
organizational expenses relate is permis-
sible under § 1.709-2(c). The director will
ascertain whether the partnership’s deter-
mination of the taxable year in which the
partnership begins business to which the
organizational expenses relate is permis-
sible.

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
10.03 is “229.”

(4) Contact information. For further
information regarding a change under this
section, contact Elizabeth Zanet at (202)
317-5279 (not a toll-free number).

SECTION 11. CAPITAL
EXPENDITURES (§ 263)

.01 Package design costs.

(1) Description of change.

(a) Applicability. This change applies
to a taxpayer that wants to change its
method of accounting for package design
costs that are within the scope of Rev.
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Proc. 97-35, 1997-2 C.B. 448, as modified
by Rev. Proc. 98-39, 1998-1 C.B. 1320,
to one of the three alternative methods
of accounting for package design costs
described in section 5 of Rev. Proc. 97-35,
which are: (i) the capitalization method,
(i1) the design-by-design capitalization
and 60-month amortization method, and
(iii) the pool-of-cost capitalization and
48-month amortization method.

(b) Inapplicability. This change does
not apply to a taxpayer that wants to
change to the capitalization method for
costs of developing or modifying any
package design that has an ascertainable
useful life.

(2) Additional requirements. If a tax-
payer is changing its method of account-
ing for package design costs to the capi-
talization method or the design-by-design
capitalization and 60-month amortization
method, the taxpayer must attach a state-
ment to its timely filed Form 3115. The
statement must provide a description of
each package design, the date on which
each was placed in service, and the cost
basis of each (as determined under sec-
tions 5.01(2) or 5.02(2) of Rev. Proc.
97-35).

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
11.01 is “19.”

(4) Contact information. For further
information regarding a change under this
section, contact Maria Castillo Valle at
(202) 317-7003 (not a toll-free number).

.02 Line pack gas or cushion gas.

(1) Description of change. This change
applies to a taxpayer that wants to change
its method of accounting for line pack gas
or cushion gas to a method consistent with
the holding in Rev. Rul. 97-54, 1997-2
C.B. 23. Rev. Rul. 97-54 holds that the
cost of line pack gas or cushion gas is a
capital expenditure under § 263, the cost
of recoverable line pack gas or recover-
able cushion gas is not depreciable, and
the cost of unrecoverable line pack gas or
unrecoverable cushion gas is depreciable
under §§ 167 and 168.

(2) Additional requirements. A tax-
payer that changes its method of account-
ing for unrecoverable line pack gas or
unrecoverable cushion gas under this sec-
tion 11.02 must change to a permissible
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method of accounting for depreciation for
the cost of that gas as part of this change.

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
11.02 is “20.”

(4) Contact information. For further
information regarding a change under this
section, contact Douglas Kim at (202)
317-7003 (not a toll-free number).

.03 Removal costs.

(1) Description of change.

(a) Applicability. This change applies
to a taxpayer that wants to change its
method of accounting for certain costs in
the retirement and removal of a deprecia-
ble asset to conform with Rev. Rul. 2000-
7, 2000-1 C.B. 712, as modified by this
revenue procedure, or for removal costs in
disposal of a depreciable asset, including
a partial disposition, as described under
§ 1.263(a)-3(2)(2)(1).

(b) Inapplicability. This change does
not apply to a taxpayer that wants to
change its method of accounting for
removal costs in the disposal of a compo-
nent of a unit of property where the dis-
posal of the component is not a disposi-
tion for federal tax purposes. To make that
change, see section 11.08 of this revenue
procedure.

(c) Manner of making change. A qual-
ified small taxpayer, as defined in section
6.01(4)(b) of this revenue procedure, is
required to complete only the following
information on Form 3115 (Rev. Decem-
ber 2022):

(1) The identification section of page 1
(above Part I);

(1) The signature section at the bottom
of page 1;

(iii) Part I, line 1(a);

(iv) Part II, all lines except lines 13,
15, 16, 17, and 19, if the change is not to
depreciating property;

(v) Part II, all lines except lines 13,
15b, 16, 17, and 19, if the change is to
depreciating property;

(vi) Part IV, lines 26 and 27; and

(vii) Schedule E, if applicable.

(2) Additional requirements.

(a) Except for assets for which depre-
ciation is determined in accordance with
§ 1.167(a)-11 (ADR), the taxpayer’s pro-
posed method of treating removal costs
for assets accounted for in a multiple
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asset account must be consistent with
the taxpayer’s method of treating salvage
proceeds. See Rev. Rul. 74-455, 1974-2
C.B. 63. (See section 6.02 of this reve-
nue procedure for changing a taxpayer’s
present method of treating salvage pro-
ceeds.)

(b) If this change involves assets that
are public utility property within the
meaning of § 168(i)(10) or former § 167(1)
(3)(A), the taxpayer must comply with the
terms and conditions in section 6.01(3)(b)
(v) of this revenue procedure.

(3) Certain eligibility rule inapplica-
ble. The eligibility rule in section 5.01(1)
(f) of Rev. Proc. 2015-13, 2015-5 I.LR.B.
419, does not apply to this change.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
11.03 is “21.”

(5) Contact information. For further
information regarding a change under this
section, contact Douglas Kim at (202)
317-7003 (not a toll-free number).

.04 Distributor commissions.

(1) Description of change.

(a) Applicability. This change applies
to a taxpayer that wants to change from
currently deducting distributor commis-
sions (as defined by section 2 of Rev.
Proc. 2000-38, 2002-2 C.B. 310, as mod-
ified by Rev. Proc. 2007-16, 2007-1 C.B.
358) to a method of capitalizing and amor-
tizing distributor commissions using the
distribution fee period method, the 5-year
method, or the useful life method (all
described in Rev. Proc. 2000-38).

(b) Inapplicability. This change does
not apply to an amortizable section 197
intangible (including any property for
which a timely election under § 13261(g)
(2) of the Revenue Reconciliation Act of
1993, 1993-3 C.B. 1, 128, was made).

(2) Manner of making change. This
change is made on a cut-off basis and
applies only to distributor commissions
paid or incurred on or after the begin-
ning of the year of change. Accordingly,
a § 481(a) adjustment is neither permitted
nor required.

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
11.04 is “47.”
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(4) Contact information. For further
information regarding a change under this
section, contact Maria Castillo Valle at
(202) 317-7003 (not a toll-free number).

.05 Intangibles.

(1) Description of change. This change
applies to a taxpayer that wants to change
its treatment of an item to a method of
accounting permitted by §§ 1.263(a)-4,
1.263(a)-5, and 1.167(a)-3(b). See Rev.
Proc. 2006-12, 2006-1 C.B. 310, as mod-
ified by Rev. Proc. 2006-37, 2006-2 C.B.
499, for the specific requirements, infor-
mation, and documentation required for
this change.

(2) Section 481(a) adjustment. In com-
puting the § 481(a) adjustment for this
change, the taxpayer takes into account
only amounts paid or incurred in taxable
years ending on or after January 24, 2002.
See section 5 of Rev. Proc. 2006-12 for
detailed rules for computing the § 481(a)
adjustment and reporting it on Form 3115.

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
11.05 is “78.”

(4) Contact information. For further
information regarding a change under this
section, contact Alicia Lee-Won at (202)
317-7003 (not a toll-free number).

.06 Rotable spare parts safe harbor
method.

(1) Description of change. This
change applies to a taxpayer that main-
tains a pool or pools of rotable spare
parts that are primarily used to repair
customer-owned (or customer-leased)
equipment under warranty or mainte-
nance agreements, and wants to change
its method of accounting for the rotable
spare parts to the safe harbor method of
accounting provided in Rev. Proc. 2007-
48, 2007-2 C.B. 110. The taxpayer must
meet the requirements in section 4.01 of
Rev. Proc. 2007-48 to use this safe har-
bor method of accounting.

(2) Change from safe harbor method.
A taxpayer that is required to change its
method of accounting from the safe harbor
method under section 5.06 of Rev. Proc.
2007-48, must make the change under
section 21.09 of this revenue procedure.

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
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number for a change under this section
11.06 is “109.”

(4) Contact information. For further
information regarding a change under this
section, contact Eugene Kirman at (202)
317-7003 (not a toll-free number).

.07 Repairable and reusable spare
parts.

(1) Description of change.

(a) Applicability. This change applies
to a taxpayer that wants to change its
method of accounting to treat repairable
and reusable spare parts as depreciable
property to conform with the holdings
in Rev. Rul. 69-200, 1969-1 C.B. 60,
and Rev. Rul. 69-201, 1969-1 C.B. 60.
This change applies to repairable and
reusable spare parts that: are owned by
the taxpayer at the beginning of the year
of change; are used to repair equipment
owned by the taxpayer; are acquired by
the taxpayer for a specific type of equip-
ment at the time that the related equip-
ment is acquired; usually have the same
useful life as the related equipment; and
have been placed in service by the tax-
payer after 1986. A taxpayer making a
change in method of accounting under
this section 11.07 may treat its repairable
and reusable spare parts as tangible prop-
erty for which depreciation is allowable
at the time that the related equipment is
placed in service by the taxpayer. The
method of computing depreciation for
the repairable and reusable spare parts is
the same method of computing deprecia-
tion for the related equipment.

(b) Inapplicability. This change does
not apply to:

(i) A taxpayer that is currently capi-
talizing and depreciating the cost of its
repairable and reusable spare parts, or
that is currently capitalizing the cost of
its repairable and reusable spare parts
and treating these parts as nondepreciable
property (but see section 6.01 of this rev-
enue procedure for making a change from
an impermissible to a permissible method
of accounting for depreciation);

(i1) A taxpayer that is using an imper-
missible method of accounting for depre-
ciation for the related equipment for which
the repairable and reusable spare parts are
acquired, unless the taxpayer concurrently
changes its method to use a permissible
method of accounting for depreciation
under section 6 of this revenue procedure;
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(iii) A repairable and reusable spare
part that meets the definition of rotable
Spare parts, temporary spare parts, or
standby emergency spare parts in § 1.162-
3(c)(2) or (3), for which the cost was paid
or incurred by the taxpayer in a taxable
year beginning on or after January 1, 2014
(or in a taxable year beginning on or after
January 1, 2012, if the taxpayer chooses
to apply § 1.162-3 to amounts paid or
incurred in those taxable years), and for
which the taxpayer did not make the elec-
tion under § 1.162-3(d) to capitalize and
depreciate such repairable and reusable
Spare part; or

(iv) a taxpayer that chooses to apply
§ 1.162-3T to a repairable and reusable
spare part that meets the definition of
rotable spare parts or temporary spare
parts in § 1.162-3T(c)(2), for which the
cost was paid or incurred by the taxpayer
in a taxable year beginning on or after Jan-
uary 1, 2012, and before January 1, 2014,
and for which the taxpayer did not make
the election under § 1.162-3T(d) to capi-
talize and depreciate such repairable and
reusable spare part.

(2) Additional requirements.

(a) To change a method of account-
ing under this section 11.07, a taxpayer
(including a qualified small taxpayer as
defined in section 6.01(4)(b) of this rev-
enue procedure) must complete Schedule
E of Form 3115 for the repairable and
reusable spare parts and also attach the
following information to the completed
Form 3115:

(1) A description of the repairable and
reusable spare parts;

(i) A list of related equipment for
which the repairable and reusable spare
parts are acquired; and

(i) A complete description of the
method of computing depreciation (for
example, depreciation method, recovery
period, convention, and applicable asset
class under Rev. Proc. 87-56, 1987-2 C.B.
674, as clarified and modified by Rev.
Proc. 88-22, 1988-1 C.B. 785) that the
taxpayer uses for the related equipment
for which the repairable and reusable
spare parts are acquired.

(b) Reduced filing requirement for
qualified small taxpayers. A qualified
small taxpayer, as defined in section
6.01(4)(b) of this revenue procedure, is
required to complete only the following
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information on Form 3115 (Rev. Decem-
ber 2022):

(1) The identification section of page 1
(above Part I);

(1) The signature section at the bottom
of page 1;

(iii) Part [;

(iv) Part II, all lines except lines 13,
15b, 16, 17, and 19; and

(v) Part IV, all lines except line 25.

(3) Concurrent automatic change.

(a) A taxpayer making both this change
and a change to a UNICAP method under
section 12.01, 12.02, 12.08, or 12.12 of
this revenue procedure (as applicable)
for the same year of change should file
a single Form 3115 for both changes, in
which case the taxpayer must enter the
designated automatic accounting method
change numbers for both changes on the
appropriate line on that Form 3115. See
section 6.03(1)(b) of Rev. Proc. 2015-13,
2015-5 LR.B. 419, for information on
making concurrent changes. For exam-
ple, a qualified small taxpayer, as defined
in section 6.01(4)(b) of this revenue pro-
cedure, must include on the single Form
3115 the information required by section
11.07(2)(b) of this revenue procedure and
the information required by the lines on
Form 3115, applicable to the UNICAP
method change, including Part II lines 14
and 15, Part IV, and Schedule D, and must
include a separate response to each line
on Form 3115 that is applicable to both
changes (such as Part II lines 6b, 7, 8b,
14, and, as applicable for this change, Part
IV) for which the taxpayer’s response is
different for this change and the change to
a UNICAP method.

(b) A taxpayer making both this change
and a change to a permissible method of
accounting for depreciation for repairable
and reusable spare parts, or for the related
equipment for which the repairable and
reusable spare parts are acquired, under
section 6 of this revenue procedure (as
applicable) for the same year of change
should file a single Form 3115 for both
changes, in which case the taxpayer must
enter the designated automatic accounting
method change numbers for both changes
on the appropriate line on that Form 3115.
See section 6.03(1)(b) of Rev. Proc. 2015-
13 for information on making concurrent
changes. For example, a qualified small
taxpayer must include on the single Form
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3115 the information required to be com-
pleted on Form 3115 by a qualified small
taxpayer under this revenue procedure
for each change in method of accounting
included on that Form 3115.

(c) A taxpayer making this change also
may establish pools for the repairable and
reusable spare parts or may identify dis-
posed repairable and reusable spare parts
in accordance with section 6.12 of this
revenue procedure. A taxpayer making
both this change and the change under
section 6.12 of this revenue procedure
for the same year of change should file
a single Form 3115 for both changes, in
which case the taxpayer must enter the
designated automatic accounting method
change numbers for both changes on the
appropriate line on that Form 3115. See
section 6.03(1)(b) of Rev. Proc. 2015-13
for information on making concurrent
changes. For example, a qualified small
taxpayer must include on the single Form
3115 the information required to be com-
pleted on Form 3115 by a qualified small
taxpayer under this revenue procedure
for each change in method of accounting
included on that Form 3115.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
11.07 is “121.”

(5) Contact information. For further
information regarding a change under this
section, contact Eugene Kirman at (202)
317-7003 (not a toll-free number).

.08 Tangible property.

(1) Description of change.

(a) Applicability. This change, as
described in Rev. Proc. 2014-16, 2014-9
LLR.B. 606, applies to a taxpayer that
wants to make a change to a method of
accounting specified in section 11.08(2)
of this revenue procedure and permitted
under:

(1) Section 1.162-3, § 1.162-4,
§ 1.263(a)-1, § 1.263(a)-2, or § 1.263(a)-3
(the final tangible property regulations)
for taxable years beginning on or after
January 1, 2012; or

(i1) Section 1.446-1(e)(2)(ii)(d)(2) if
the property for which the taxpayer is oth-
erwise changing its method of accounting
under this section is depreciable under
either the present or the proposed method
of accounting.
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(b) Inapplicability. This change does
not apply to:

(1) A taxpayer that wants to change its
method of accounting for dispositions of
depreciable property, including a change
in the asset disposed of (but see sections
6.10, 6.13, 6.14, and 6.15 of this revenue
procedure);

(i1) Amounts paid or incurred for cer-
tain materials and supplies that the tax-
payer has elected to capitalize and depre-
ciate under § 1.162-3(d);

(ii1) Amounts paid or incurred to which
the taxpayer has elected to apply the de
minimis safe harbor under § 1.263(a)-1(f);

(iv) Amounts paid or incurred for
employee compensation or overhead that
the taxpayer has elected to capitalize
under § 1.263(a)-2(f)(2)(iv)(B);

(v) Amounts paid or incurred to which
the taxpayer has elected to apply the
safe harbor for small taxpayers under
§ 1.263(a)-3(h);

(vi) Amounts paid or incurred for
repair and maintenance costs that the
taxpayer has elected to capitalize under
§ 1.263(a)-3(n);

(vii) Amounts paid or incurred to facili-
tate the acquisition or disposition of assets
that constitute a trade or business (but see
section 10.05 of this revenue procedure);
or

(viil)) Amounts paid or incurred for
repair and maintenance costs that the tax-
payer is changing from capitalizing to
deducting and for which the taxpayer has
(A) claimed a federal income tax credit,
(B) elected to apply § 168(k)(4) (as in
effect on the day before the date of enact-
ment of Public Law 115-97, 131 Stat. 2054
(Dec. 22, 2017), commonly referred to as
the Tax Cuts and Jobs Act (TCJA)), or (C)
received a payment for specified energy
property in lieu of tax credits under sec-
tion 1603 of the American Recovery and
Reinvestment Tax Act of 2009, Div. B of
Pub. L. No. 111-5, 123 Stat. 115 (Febru-
ary 17, 2009), as amended by section 707
of the Tax Relief, Unemployment Insur-
ance Reauthorization, and Job Creation
Act of 2010, Pub. L. No. 111-312, 124
Stat. 3296 (December 17, 2010).

(2) Covered changes. This section
11.08 only applies to the following
changes in methods of accounting:

(a) A change to deducting amounts
paid or incurred to acquire or produce
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non-incidental materials and supplies in
the taxable year in which they are first
used in the taxpayer’s operations or con-
sumed in the taxpayer’s operations in
accordance with §§ 1.162-3(a)(1) and
1.162-3(c)(1);

(b) A change to deducting amounts
to acquire or produce incidental mate-
rials and supplies in the taxable year in
which paid or incurred in accordance with
§§ 1.162-3(a)(2) and 1.162-3(c)(1);

(c) A change to deducting amounts paid
or incurred to acquire or produce non-in-
cidental rotable and temporary spare parts
in the taxable year which the taxpayer
disposes of the parts in accordance with
§§ 1.162-3(a)(3) and 1.162-3(c)(2);

(d) A change to the optional method
of accounting for rotable and temporary
spare parts in accordance with § 1.162-
3(e);

(e) A change to deducting amounts paid
or incurred for repair and maintenance in
accordance with § 1.162-4, including a
change, if any, in identifying the unit of
property under § 1.263(a)-3(e) or, in the
case of a building, identifying the build-
ing structure or building systems under
§ 1.263(a)-3(e)(2) for purposes of making
the change to deducting the amounts;

(f) A change to capitalizing amounts
paid or incurred for improvements to
tangible property in accordance with
§ 1.263(a)-3 and, if depreciable, to depre-
ciating such property under § 167 or § 168,
including a change, if any, in identifying
the unit of property under § 1.263(a)-3(e)
or, in the case of a building, identifying
the building structure or building systems
under § 1.263(a)-3(e)(2) for purposes
of making the change to capitalizing the
amounts;

(g) A change by a dealer in property
to deduct amounts paid or incurred for
commissions and other costs that facilitate
the sale of property in accordance with
§ 1.263(a)-1(e)(2);

(h) A change by a non-dealer in prop-
erty to capitalizing amounts paid or
incurred for commissions and other costs
that facilitate the sale of property in accor-
dance with § 1.263(a)-1(e);

(1) A change to capitalizing amounts
paid or incurred to acquire or produce
property in accordance with § 1.263(a)-
2, and if depreciable, to depreciating such
property under § 167 or § 168;

June 9, 2025

(j) A change to deducting amounts paid
or incurred in the process of investigat-
ing or otherwise pursuing the acquisition
of real property if the amounts meet the
requirements of § 1.263(a)-2(f)(2)(iii);
and

(k) A change to the optional regulatory
accounting method in accordance with
§ 1.263(a)-3(m) to determine whether
amounts paid or incurred to repair, main-
tain, or improve tangible property are
treated as deductible expenses or capital
expenditures.

(3) Manner of making change.

(a) Form 3115. In addition to the other
information required on line 14 of Form
3115, the taxpayer must include the fol-
lowing:

(1) The citation to the paragraph of the
final tangible property regulations that
provides for the proposed method, or
methods, of accounting to which the tax-
payer is changing (for example, § 1.162-
3(a), § 1.263(a)-3(i), § 1.263(a)-3(k)); and

(i1) If the taxpayer is changing any
unit(s) of property under § 1.263(a)-3(e)
or, in the case of a building, is changing the
identification of any building structure(s)
or building system(s) under § 1.263-3(e)
(2) for purposes of determining whether
amounts are deducted as repair and main-
tenance costs under section § 1.162-4 or
capitalized as improvement costs under
§ 1.263(a)-3, the taxpayer must include a
detailed description of the unit(s) of prop-
erty, building structure(s), or buildings
system(s) used under its present method
of accounting and a detailed description
of the unit(s) of property, building struc-
ture(s), and building system(s) under its
proposed method of accounting, together
with a citation to the paragraph of the final
tangible property regulations under which
the unit of property is permitted.

(iii) A taxpayer changing its method
of accounting under this section 11.08 to
capitalizing amounts paid or incurred and
to depreciating such property under § 167
or § 168, as applicable, must complete
Schedule E of Form 3115.

(b) Reduced filing requirement for
qualified small taxpayers. A qualified
small taxpayer, as defined in section
6.01(4)(b) of this revenue procedure, is
required to complete only the following
information on Form 3115 (Rev. Decem-
ber 2022):
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(1) The identification section of page 1
(above Part I);

(1) The signature section at the bottom
of page 1;

(iii) Part I, line 1(a);

(iv) Part II, all lines except lines 13,
15, 16, 17, and 19, if the change is to not
depreciating property;

(v) Part I1, all lines except line 13, line
15b, 16, 17, and 19, if the change is to
depreciating property;

(vi) Part IV, lines 26 and 27; and

(vii) Schedule E, if applicable.

(4) Concurrent automatic change.

(a) A taxpayer making two or more
changes in method of accounting pur-
suant to this section 11.08 should file a
single Form 3115 for all of these changes
and must enter the designated automatic
accounting method change numbers for
all of these changes on the appropriate line
on the Form 3115.

(b) A taxpayer making both one or
more changes in method of accounting
pursuant to this section 11.08 and a change
to a UNICAP method under section 12 of
this revenue procedure (as applicable) for
the same year of change should file a sin-
gle Form 3115 that includes all of these
changes and must enter the designated
automatic accounting method change
numbers for all of these changes on the
appropriate line on that Form 3115. See
section 6.03(1)(b) of Rev. Proc. 2015-13
for information on making concurrent
changes. For example, a qualified small
taxpayer, as defined in section 6.01(4)(b)
of this revenue procedure, must include
on the single Form 3115 the information
required by section 11.08(3)(b) of this
revenue procedure for this change and the
information required by the lines on Form
3115, applicable to the UNICAP method
change, including Part II lines 14 and 15,
Part IV, and Schedule D, and must include
a separate response to each line on Form
3115 that is applicable to both changes
(such as Part II lines 6b, 7, 8b, 14, and,
as applicable for this change, Part IV) for
which the taxpayer’s response is different
for this change and the change to a UNI-
CAP method.

(5) Section 481(a) adjustment.

(a) In general. Except as provided in
section 11.08(5)(b) of this revenue proce-
dure, a taxpayer changing to a method of
accounting provided in this section 11.08
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must apply § 481(a) and take into account
any applicable § 481(a) adjustment in the
manner provided in section 7.03 of Rev.
Proc. 2015-13.

(b) Limited adjustment for certain
changes.

(1) Final tangible property regula-
tions. A taxpayer changing to a method
of accounting under § 1.162-3 (except
§ 1.162-3(e)), § 1.263(a)-2(f)(2)(iii),
§ 1.263(a)-2(H(3)(1), § 1.263(a)-3(m),
§ 1.263A-1(e)(2)(1)(A), and § 1.263A-
1(e)(3)(ii)(E) is required to calculate a
§ 481(a) adjustment as of the first day of
the taxpayer’s taxable year of change that
takes into account only amounts paid or
incurred in taxable years beginning on or
after January 1, 2014. Optionally, a tax-
payer may take into account amounts paid
or incurred in taxable years beginning on
or after January 1, 2012.

(i1) Small business exception. A tax-
payer that met the scope requirements of
section 4 of Rev. Proc. 2015-20, 2015-9
LLR.B. 694, and that changed its method
of accounting under section 10.11(3)(a) of
Rev. Proc. 2015-14 (which is now section
11.08(2) of this revenue procedure) by fol-
lowing section 5 of Rev. Proc. 2015-20 is
required to calculate a § 481(a) adjustment
as of the first day of the year of change
that takes into account only amounts paid
or incurred in taxable years beginning on
or after January 1, 2014.

(c) Itemized listing on Form 3115.
A taxpayer changing to a method of
accounting provided in this section
11.08 must include on Form 3115 (Rev.
December 2022), Part 1V, line 26, the
total § 481(a) adjustment for each change
in method of accounting being made. If
the taxpayer is making more than one
change in method of accounting under
the final tangible property regulations,
the taxpayer (including a qualified small
taxpayer) must include on an attachment
to Form 3115:

(1) The information required by Part
IV, line 26 of Form 3115 (Rev. Decem-
ber 2022) for each change in method of
accounting (including the amount of the
§ 481(a) adjustment for each change in
method of accounting, which includes the
portion of the § 481(a) adjustment attrib-
utable to UNICAP);

(i1) The information required by Part
II, line 14 of Form 3115 (Rev. December
2022) for each change; and

(iii) The citation to the paragraph of
the final tangible property regulations that
provides for each proposed method of
accounting.

(d) Repair allowance property. A tax-
payer changing to a method of accounting
provided by § 1.263(a)-3 under this sec-
tion 11.08 must not include in the § 481(a)
adjustment any amount attributable to
property for which the taxpayer elected

(a) Changes under the final tangible property regulations.

to apply the repair allowance under
§ 1.167(a)-11(d)(2) for any taxable year in
which the repair allowance election was
made.

(e) Statistical Sampling. Except for
any change in accounting method for
which a taxpayer is required to com-
pute a § 481(a) adjustment under sec-
tion 11.08(5)(b) of this revenue proce-
dure, a taxpayer changing its method of
accounting under this section 11.08 may
use statistical sampling in determining
the § 481(a) adjustment by following the
guidance provided in Rev. Proc. 2011-
42,2011-37 IL.LR.B. 318.

(6) No audit protection. A taxpayer
calculating a § 481(a) adjustment under
section 11.08(5)(b)(ii) of this revenue
procedure that takes into account only
amounts paid or incurred in taxable years
beginning on or after January 1, 2014,
does not receive audit protection under
section 8.01 of Rev. Proc. 2015-13 for
amounts subject to a change under this
section 11.08 that are paid or incurred in
taxable years beginning before January
1, 2014. See section 5.02 of Rev. Proc.
2015-20.

(7) Designated automatic account-
ing method change number. See the
following table for the designated auto-
matic accounting method change num-
bers (DCN) for the changes in method of
accounting under this section 11.08.

Description of Change DCN Citation

A change to deducting amounts paid or incurred for repair and maintenance or 184 §§ 1.162-4, 1.263(a)-3
a change to capitalizing amounts paid or incurred for improvements to tangible

property and, if depreciable, to depreciating such property under § 167 or § 168.

Includes a change, if any, in the method of identifying the unit of property, or in

the case of a building, identifying the building structure or building systems for

the purpose of making this change.

Change to the regulatory accounting method. 185 § 1.263(a)-3(m)
Change to deducting non-incidental materials and supplies when used or 186 § 1.162-3(a)(1), (c)(1)
consumed.

Change to deducting incidental materials and supplies when paid or incurred. 187 § 1.162-3(a)(2), (c)(1)
Change to deducting non-incidental rotable and temporary spare parts when 188 § 1.162-3(a)(3), (c)(2)
disposed of.

Change to the optional method for rotable and temporary spare parts. 189 § 1.162-3(e)
Change by a dealer in property to deduct commissions and other costs that 190 § 1.263(a)-1(e)(2)
facilitate the sale of property.
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Description of Change DCN Citation
Change by a non-dealer in property to capitalizing commissions and other costs 191 § 1.263(a)-1(e)(1)
that facilitate the sale of property.

Change to capitalizing acquisition or production costs and, if depreciable, to 192 § 1.263(a)-2
depreciating such property under § 167 or § 168.

Change to deducting certain costs for investigating or pursuing the acquisition of 193 § 1.263(a)-2(f)(2)(iii)
real property (whether and which).

(8) Contact information. For further
information regarding a change under this
section, contact Douglas Kim at (202)
317-7003 (not a toll-free number).

.09 Railroad track structure expendi-
tures.

(1) Description of change. This change
applies to a taxpayer that wants to change
its method of accounting for railroad track
structures to:

(a) the safe harbor method provided in
Rev. Proc. 2002-65, 2002-2 C.B. 700; or

(b) the safe harbor method provided in
Rev. Proc. 2001-46, 2001-2 C.B. 263.

(2) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
11.09 is “213.”

(3) Contact information. For further
information regarding a change under this
section, contact Douglas Kim at (202)
317-7003 (not a toll-free number).

.10 Remodel-refresh safe
method.

(1) Description of change.

(a) Applicability. This change applies
to a qualified taxpayer as defined in sec-
tion 4.01 of Rev. Proc. 2015-56, 2015-49
LR.B. 827, and within the scope of Rev.
Proc. 2015-56 that wants to change to
the remodel-refresh safe harbor method
of accounting provided in section 5.02 of
Rev. Proc. 2015-56, as modified by Rev.
Proc. 2020-25, 2020-19 L.R.B. 785, for
its qualified costs, including the making
of a late general asset account election as
provided under section 5.02(6)(d) of Rev.
Proc. 2015-56.

(b) Inapplicability. This change does
not apply to the following:

(1) The revocation of a partial disposition
election that is made pursuant to section
5.02(4)(b)(i1)(B) of Rev. Proc. 2015-56;

(i) A change in determination of the
asset disposed of described in section

harbor
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5.02(5) of Rev. Proc. 2015-56 (which is
made under section 6.13(3)(a) or 6.15(3)
(a) of this revenue procedure, as applica-
ble). See section 11.10(5)(b) of this rev-
enue procedure for making the change
under section 6.13(3)(a) or 6.15(3)(a) of
this revenue procedure as a concurrent
change;

(ii1) The making of a late general asset
account election not provided under sec-
tion 5.02(6)(d) of Rev. Proc. 2015-56;

(iv) If section 5.02(4)(c) of Rev. Proc.
2015-56 applies to a qualified building
(partial disposition election made in a
prior year and the qualified taxpayer did
not revoke such election within the time
and in the manner provided in section
5.02(4)(b)(ii)) of Rev. Proc. 2015-56),
any qualified costs paid for that qualified
building prior to the year of change for a
Form 3115 filed to make the change to the
remodel-refresh safe harbor method of
accounting under this section 11.10; or

(v) If section 5.02(5)(b) of Rev.
Proc. 2015-56 applies to a qualified
building (recognized gain or loss under
§ 1.168(i)-1 or § 1.168(i)-8, or in a tax-
able year beginning before January 1,
2012, for disposition of a component of a
qualified building) and the qualified tax-
payer did not make the required change in
method of accounting to be in accord with
§ 1.168(1)-1(e)(2)(viii) or § 1.168-8(c)(4),
as applicable, on or before the first taxable
year that the qualified taxpayer uses the
remodel-refresh safe harbor and takes the
entire amount of the § 481(a) adjustment
into account in computing the qualified
taxpayer’s taxable income for that year of
change, any qualified costs paid for that
qualified building prior to the first taxable
year that the qualified taxpayer or the IRS
makes the change specified in section
6.13(3)(a) or 6.15(3)(a) of this revenue
procedure, as applicable, for that qual-
ified building and takes into account the
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entire amount of the § 481(a) adjustment
in computing taxable income for the year
of change.

(2) No audit protection. If section
5.02(4)(c) or 5.02(5)(b) of Rev. Proc.
2015-56 applies to a qualified building
(and, in the case of section 5.02(5)(b),
the qualified taxpayer does not make the
required change on or before the first tax-
able year that the qualified taxpayer uses
the remodel-refresh safe harbor), the qual-
ified taxpayer does not receive audit pro-
tection under section 8.01 of Rev. Proc.
2015-13 in connection with this change
for that qualified building. See section
8.02(2) of Rev. Proc. 2015-13.

(3) Manner of making change.

(a) Reduced filing requirement for
qualified small taxpayers. A qualified
small taxpayer, as defined in section
6.01(4)(b) of this revenue procedure, may
complete only the following information
on Form 3115 (Rev. December 2022):

(1) The identification section of page 1
(above Part I);

(i1) The signature section at the bottom
of page 1;

(ii1) Part I, line 1(a);

(iv) Part IL, all lines except lines 5, 13,
15,16, 17, and 19;

(v) Part IV, lines 25, 26, and 27,

(vi) Schedule E; and

(vii) If applicable, the election state-
ment described in section 11.10(3)(b)(ii).

(b) Late general asset account election.

(1) In general. If under section 5.02(6)
(d) of Rev. Proc. 2015-56 the qualified
taxpayer is required to make a late gen-
eral asset account election, the late gen-
eral asset account election change is made
using a modified cut-off method under
which the unadjusted depreciable basis
and the depreciation reserve of the asset
as of the beginning of the year of change
are accounted for using the new method of
accounting. The late general asset account
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election change requires the general asset
account to include a beginning balance
for both the unadjusted depreciable basis
and the depreciation reserve. The begin-
ning balance for the unadjusted deprecia-
ble basis of each general asset account is
equal to the sum of the unadjusted depre-
ciable bases as of the beginning of the
year of change for all assets included in
that general asset account. The beginning
balance of the depreciation reserve of each
general asset account is equal to the sum
of the greater of the depreciation allowed
or allowable as of the beginning of the
year of change for all assets included in
that general asset account.

(i1) Election statement. The qualified
taxpayer (including a qualified small
taxpayer) must attach to its Form 3115 a
statement providing that the qualified tax-
payer agrees to the following additional
terms and conditions:

(A) The qualified taxpayer consents
to, and agrees to apply, all of the provi-
sions of § 1.168(i)-1 to the assets that are
subject to the election specified in section
5.02(6)(d) of Rev. Proc. 2015-56; and

(B) Exceptasprovidedin § 1.168(i)-1(c)
(D(i)(A), (e)(3), (g), or (h), the election
made by the qualified taxpayer under
section 5.02(6)(d) of Rev. Proc. 2015-56
is irrevocable and will be binding on the
qualified taxpayer for computing taxable
income for the year of change and for all
subsequent taxable years with respect to
the assets that are subject to this election.

(c) Cut-off method required for certain
changes.

(1) If section 5.02(4)(c) of Rev. Proc.
2015-56 applies to a qualified building,
the change to the remodel-refresh safe
harbor method of accounting for that
qualified building, and any improvements
to that qualified building, is made using a
cut-off method and applies only to qual-
ified costs paid or incurred for that qual-
ified building, and any improvements to
that qualified building, beginning in the
year of change for the change made to the
remodel-refresh safe harbor method of
accounting.

(i1) If section 5.02(5)(b) of Rev. Proc.
2015-56 applies to a qualified building
and the qualified taxpayer does not change
its present method of accounting to be in
accord with § 1.168(i)-1(e)(2)(viii) or
§ 1.168(i)-8(c)(4), as applicable, on or
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before the first taxable year that the qual-
ified taxpayer used the remodel-refresh
safe harbor and takes the entire amount
of the § 481(a) adjustment into account
in computing the qualified taxpayer’s tax-
able income for that year of change, the
change to the remodel-refresh safe harbor
method of accounting for that qualified
building, and any improvements to that
qualified building, is made using a cut-off
method and applies only to qualified costs
paid or incurred for that qualified building,
and any improvements to that qualified
building, beginning in the year of change
for the change made to comply with
§ 1.168(1)-1(e)(2)(viii) or § 1.168(i)-8(c)
(4), as applicable. See section 6.13(3)(a)
and section 6.15(3)(a) of this revenue pro-
cedure, as applicable.

(4) Section 481(a) adjustment.

(a) In general. A qualified taxpayer
changing its method of accounting under
this section 11.10 must apply § 481(a) and
take into account any applicable § 481(a)
adjustment in the manner provided in sec-
tion 7.03 of Rev. Proc. 2015-13. However,
a § 481(a) adjustment is neither required
nor permitted for the late general asset
account election under section 5.02(6)(d)
of Rev. Proc. 2015-56 or, if section 5.02(4)
(c) or 5.02(5)(b) of Rev. Proc. 2015-56
applies to a qualified building, and an
improvement to a qualified building (and,
in the case of section 5.02(5)(b) of Rev.
Proc. 2015-56, the qualified taxpayer did
not make the required change on or before
the first taxable year that the qualified tax-
payer uses the remodel-refresh safe har-
bor), for the change to the remodel-refresh
safe harbor method of accounting for that
qualified building and an improvement to
that qualified building.

(b) Repair allowance property. A qual-
ified taxpayer changing to the method of
accounting provided under this section
11.10 must not include in the § 481(a)
adjustment any amount attributable to
property for which the qualified taxpayer
elected to apply the repair allowance
under § 1.167(a)-11(d)(2) for any taxable
year in which the repair allowance elec-
tion was made.

(c) Statistical sampling. A qualified
taxpayer changing its method of account-
ing under this section 11.10 may use
statistical sampling in determining the
§ 481(a) adjustment only by following
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the sampling procedures provided in Rev.
Proc. 2011-42,2011-37 I.LR.B. 318.

(5) Concurrent automatic change.

(a) A qualified taxpayer making this
change for more than one asset for the
same year of change should file a single
Form 3115 for all such assets. The sin-
gle Form 3115 must provide a single net
§ 481(a) adjustment for all such changes.

(b) A qualified taxpayer making this
change, a change under section 6.13(3)
(a) of this revenue procedure, and any
change listed in section 6.12(3)(b) or sec-
tion 6.15 of this revenue procedure for the
same year of change should file a single
Form 3115 for all such changes and must
enter the designated automatic accounting
method change numbers for the changes
on the appropriate line on the Form 3115.
See section 6.03(1)(b) of Rev. Proc. 2015-
13 for information on making concurrent
changes.

(6) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change to the method of
accounting under this section 11.10 is
€222

(7) Contact information. For further
information regarding a change under this
section, contact Riston Escher at (202)
317-5100 (not a toll-free number).

SECTION 12. UNIFORM
CAPITALIZATION (UNICAP)
METHODS (§ 263A)

.01 Certain uniform capitalization
(UNICAP) methods used by resellers and
reseller-producers.

(1) Description of change.

(a) Applicability. This change applies
to:

(1) a reseller that is a former small
business taxpayer, or a reseller-producer
that is a former small business taxpayer,
that wants to change from a permissible
non-UNICAP inventory capitalization
method to a permissible UNICAP method
specifically described in the regulations in
the first taxable year that it does not qual-
ify as a small business taxpayer;

(i1) a reseller-producer that wants to
change from a permissible UNICAP
method for both its production and resale
activities to a permissible simplified
resale method described in § 1.263A-3(d)
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(3) in any taxable year that it qualifies to
use a simplified resale method for both
its production and resale activities under
§ 1.263A-3(a)(4) (resellers with de mini-
mis production activities);

(iii) a reseller-producer that wants to
change from a permissible simplified
resale method described in § 1.263A-3(d)
(3) for both its production and resale activ-
ities to a permissible UNICAP method
specifically described in the regulations
for both its production and resale activi-
ties in the first taxable year that it does not
qualify to use a simplified resale method
for both its production and resale activi-
ties under § 1.263A-3(a)(4);

(iv) a reseller that wants to change its
permissible UNICAP method to include a
special reseller cost allocation rule;

(v) a reseller or reseller-producer that
wants to change to a UNICAP method (or
methods) specifically described in the reg-
ulations, including any necessary changes
in the identification of costs subject to
§ 263A that will be accounted for using
the proposed method, in any taxable year
other than the first taxable year that it does
not qualify as a small business taxpayer;
or

(vi) a reseller or reseller-producer that
wants to change from not capitalizing a
cost subject to § 263A to capitalizing that
cost under a UNICAP method (or meth-
ods) specifically described in the regula-
tions that the reseller or reseller-producer
is already using.

(b) Inapplicability.

(1) Self constructed assets. This change
does not apply to a taxpayer that wants
to use either the simplified service cost
method, the simplified production method,
or the modified simplified production
method for self-constructed assets under
§§ 1.263A-1(h)(2)(1)(D), 1.263A-2(b)(2)
(1)(D), and 1.263A-2(c)(2), respectively.

(i1) Election or revocation of election
to use a historic absorption ratio. This
change does not apply to a taxpayer that
(7) wants to make a historic absorption
ratio election with the simplified produc-
tion method, the modified simplified pro-
duction method, or the simplified resale
method under §§ 1.263A-2(b)(4), 1.263A-
2(c)(4), or 1.263A-3(d)(4), respectively;
or (2) wants to revoke an election to use
a historic absorption ratio with the simpli-
fied production method, the modified sim-
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plified production method, or the simpli-
fied resale method (see §§ 1.263A-2(b)(4)
(1i)(B), 1.263A-2(c)(4), or 1.263A-3(d)
(4)(iii)(B), respectively).

(iii) Interest capitalization. This change
does not apply to a change in method of
accounting for interest capitalization (but
see section 12.14 of this revenue proce-
dure).

(iv) Recharacterizing costs under the
simplified resale method, simplified pro-
duction method, or modified simplified
production method. This change does not
include a change to recharacterize section
471 costs, as defined in § 1.263A-1(d)
(2), as additional section 263A costs, as
defined in § 1.263A-1(d)(3) (or vice versa)
for a taxpayer that uses or is changing to
the simplified resale method, the simpli-
fied production method, or the modified
simplified production method. See section
12.17 of this revenue procedure for cer-
tain changes to recharacterize section 471
costs as additional section 263A costs (or
vice versa).

(V) Revocation of election under
§ 263A4(d)(3). This change does not apply
to a taxpayer that wants to revoke its
election under § 263A(d)(3) not to have
§ 263A apply to certain plants produced
by the taxpayer in a farming business. But
see Rev. Proc. 2020-13, 2020-11 1.R.B.
515, for the procedures to revoke an elec-
tion under § 263A(d)(3).

(vi) Direct reallocation or step-alloca-
tion methods. This change does not apply
to a taxpayer that wants to change either
to or from the direct reallocation method
or the step-allocation method under
§§ 1.263A-1(g)(4)(iii)(A) and 1.263A-
1(g)(4)(iii)(B), respectively.

(vii) Election or revocation of election
to use 90-10 de minimis rule. This change
does not apply to a taxpayer that presently
uses the direct reallocation method or the
step-allocation method under §§ 1.263A-
1(g)(4)(iii)(A) and 1.263A-1(g)(4)(iii)(B),
respectively, and (1) wants to elect the
90-10 de minimis rule, under § 1.263A-
1(g)(4)(ii), to allocate a mixed service
department’s costs to resale activities; or
(2) wants to revoke an election to use the
90-10 de minimis rule to allocate a mixed
service department’s costs to resale activ-
ities.

(2) Eligibility rule inapplicable. The
eligibility rule in section 5.01(1)(f) of
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Rev. Proc. 2015-13, 2015-5 L.LR.B. 419,
does not apply to the change described in
section 12.01(1)(a)(i) of this revenue pro-
cedure.

(3) Definitions.

(a) “Reseller” means a taxpayer
that acquires real or personal property
described in § 1221(a)(1) for resale.

(b) “Producer” means a taxpayer that
produces real or tangible personal property.

(c) “Reseller-producer” means a tax-
payer that is both a producer and a reseller.

(d) “Permissible UNICAP method”
means a method of capitalizing costs that
is permissible under § 263A.

(e) “A UNICAP method specifically
described in the regulations” does not
include any other reasonable allocation
method within the meaning of § 1.263A-
1(f)(4). However, a “UNICAP method
specifically described in the regulations”
includes:

(1) the 90-10 de minimis rule to allo-
cate a mixed service department’s costs
to resale activities (§ 1.263A-1(g)(4)(ii))
(but see paragraph (1)(b)(vii) of this sec-
tion);

(i1) the 1/3 - 2/3 rule to allocate labor
costs of personnel to purchasing activities
(§ 1.263A-3(0)3)(ii)(A));

(iii) the 90-10 de minimis rule to allo-
cate a dual-function storage facility’s costs
to property acquired for resale (§ 1.263A-
3(0)B)()(C));

(iv) the specific identification method
(§ 1.263A-1(D(2);

(v) the burden rate method (§ 1.263A-
1DG3)G);

(vi) the standard
(§ 1.263A-1(D3)(i));

(vii) the direct reallocation method
(§ 1.263A-1(g)(4)(iii)(A)) (but see para-
graphs (1)(b)(vi) and (vii) of this section);

(viii) the step-allocation method
(§ 1.263A-1(g)(4)(iii)(B)) (but see para-
graphs (1)(b)(vi) and (vii) of this section);

(ix) the simplified service cost method
(§ 1.263A-1(h)) (with either a labor-based
allocation ratio or a production cost allo-
cation ratio);

(x) the simplified resale method with-
out a historic absorption ratio election
(§ 1.263A-3(d));

(xi) the alternative method to determine
amounts of section 471 costs by using a
taxpayer’s financial statement (§ 1.263A-

1(d)(2)(iii));

cost method
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(xii) the method to determine amounts
of section 471 costs by using the amounts
incurred in the taxable year for federal
income tax purposes (§ 1.263A-1(d)(2)
1));

(xiii) the safe harbor method for certain
variances and under- or over- applied bur-
dens (§ 1.263A-1(d)(2)(V));

(xiv) the removal of one or more costs
from section 471 costs as required in
§ 1.263A-1(d)(2)(vi);

(xv) the removal of one or more costs
from section 471 costs using negative
adjustments to additional section 263A
costs as permitted in § 1.263A-1(d)(3)(ii)
(B);

(xvi) the de minimis rule for certain
direct labor costs (§ 1.263A-1(d)(2)(iv)
(B));

(xvii) the de minimis rule for certain
direct material costs (§ 1.263A-1(d)(2)
(iv)(C));

(xviii) the simplified production
method without a historic absorption ratio
election (§ 1.263A-2(b));

(xix) the modified simplified produc-
tion method without a historic absorption
ratio election (§ 1.263A-2(c));

(xx) the direct material costs or pre-pro-
duction labor costs allocation methods for
capitalizable mixed service costs under the
modified simplified production method
(§ 1.263A-2(c)(3)(iii)(B)); and

(xxi) the 90-10 de minimis rule to allo-
cate capitalizable mixed service costs
under the modified simplified production
method (§ 1.263A-2(c)(3)(iii)(C)).

(f) “Special reseller cost allocation
rule” means the 90-10 de minimis rule
to allocate a mixed service department’s
costs to property acquired for resale
(§ 1.263A-1(g)(4)(i1)), the 1/3 — 2/3 rule
to allocate labor costs of personnel to
purchasing activities (§ 1.263A-3(c)(3)
(i1)(A)), and the 90-10 de minimis rule
to allocate a dual-function storage facili-
ty’s costs to property acquired for resale
(§ 1.263A-3(c)(5)(ii1)(C)).

(g) “Permissible non-UNICAP inven-
tory capitalization method” means a
method of capitalizing inventory costs
that is permissible under § 471.

(h) “Small business taxpayer” means
a taxpayer, other than a tax shelter under
§ 448(d)(3), proposed § 1.448-2(b)
(2), or § 1.448-2(b)(2), as applicable,
that meets the § 448(c) gross receipts
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test as provided in § 448(c), proposed
§ 1.263A-1(j), or § 1.263A-1(j), as appli-
cable. The § 448(c) gross receipts test
is met if a taxpayer has average annual
gross receipts for the three prior taxable
years of $25,000,000 or less (adjusted
for inflation), as described in § 448(c),
proposed §§ 1.448-2(c), or § 1.448-2(c),
as applicable. For taxable years begin-
ning in 2019, 2020 and 2021, the infla-
tion-adjusted amount is $26,000,000.
See Rev. Proc. 2018-57, 2018-49 I.R.B.
827, Rev. Proc. 2019-44, 2019-47 I.R.B.
1093, or Rev. Proc. 2020-45, 2020-46
[.R.B. 1016, as applicable. For a taxable
year beginning in 2022, the inflation-ad-
justed amount is $27,000,000. See Rev.
Proc. 2021-45, 2021-48 I.R.B. 764. For a
taxable year beginning in 2023, the infla-
tion-adjusted amount is $29,000,000.
See Rev. Proc. 2022-38, 2022-45 I.R.B.
445. For a taxable year beginning in
2024, the inflation-adjusted amount is
$30,000,000. See Rev. Proc. 2023-34,
2023-48 I.R.B. 1287. For a taxable year
beginning in 2025, the inflation-adjusted
amount is $31,000,000. See Rev. Proc.
2024-40, 2024-45 I.R.B. 1100.

(1) “Former small business taxpayer”
means a taxpayer that no longer qualifies
as a small business taxpayer. A former
small business taxpayer includes a tax-
payer that no longer qualifies as a small
business taxpayer for the year of change
because it is a tax shelter under § 448(d)
(3), proposed § 1.448-2(b)(2), or § 1.448-
2(b)(2), as applicable.

(4) Section 481(a) adjustment period.
Except as otherwise provided in this sec-
tion 12.01(4), beginning with the year of
change, a taxpayer changing its method
of accounting for costs under section
12.01(1)(a)(ii) or 12.01(1)(a)(iii) of this
revenue procedure generally must take
any applicable net positive § 481(a)
adjustment for such change into account
ratably over the same number of taxable
years, not to exceed four, that the taxpayer
used its former method of accounting. A
taxpayer changing its method of account-
ing for costs under section 12.01(1)(a)
(1), 12.01(1)(a)@iv), 12.01(1)(a)(v), or
12.01(1)(a)(vi) of this revenue procedure
must take any applicable net positive
§ 481(a) adjustment for such change into
account as provided in section 7.03 of
Rev. Proc. 2015-13.
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(5) Multiple changes. A taxpayer mak-
ing both this change and another change
in method of accounting for the same year
of change must comply with the ordering
rules of § 1.263A-7(b)(2).

(6) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
12.01 is “22.”

(7) Example. The following example
illustrates the principles of this section
12.01 and 12.16 for small business tax-
payers and former small business taxpay-

€rS.

X is a C corporation incorporated on January 2,
2017, that adopted a taxable year ending December
31 and an overall accrual method of accounting. X is
areseller of personal property. To determine whether
X is a small business taxpayer, as provided in section
12.01(3)(h) of this revenue procedure, X calculated
its average annual gross receipts for the three taxable
years (or fewer, if applicable) immediately preceding
the taxable year being analyzed as shown in the table
below, in accordance with § 1.263A-1(j):

Example — Average AGR Calculation

Current Average Annual Gross
Taxable Year Receipts for the Three
Taxable Years Immediately
Preceding the Current
Taxable Year
2017 0
2018 24,000,000
2019 27,000,000
2020 27,000,000
2021 25,000,000

Furthermore, X adopted the dollar-value LIFO
inventory method and has the following LIFO inven-
tory balances determined without considering the
effects of the UNICAP method:

Example — Inventory Balance Calculation

Year Beginning Ending

2017 $10,000,000 $11,000,000
2018 11,000,000 12,000,000
2019 12,000,000 13,000,000
2020 13,000,000 14,000,000
2021 14,000,000 15,000,000

X was not required to use the UNICAP method
for 2017 and 2018 because its average annual gross
receipts for such years made X a small reseller,
as described in section 12.01(3)(b) of Rev. Proc.
2019-43, prior to modification by Rev. Proc. 2022-
9, 2022-2 I.R.B. 310 for 2017, and a small busi-
ness taxpayer, as described in section 12.01(3)(h)
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of this revenue procedure, for 2018. X was required
by § 263A to change to the UNICAP method for
2019 because its average annual gross receipts
for the three taxable years immediately preced-
ing 2019 were $27,000,000, which exceeded the
$26,000,000 threshold permitted by the small busi-
ness taxpayer exemption under § 263A(i). Assume
that X was required to capitalize $800,000 of “addi-

X’s 2019 Ending Inventory:

tional § 263A costs” to the cost of its 2019 begin-
ning inventory because of this change in inventory
method. In addition, X was required to include
one-fourth of the § 481(a) adjustment when com-
puting taxable income for each of the four taxable
years beginning with 2019. Thus, X was required to
include a $200,000 positive § 481(a) adjustment in
its 2019 taxable income.

X elected to use the simplified resale method
without a historic absorption ratio election under
§ 1.263A-3(d)(3) for determining the amount of
additional § 263A costs to be capitalized to each
LIFO layer. Assume that X was required to add
$100,000 of additional § 263A costs to the cost of
its 2019 ending inventory because of the $1,000,000
increment for 2019.

Description Amount
Beginning Inventory (Without UNICAP costs) $12,000,000
2019 Increment 1,000,000
Additional § 263A Costs in Beginning Inventory 800,000
Additional § 263A Costs in 2019 Increment 100,000
Total 2019 Ending Inventory $13,900,000
X’s Unamortized 2019 § 481(a) Adjustment:

Description Amount
2019 § 481(a) Adjustment $800,000
Amount included in 2019 Taxable Income <200,000>
Unamortized 2019 § 481(a) Adjustment—12/31/19 $600,000

Because X'’s average annual gross receipts of
$27,000,000 for the three taxable years immediately
preceding 2020 exceeded the $26,000,000 threshold,
X failed to qualify for the small business taxpayer

X’s 2020 Ending Inventory:

exemption for 2020 and was required to continue
using the UNICAP method for its inventory costs.
Furthermore, X was required to include $200,000
of the unamortized 2019 positive § 481(a) adjust-

ment in its 2020 taxable income. Assume that X was
required to add $100,000 of additional § 263A costs
to the cost of its 2020 ending inventory because of
the $1,000,000 increment for 2020.

Description Amount
Beginning Inventory (With UNICAP costs) $13,900,000
2020 Increment 1,000,000
Additional § 263A Costs in 2020 Increment 100,000
Total 2020 Ending Inventory $15,000,000
X’s Unamortized 2019 § 481(a) Adjustment:

Description Amount
Unamortized 2019 § 481(a) Adjustment—12/31/19 $600,000
Amount Included in 2020 Taxable Income <200,000>
Unamortized 2019 § 481(a) Adjustment—12/31/20 $400,000

Because X's average annual gross receipts
of $25,000,000 for the three taxable years
immediately preceding 2021 did not exceed the
$26,000,000 threshold, X satisfied the small busi-
ness taxpayer exemption under section 263A(i)
for 2021 and may change voluntarily from the
UNICAP method to a method that no longer
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capitalizes costs under § 263A for 2021, as pro-
vided in section 12.16 of this revenue procedure.
To reflect the removal of the additional § 263A
costs from the cost of its 2021 beginning inven-
tory, X must compute a corresponding § 481(a)
adjustment, which is a negative $1,000,000
($14,000,000 - $15,000,000). The entire amount
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of this negative § 481(a) adjustment is included
in X’s taxable income for 2021. In addition, X
must take the $400,000 remaining portion of
the unamortized 2019 § 481(a) adjustment into
account in its taxable income for 2021, as pro-
vided in section 12.16(5) of this revenue proce-
dure.
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X’s 2021 Ending Inventory:

Description Amount
Inventory (With UNICAP costs) Beginning $15,000,000
2021 Increment 1,000,000
2021 § 481(a) Adjustment <Negative> <1,000,000>
Total 2021 Ending Inventory $15,000,000
X’s Unamortized 2019 § 481(a) Adjustment:
Description Amount
Unamortized 2019 § 481(a) Adjustment—12/31/20 $400,000
Amount included in 2021 Taxable Income <400,000>
Unamortized 2019 § 481(a) Adjustment—12/31/21 $ 0
X’s Unamortized 2021 § 481(a) Adjustment:
Description Amount
2021 § 481(a) Adjustment <Negative> $<1,000,000>
Amount included in 2021 Taxable Income 1,000,000
Unamortized 2021 § 481(a) Adjustment—12/31/21 $ 0

(8) Contact information. For further
information regarding a change under this
section, contact Livia Piccolo at (202)
317-7007 (not a toll-free number).

.02 Certain uniform capitalization
(UNICAP) methods used by producers
and reseller-producers.

(1) Description of change.

(a) Applicability. This change applies
to:

(i) a producer as defined in section
12.01(3)(b) of this revenue procedure or
a reseller-producer as defined in section
12.01(3)(c) of this revenue procedure that
wants to change to a UNICAP method (or
methods) specifically described in the regu-
lations, including any necessary changes in
the identification of costs subject to § 263A
that will be accounted for using the pro-
posed method, in any taxable year other than
the first taxable year that it does not qualify
as a small business taxpayer as defined in
section 12.01(3)(h) of this revenue proce-
dure. This change includes a change from
not capitalizing a cost subject to § 263A
to capitalizing that cost for a producer or a
reseller-producer under a UNICAP method
(or methods) specifically described in the
regulations that the producer or reseller-pro-
ducer is already using; or
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(i) a producer or reseller-producer
that is a former small business tax-
payer, as defined in section 12.01(3)(i)
of this revenue procedure, that wants to
change from not capitalizing costs under
§ 263A(i) to capitalizing costs under a
UNICAP method (or methods) specif-
ically described in the regulations in the
first taxable year that the taxpayer does
not qualify as a small business taxpayer as
defined in section 12.01(3)(h) of this rev-
enue procedure.

(b) Inapplicability.

(1) Self-constructed assets. This change
does not apply to a taxpayer that wants
to use either the simplified service cost
method, the simplified production method,
or the modified simplified production
method for self-constructed assets under
§§ 1.263A-1(h)(2)(1)(D), 1.263A-2(b)(2)
(1)(D), and 1.263A-2(c)(2), respectively.

(i1) Election or revocation of election
to use a historic absorption ratio. This
change does not apply to a taxpayer that
(1) wants to make a historic absorption
ratio election with the simplified produc-
tion method or the modified simplified
production method under §§ 1.263A-2(b)
(4) or 1.263A-2(c)(4), respectively; or (2)
wants to revoke an election to use a his-

1533

toric absorption ratio with the simplified
production method or the modified simpli-
fied production method (see §§ 1.263A-
2(b)(4)(iii)(B) or 1.263A-2(c)(4), respec-
tively).

(iii) Interest capitalization. This change
does not apply to a change in method of
accounting for interest capitalization (but
see section 12.14 of this revenue proce-
dure).

(iv) Recharacterizing costs under the
simplified production method or modified
simplified production method. This change
does not include a change to recharac-
terize section 471 costs, as defined in
§ 1.263A-1(d)(2), as additional section
263A costs, as defined in § 1.263A-1(d)
(3), (or vice versa) for a taxpayer that uses
or is changing to the simplified production
method or the modified simplified pro-
duction method. See section 12.17 of this
revenue procedure for certain changes to
recharacterize section 471 costs as addi-
tional section 263A costs (or vice versa).

(V) Reseller-producer using the sim-
plified resale method. This change does
not apply to a reseller-producer that uses
or is changing to the simplified resale
method under § 1.263A-3(d) (but see sec-
tion 12.01(1) of this revenue procedure
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for certain changes that may be made by
a reseller-producer).

(vi) Direct reallocation or step-alloca-
tion methods. This change does not apply
to a taxpayer that wants to change either
to or from the direct reallocation method
or the step-allocation method under
§§ 1.263A-1(g)(4)(iii)(A) and 1.263A-
1(g)(4)(iii)(B), respectively.

(vii) Election or revocation of election
to use 90-10 de minimis rule. This change
does not apply to a taxpayer that presently
uses the direct reallocation method or the
step-allocation method under §§ 1.263A-
1(g)(4)(iii)(A) and 1.263A-1(g)(4)(iii)(B),
respectively, and (1) wants to elect the
90-10 de minimis rule, under § 1.263A-
1(g)(4)(ii), to allocate a mixed service
department’s costs to production or resale
activities; or (2) wants to revoke an elec-
tion to use the 90-10 de minimis rule to
allocate a mixed service department’s
costs to production or resale activities.

(2) Definitions. A “UNICAP method
specifically described in the regulations”
does not include the simplified resale
method under § 1.263A-3(d)(4) or any
other reasonable allocation method within
the meaning of § 1.263A-1(f)(4). How-
ever, a “UNICAP method specifically
described in the regulations” includes:

(a) the 90-10 de minimis rule to allo-
cate a mixed service department’s costs to
production or resale activities (§ 1.263A-
1(g)(4)(i1)) (but see paragraph (1)(b)(vii)
of this section);

(b) the 1/3 - 2/3 rule to allocate labor
costs of personnel to purchasing activities
(§ 1.263A-3(0)3)(ii)(A));

(c) the 90-10 de minimis rule to allocate
a dual-function storage facility’s costs to
property acquired for resale (§ 1.263A-
3(0)S)()(C));

(d) the specific identification method
(§ 1.263A-1()(2);

(e) the burden rate method (§ 1.263A-
1DG3)G);

(f) the standard cost method (§ 1.263A-
1(H3)(i1));

(g) the direct reallocation method
(§ 1.263A-1(g)(4)(iii)(A)) (but see para-
graphs (1)(b)(vi) and (vii) of this section);

(h) the step-allocation method
(§ 1.263A-1(g)(4)(iii)(B)) (but see para-
graphs (1)(b)(vi) and (vii) of this section);

(1) the simplified service cost method
(§ 1.263A-1(h)) (with either a labor-based
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allocation ratio or a production cost allo-
cation ratio);

(j) the simplified production method
without a historic absorption ratio election
(§ 1.263A-2(b));

(k) the alternative method to determine
amounts of section 471 costs by using a
taxpayer’s financial statement (§ 1.263A-
1(d)2)(i));

(I) the method to determine amounts
of section 471 costs by using the amounts
incurred in the taxable year for federal
income tax purposes (§ 1.263A-1(d)(2)
1));

(m) the safe harbor method for certain
variances and under- or over-applied bur-
dens (§ 1.263A-1(d)(2)(V));

(n) the removal of one or more costs
from section 471 costs as required in
§ 1.263A-1(d)(2)(vi);

(o) the removal of one or more costs
from section 471 costs using negative
adjustments to additional section 263A
costs as permitted in § 1.263A-1(d)(3)(ii)
(B);

(p) the de minimis rule for certain direct
labor costs (§ 1.263A-1(d)(2)(iv)(B));

(q) the de minimis rule for certain direct
material costs (§ 1.263A-1(d)(2)(iv)(C));

(r) the modified simplified production
method without a historic absorption ratio
election (§ 1.263A-2(c)(3));

(s) the direct material costs or pre-pro-
duction labor costs allocation methods
for capitalizable mixed service costs
under the modified simplified production
method (§ 1.263A-2(c)(3)(iii)(B)); and

(t) the 90-10 de minimis rule to allo-
cate capitalizable mixed service costs
under the modified simplified production
method (§ 1.263A-2(c)(3)(iii)(C)).

(3) Multiple changes. A taxpayer mak-
ing both this change and another change
in method of accounting in the same year
of change must comply with the ordering
rules of § 1.263A-7(b)(2).

(4) Eligibility rule inapplicable. The
eligibility rule in section 5.01(1)(f) of
Rev. Proc. 2015-13, 2015-5 L.LR.B. 419,
does not apply to a change described in
section 12.02(1)(a)(ii) of this revenue pro-
cedure.

(5) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
12.02 is “23.”
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(6) Contact information. For further
information regarding a change under this
section, contact Livia Piccolo at (202)
317-7007 (not a toll-free number).

.03 Impact fees.

(1) Description of change. This change
applies to a taxpayer that incurs impact
fees as defined in Rev. Rul. 2002-9,
2002-1 C.B. 614, in connection with the
construction of a new residential rental
building that wants to capitalize the costs
to the building under §§ 263(a) and 263A.
See Rev. Rul. 2002-9 for further informa-
tion.

(2) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
12.03 is “25.”

(3) Contact information. For further
information regarding a change under this
section, contact Livia Piccolo at (202)
317-7007 (not a toll-free number).

.04 Change to capitalizing environ-
mental remediation costs under § 263A.

(1) Description of change. This
change applies to a taxpayer that wants
to change its method of accounting for
environmental remediation costs from
a method that does not comply with the
holding in Rev. Rul. 2004-18, 2004-1
C.B. 509, to capitalizing them to inven-
tory under § 263A.

(2) Concurrent automatic changes.
A taxpayer making both this change and
another automatic change under § 263A
for the same year of change may file a sin-
gle Form 3115 for both changes, provided
the taxpayer enters the designated auto-
matic change numbers for both changes
on the appropriate line on that Form 3115,
and complies with the ordering rules of
§ 1.263A-7(b)(2). See section 6.03(1)(b)
of Rev. Proc. 2015-13, 2015-5 I.LR.B. 419,
for information on making concurrent
changes.

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
12.04 is “77.”

(4) Contact information. For further
information regarding a change under this
section, contact Livia Piccolo at (202)
317-7007 (not a toll-free number).

.05 Change in allocating environmen-
tal remediation costs under § 263A.
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(1) Description of change. This change
applies to a taxpayer that capitalizes envi-
ronmental remediation costs to inventory
under § 263 A, but allocates these costs to
inventory using a method of accounting
that does not comply with the holding in
Rev. Rul. 2005-42, 2005-2 C.B. 67, and
wants to change to allocating these costs
to inventory produced during the taxable
year in which the costs are incurred under
§ 263A. See Rev. Rul. 2005-42 for further
information.

(2) Concurrent automatic changes.
A taxpayer making both this change and
another automatic change under § 263A
for the same year of change may file a sin-
gle Form 3115 for both changes, provided
the taxpayer enters the designated auto-
matic accounting method change numbers
for both changes on the appropriate line
on that Form 3115, and complies with the
ordering rules of § 1.263A-7(b)(2). See
section 6.03(1)(b) of Rev. Proc. 2015-
13, 2015-5 I.R.B. 419, for information on
making concurrent changes.

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
12.05 is “92.”

(4) Contact information. For further
information regarding a change under this
section, contact Livia Piccolo at (202)
317-7007 (not a toll-free number).

.06 Safe harbor methods under § 2634
for certain dealerships of motor vehicles.

(1) Description of change. This change
applies to a motor vehicle dealership, as
defined in section 4 of Rev. Proc. 2010-
44,2010-49 I.R.B. 811, that is within the
scope of section 3 of Rev. Proc. 2010-
44 and wants to change its method of
accounting to (1) treat its sales facility as
a retail sales facility or (2) be treated as
a reseller without production activities,
as described in section 5 of Rev. Proc.
2010-44. A motor vehicle dealership
that wants to make an automatic change
in method of accounting to use one or
both safe harbor methods described in
section 5 of Rev. Proc. 2010-44 may
make any corresponding changes in the
identification of costs subject to § 263A
that will be accounted for using the pro-
posed method (for example, to remove
internal profit from inventory costs) or
to no longer include negative amounts as
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additional § 263 A costs in the numerator
of the simplified resale method formula
or the simplified production method for-
mula. However, except as provided in
the preceding sentence, a change under
this section does not include a change
for purposes of recharacterizing “§ 471
costs” as “additional § 263A costs” (or
vice versa) under the simplified resale
method or the simplified production
method.

(2) Concurrent automatic changes. A
motor vehicle dealership making an auto-
matic change to one or both safe harbor
methods described in section 5 of Rev.
Proc. 2010-44 and another automatic
change under § 263 A for the same taxable
year may file one Form 3115 to make both
changes, provided the dealership enters
the designated automatic change num-
bers for all such changes in Part I on that
Form 3115, and complies with the order-
ing rules of § 1.263A-7(b)(2). See section
6.03(1)(b) of Rev. Proc. 2015-13, 2015-5
LLR.B. 419, for information on making
concurrent changes.

(3) Multiple adjustments. In the event
that a motor vehicle dealership is tak-
ing into account a § 481(a) adjustment
from another accounting method change
in addition to the § 481(a) adjustment
required by a change to a safe harbor
method described in section 5 of Rev.
Proc. 2010-44, the § 481(a) adjustments
must be taken into account separately.
For example, a motor vehicle dealership
that changed to comply with § 263A in
2009 and was required to take its § 481(a)
adjustment into account over four years
must continue to take into account that
adjustment over the remainder of that
four year § 481(a) adjustment period even
though the dealership changed to a safe
harbor method described in section 5 of
Rev. Proc. 2010-44 in 2010 and has an
additional § 481(a) adjustment required
by that change.

(4) Designated automatic accounting
method change numbers. The designated
automatic accounting method change
number for a change to treat certain
sales facilities as retail sales facilities as
described in section 5.01 of Rev. Proc.
2010-44 is “150.” The designated auto-
matic accounting method change number
for a change to be treated as a reseller
without production activities as described
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in section 5.02 of Rev. Proc. 2010-44 is
“151.”

(5) Contact information. For further
information regarding a change under this
section, contact Livia Piccolo at (202)
317-7007 (not a toll-free number).

.07 Change to not apply § 2634 to one
or more plants removed from the list of
plants that have a preproductive period in
excess of 2 years.

(1) Description of change. This
change, as described in Rev. Proc. 2013-
20, 2013-14 L.R.B. 744, applies to a
taxpayer that is not a corporation, part-
nership, or tax shelter required to use an
accrual method of accounting under § 447
or § 448(a)(3), and either (a) wants to not
apply § 263A, pursuant to § 263A(d)(1)
and § 1.263A-4(a)(2), to the production
of one or more plants that the IRS and
the Treasury Department have removed
from the list of plants that have a nation-
wide weighted average preproductive
period in excess of 2 years, or (b) prop-
erly elected, pursuant to § 263A(d)(3)
and § 1.263A-4(d), to not apply § 263A
to the production of a plant or plants that
have been removed from the list of plants
that have a nationwide weighted aver-
age preproductive period in excess of 2
years, and wishes to revoke its § 263A(d)
(3) election with respect to those plants.
See Notice 2013-18, 2013-14 [.R.B. 742,
or its successor.

(2) Manner of making change. A
change under this section 12.07 is made
with any necessary adjustments under
§ 481(a). For example, the revocation of
an election under § 263A(d)(3) results in
a § 481(a) adjustment that must take into
account the change in depreciation from
the alternative depreciation system to
the general depreciation system included
within such revocation.

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
12.07 is “181.”

(4) Contact information. For further
information regarding a change under this
section, contact Patrick Clinton at (202)
317-7005 (not a toll-free number).

.08 Change to a reasonable allocation
method described in § 1.2634-1(f)(4) for
self-constructed assets.

(1) Description of change.
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(a) Applicability. This change, as
described in Rev. Proc. 2014-16, 2014-9
LLR.B. 606, applies to a producer (as
defined in section 12.01(3)(b) of this rev-
enue procedure) or a reseller-producer
(as defined in section 12.01(3)(c) of this
revenue procedure) that wants to change
to a reasonable allocation method within
the meaning of § 1.263A-1(f)(4), other
than the methods specifically described
in § 1.263A-1(f)(2) or (3), for self-con-
structed assets produced during the taxable
year, including any necessary changes
in the identification of costs subject to
§ 263A that will be accounted for using
the proposed method. This section 12.08
also includes a change from not capitaliz-
ing a cost subject to § 263A to capitaliz-
ing that cost for a producer or reseller-pro-
ducer under a reasonable allocation
method within the meaning of § 1.263A-
1(f)(4) that the producer or reseller-pro-
ducer is already using for self-constructed
assets, other than the methods specifically
described in § 1.263A-1(f)(2) or (3). See
section 12.02 of this revenue procedure
for a producer or reseller-producer that
wants to change to a method described in
§ 1.263A-1(f)(2) or (3).

(b) Inapplicability. This change does
not apply to an allocation method based
on the number of units produced or an
allocation method that does not allocate
costs to the units of property produced.
This change does not apply to a change
described in another section of this reve-
nue procedure or in other guidance pub-
lished in the Internal Revenue Bulletin.
For example, this change does not apply
to a change described in section 12.01 or
12.02 of this revenue procedure.

(2) No ruling on reasonableness of
method. The consent granted in section
9 of Rev. Proc. 2015-13, 2015-5 L.R.B.
419, for this change is not a determination
by the Commissioner that the taxpayer
is using a reasonable allocation method
for costs subject to § 263A and does not
create any presumption that the proposed
allocation method is permissible. The
director will ascertain whether the tax-
payer’s allocation method is reasonable
within the meaning of § 1.263A-1(f)(4).

(3) Multiple changes. A taxpayer mak-
ing both this change and another change
in method of accounting under section
11.08 of this revenue procedure for the
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same year of change must comply with the
ordering rules of § 1.263A-7(b)(2).

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
12.08 is “194.”

(5) Contact information. For further
information regarding a change under this
section, contact Livia Piccolo at (202)
317-7007 (not a toll-free number).

.09 Real property acquired through
foreclosure.

(1) Applicability. This change, as
described in Rev. Proc. 2014-16, 2014-9
LLR.B. 606, applies to a taxpayer that
capitalizes costs under § 263A(b)(2) and
§ 1.263A-3(a)(1) to real property acquired
through foreclosure, or similar transac-
tion, where the taxpayer wants to change
its method of accounting to an otherwise
permissible method of accounting under
which the acquisition and holding costs
for real property acquired through foreclo-
sure, or similar transaction, are not capi-
talized under § 263A(b)(2) and § 1.263A-
3(a)(1). To qualify for this change in
method of accounting, a taxpayer must:

(a) originate, or acquire and hold for
investment, loans that are secured by real
property; and

(b) acquire the real property that
secures the loans at a foreclosure sale, by
deed in lieu of foreclosure, or in another
similar transaction.

(2) Inapplicability. This change does
not apply to costs capitalized under
§ 263A(b)(1) and § 1.263A-2(a)(1) by the
taxpayer to the acquired real property as a
result of production activities.

(3) Designated automatic accounting
method change numbers. The designated
automatic accounting method change
number for a change under this section
12.09 is “195.”

(4) Contact information. For further
information regarding a change under
this section, contact Michael Supanick at
(202) 317-7007 (not a toll-free number).

.10 Sales-Based Royalties.

(1) Description of change. This change,
as described in Rev. Proc. 2014-33, 2014-
22 I.R.B. 1060, applies to a taxpayer that
wants to change its method of accounting
for sales-based royalties (as described in
§ 1.263A-1(e)(3)(i1)(U)(2)) that are prop-
erly allocable to inventory property:
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(a) From not capitalizing sales-based
royalties to capitalizing these costs
and allocating them entirely to cost of
goods sold under a taxpayer’s method of
accounting;

(b) From not capitalizing sales-based
royalties to capitalizing these costs and
allocating them to inventory property
under a taxpayer’s method of accounting;

(c) From capitalizing sales-based roy-
alties and allocating these costs to inven-
tory property to allocating them entirely to
cost of goods sold; or

(d) From capitalizing sales-based roy-
alties and allocating these costs entirely
to cost of goods sold to allocating them to
inventory property.

(2) Limitations.

(a) A taxpayer may not make a change
in method of accounting under this section
12.10 if the taxpayer wants to change to
capitalizing sales-based royalties and allo-
cating them to inventory property using
another reasonable allocation method
within the meaning of § 1.263A-1(f)(4).

(b) A taxpayer making the changes
described in section 12.10(1)(a) or
12.10(1)(c) of this revenue procedure that
uses a simplified method to determine the
additional § 263 A costs allocable to inven-
tory property on hand at year end must
remove sales-based royalties allocated to
cost of goods sold from the formulas used
to allocate additional § 263 A costs to end-
ing inventory in the same manner that the
taxpayer included these amounts in the
formulas.

(¢) A taxpayer making a change in
method of accounting under this section
12.10 that uses a simplified method with
a historic absorption ratio election (see
§§ 1.263A-2(b)(4) and 1.263A-3(d)(4))
and currently includes, or is changing its
method to include, sales-based royalties
in any part of its historic absorption ratio
must revise its previous and current his-
toric absorption ratios. To revise its his-
toric absorption ratios, the taxpayer must
apply its proposed method of accounting
during the test period, during all recom-
putation years, and during all updated
test periods to determine the § 471 costs
and additional § 263A costs that were
incurred. The revised historic absorption
ratios must be used to revalue beginning
inventory and must be accounted for in
the taxpayer’s § 481(a) adjustment. The
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taxpayer must use a method described in
§ 1.263A-7(c) to revalue beginning inven-
tory.

(3) Concurrent automatic changes.
A taxpayer making a change under this
section 12.10 and one or more automatic
changes in method of accounting under
§ 263A for the same year of change may
file a single Form 3115 for all changes,
provided the taxpayer enters the desig-
nated automatic change numbers for all
changes on the appropriate line on the
Form 3115 and complies with the order-
ing rules of § 1.263A—7(b)(2). See section
6.03(1)(b) of Rev. Proc. 2015-13 for infor-
mation on making concurrent changes.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for changes in method of account-
ing under this section 12.10 is “201.”

(5) Contact information. For further
information regarding a change under this
section, contact Livia Piccolo at (202)
317-7007 (not a toll-free number).

11 Treatment of Sales-Based Vendor
Chargebacks under a Simplified Method.

(1) Description of change. This change,
as described in Rev. Proc. 2014-33, 2014-
22 I.R.B. 1060, applies to a taxpayer that
wants to change its method of accounting
to no longer include cost adjustments for
sales-based vendor chargebacks described
in § 1.471-3(e)(1) in the formulas used to
allocate additional § 263A costs to ending
inventory under a simplified method.

(2) Limitations.

(a) A taxpayer making this change that
uses a simplified method to determine
the additional § 263A costs allocable to
inventory property on hand at year end
must remove sales-based vendor charge-
backs from the formulas used to allocate
additional § 263A costs to ending inven-
tory in the same manner that the taxpayer
included these amounts in the formulas.

(b) A taxpayer making a change in
method of accounting under this section
12.11 that uses a simplified method with
a historic absorption ratio election (see
§§ 1.263A-2(b)(4) and 1.263A-3(d)(4))
and currently includes sales-based ven-
dor chargebacks in any part of its historic
absorption ratio must revise its previous
and current historic absorption ratio(s).
To revise its historic absorption ratios,
the taxpayer must apply its proposed
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method of accounting during the test
period, during all recomputation years,
and during all updated test periods to
determine the § 471 costs and additional
§ 263A costs that were incurred. The
revised historic absorption ratios must be
used to revalue beginning inventory and
must be accounted for in the taxpayer’s
§ 481(a) adjustment. The taxpayer must
use a method described in § 1.263A-7(c)
to revalue beginning inventory.

(3) Concurrent automatic changes. A
taxpayer making both this change and one
or more automatic changes under § 263A,
or both this change and the change
described in section 21.15 of this reve-
nue procedure for the same taxable year
of change may file a single Form 3115
for both changes, provided the taxpayer
enters the designated automatic change
numbers for all changes on the appropri-
ate line on the Form 3115 and complies
with the ordering rules of § 1.263A-7(b)
(2). See section 6.03(1)(b) of Rev. Proc.
2015-13 for information on making con-
current changes.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for changes in method of account-
ing under this section 12.11 is “202.”

(5) Contact information. For further
information regarding a change under
this section, contact Michael Supanick at
(202) 317-7007 (not a toll-free number).

12 U.S. ratio method.

(1) Change to the U.S. ratio method.

(a) Description of change. This change
applies to a foreign person, as defined in
Notice 88-104, 1988-2 C.B. 443, as mod-
ified by Notice 89-67, 1989-1 C.B. 723,
that is required to capitalize costs under
§ 263A and wants to change its method
of accounting to the U.S. ratio method, as
described in Notice 88-104.

(b) Manner of making change. A tax-
payer requesting a change on behalf of a
foreign person under section 12.12(1) of
this revenue procedure must make the
change in accordance with the require-
ments set forth in section 12.12(1)(c) of
this revenue procedure, and must attach a
statement to the Form 3115 providing the
following information:

(1) Foreign person requirement. A
representation that the foreign person is a
qualified business unit (QBU), as defined
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in § 1.989(a)-1(b), of a foreign person, or
the foreign branch of a U.S. person that
constitutes a separate QBU, within the
meaning of Notice 88-104. If the tax-
payer is requesting a change in method of
accounting on behalf of multiple foreign
persons, please provide a representation
that each foreign person is a QBU, as
defined in § 1.989(a)-1(b), of a foreign
person or the foreign branch of a U.S.
person that constitutes a separate QBU,
within the meaning of Notice 88-104;

(i1) Description of trade or business.
The name and employer identification
number (if applicable) for each foreign
person and an explanation of each trade
or business, as defined in § 1.446-1(d), for
which a request to change to the U.S. ratio
method is being made under this section
12.12(1);

(iii) Applicable U.S. trade or business
requirement. The identity of the “appli-
cable U.S. trade or business,” as defined
in Notice 88-104, that the foreign person
wishes to use and an explanation of how
this U.S. trade or business is “the same as,
or most similar to” the trade or business
conducted by the foreign person. If the
taxpayer is requesting a change in method
of'accounting for multiple foreign persons,
the taxpayer must identify the “applicable
U.S. trade or business” for each foreign
person, and explain how the respective
U.S. trade or business is “the same as, or
most similar to” the trade or business con-
ducted by the foreign person; and

(iv) Relationship requirement. An
explanation of how the “applicable U.S.
trade or business” identified in section
12.12(1)(b)(iii) of this revenue proce-
dure is a trade or business conducted in
the United States by a “related person,”
as defined in Notice 88-104, with respect
to the foreign person requesting a change
under this section. If the taxpayer is
requesting a change in method of account-
ing for multiple foreign persons, the tax-
payer must explain how the “applicable
U.S. trade or business” identified in sec-
tion 12.12(1)(b)(iii) of this revenue pro-
cedure is a trade or business conducted in
the United States by a “related person” for
purposes of Notice 88-104 for each for-
eign person requesting a change in method
of accounting. Use § 267(b) or § 707(b),
as applicable, to explain the relationship.

(c) Additional requirements.
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(1) A foreign person must continue to
use the U.S. ratio of the applicable U.S.
trade or business identified in section
12.12(1)(b)(iii) of this revenue procedure
unless consent of the Commissioner is
obtained to use the U.S. ratio of a different
applicable U.S. trade or business under
§ 446(e) (see section 12.12(2) of this rev-
enue procedure);

(i1) In the case of a controlled foreign
corporation, the controlling U.S. share-
holder, or in the case of a foreign branch
of a U.S. person, the U.S. person, must
maintain records of the U.S. ratio used by
each foreign person to calculate the addi-
tional § 263 A costs capitalized to property
produced and property acquired for resale
for the year of change and for subsequent
taxable years for each foreign person
requesting a change in method of account-
ing under this section 12.12. In the case
of a controlled foreign partnership, the
U.S. partner must maintain records of the
U.S. ratio used by each foreign person to
calculate the additional § 263A costs cap-
italized to property produced and property
acquired for resale for the year of change
and for subsequent taxable years for each
foreign person requesting a change in
method of accounting under this section
12.12(1).

(iii) The § 481(a) adjustment is com-
puted in the manner provided in Notice
88-104;

(iv) The U.S. ratio is determined, and
the ratio is applied to the costs of property
produced or property acquired for resale
incurred by the foreign person, in accor-
dance with Notice 88-104; and

(v) If any foreign person is unable to
obtain a U.S. ratio from the applicable
U.S. trade or business identified in section
12.12(1)(b)(iii) of this revenue procedure,
or is otherwise no longer eligible to use
the U.S. ratio method, the foreign person
is no longer permitted to use the U.S. ratio
method. However, the foreign person is
not ineligible to use the U.S. ratio method
if the foreign person is able to obtain a
U.S. ratio from a different applicable U.S.
trade or business, and changes the appli-
cable U.S. trade or business pursuant to
section 12.12(2) of this revenue proce-
dure or under the non-automatic change
procedures of this revenue procedure, as
applicable. If a foreign person is no lon-
ger eligible to use the U.S. ratio method,
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it is required to change its method of
accounting to a method that complies with
§§ 263A and 471 using either the auto-
matic change procedures of Rev. Proc.
2015-13, 2015-5 I.LR.B. 419, and sections
12.01, 12.02, or 12.08, as applicable, of
this revenue procedure or the non-auto-
matic change procedures of Rev. Proc.
2015-13.

(2) Change within U.S. ratio method.
This change applies to a foreign person
currently using the U.S. ratio method that
wants to use the U.S. ratio of a different
applicable U.S. trade or business for pur-
poses of applying the U.S. ratio method
as described in section 12.12(2)(a) or
12.12(2)(b) of this revenue procedure.

(a) Required change in the applicable
U.S. trade or business.

(1) In general. A foreign person is per-
mitted to change its method of accounting
under this section 12.12(2)(a) to use the
U.S. ratio of a different applicable U.S.
trade or business, as defined in Notice
88-104, if the foreign person is no lon-
ger able to obtain the U.S. ratio from the
applicable U.S. trade or business previ-
ously identified and if: (A) the U.S. person
or related person in which the applicable
U.S. trade or business is conducted termi-
nates its existence; (B) the foreign person
is no longer related, within the meaning of
§ 267(b) or § 707(b), to the U.S. person
or related person in which the applicable
U.S. trade or business is conducted; or (C)
the U.S. person or related person ceases to
conduct the applicable U.S. trade or busi-
ness.

(i1) Certain eligibility rule inapplica-
ble. The eligibility rule in section 5.01(1)
(f) of Rev. Proc. 2015-13 does not apply to
the change described in section 12.12(2)
(a) of this revenue procedure.

(iii) Manner of making change. A for-
eign person making a change in method
of accounting under this section 12.12(2)
(a) must make the change in accordance
with the requirements set forth in section
12.12(2)(c) and (d) of this revenue proce-
dure.

(b) Other changes in the applicable
U.S. trade or business.

(1) In general. 1f the foreign person
cannot make the change in method of
accounting described in section 12.12(2)
(a) of this revenue procedure, or there is
more than one U.S. trade or business that
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can reasonably be considered the “same
as, or most similar to” the foreign per-
son’s trade or business, the foreign per-
son is permitted to change its method of
accounting under this section 12.12(2)(b)
to use the U.S. ratio of a different applica-
ble U.S. trade or business.

(i) Manner of making change. A for-
eign person making a change in method
of accounting under this section 12.12(2)
(b) must make the change in accordance
with the requirements set forth in section
12.12(2)(c) and (d) of this revenue proce-
dure.

(c) Section 481(a) adjustment. The
§ 481(a) adjustment is computed in the
manner provided in Notice 88-104.

(d)Short Form 3115 inlieuof astandard
Form 3115. In accordance with § 1.446-
1(e)(3)(ii), the requirement of § 1.446-
1(e)(3)(i) to file a standard Form 3115 is
waived and pursuant to section 6.02(2) of
Rev. Proc. 2015-13, a short Form 3115
is authorized for a change described in
section 12.12(2)(a) or 12.12(2)(b) of this
revenue procedure. The short Form 3115
(Rev. December 2022) must include the
following information:

(1) the identification section of page 1
(above Part I);

(i1) the signature section at the bottom
of page 1;

(iii) Part I, line 1(a);

(iv) Part IV, all lines except Line 25;

(v) the information required under
section 12.12(1)(b) of this revenue proce-
dure; and

(vi) a statement that the change in
method of accounting is made under sec-
tion 12.12(2)(a) or 12.12(2)(b) of Rev.
Proc. 2025-23, as applicable.

(3) Designated automatic accounting
method change numbers. The designated
automatic accounting method change
number for a change under this section
12.12is “214.”

(4) Contact information. For further
information regarding a change under this
section, contact Livia Piccolo at (202)
317-7007 (not a toll-free number).

.13 Depletion.

(1) Description of change. This change
applies to a taxpayer that wants to change
its method of accounting for depletion
to treat these amounts as an indirect cost
that is only properly allocable to property
that has been sold (that is, for purposes of
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determining gain or loss on the sale of the
property) under § 1.263A-1(e)(3)(i1)(J).

(2) Limitation.

(a) A taxpayer making this change in
method of accounting that uses a simpli-
fied method to determine the additional
§ 263A costs allocable to inventory prop-
erty on hand at year end must remove
depletion allocated to cost of goods sold
from the formulas used to allocate addi-
tional § 263A costs to ending inventory
in the same manner that the taxpayer
included these amounts in the formulas.

(b) A taxpayer making this change in
method of accounting that uses a sim-
plified method with a historic absorp-
tion ratio election (see §§ 1.263A-2(b)
(4) and 1.263A-3(d)(4)) and currently
includes depletion in any part of its his-
toric absorption ratio must revise its previ-
ous and current historic absorption ratios.
To revise its historic absorption ratios,
the taxpayer must apply its proposed
method of accounting during the test
period, during all recomputation years,
and during all updated test periods to
determine the § 471 costs and additional
§ 263A costs that were incurred. The
revised historic absorption ratios must be
used to revalue beginning inventory and
must be accounted for in the taxpayer’s
§ 481(a) adjustment. The taxpayer must
use a method described in § 1.263A-7(c)
to revalue beginning inventory.

(3) Certain eligibility rule inapplica-
ble. The eligibility rule in section 5.01(1)
(f) of Rev. Proc. 2015-13, 2015-5 L.LR.B.
419, does not apply to this change.

(4) Concurrent automatic changes.
A taxpayer making both this change and
another automatic change under § 263A
for the same year of change may file a sin-
gle Form 3115 for both changes, provided
the taxpayer enters the designated auto-
matic change numbers for both changes
on the appropriate line on that Form 3115
and complies with the ordering rules of
§ 1.263A—7(b)(2). See section 6.03(1)(b)
of Rev. Proc. 2015-13 for information on
making concurrent changes.

(5) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change in method of account-
ing under this section 12.13 is “215.”

(6) Contact information. For further
information regarding a change under
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this section, contact Michael Supanick at
(202) 317-7007 (not a toll-free number).

.14 Interest capitalization.

(1) Description of change.

(a) Applicability. This change applies
to a taxpayer that wants to change its
method of accounting for interest from
not capitalizing any interest, capitalizing
interest in accordance with its method of
accounting for financial reporting pur-
poses, or applying an improper method
of capitalizing interest under §§ 1.263A-8
through -14, with respect to the produc-
tion of designated property, to capitalizing
interest with respect to the production of
designated property in accordance with
§§ 1.263A-8 through -14.

(b) Inapplicability. This change does
not apply to a taxpayer that wants to change
its method of accounting for interest to
apply either: (1) current §§ 1.263A-11(e)
(1)(ii) and (iii); or (2) proposed §§ 1.263A-
8(d)(3) and 1.263A-11(e) and (f) (REG-
133850-13), as published on May 15,
2024 (89 FR 42404) and corrected on July
24,2024 (89 FR 59864).

(2) Manner of making change. A tax-
payer requesting a change under this sec-
tion 12.14 must attach a statement to the
Form 3115 with the following informa-
tion:

(a) Representations as to the following:

(1) The taxpayer’s method is in accor-
dance with the avoided cost method under
§ 1.263A-9; and

(i) The taxpayer will comply with
§ 1.263A-14 and Notice 88-99, 1988-2
C.B. 422, should the taxpayer incur
average excess expenditures allocable to
related persons; and

(b) Details with respect to the taxpay-
er’s sub-methods of accounting for deter-
mining capitalizable interest in accor-
dance with §§ 1.263A-8 through -14 (for
example, whether the taxpayer elects to
not trace debt under § 1.263A-9(d); the
computation period(s) used under the new
method; and whether the taxpayer will
suspend the capitalization of interest for
units of property for which production has
ceased for at least 120 consecutive days as
determined under § 1.263A-12(g)).

(3) Concurrent automatic changes.
A taxpayer making a change under this
section 12.14 and one or more automatic
changes in method of accounting under
§ 263A for the same year of change may
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file a single Form 3115 for all changes,
provided the taxpayer enters the desig-
nated automatic change numbers for all
changes on the appropriate line on the
Form 3115 and complies with the order-
ing rules of § 1.263A-7(b)(2). See section
6.03(1)(b) of Rev. Proc. 2015-13 for infor-
mation on making concurrent changes.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change in method of account-
ing under this section 12.14 is “224.”

(5) Contact information. For further
information regarding a change under this
section, contact Max Fishman at (202)
317-7007 (not a toll-free number).

.15 Change to not apply § 2634 to
replanting costs for lost or damaged cit-
rus plants pursuant to § 2634(d)(2)(C).

(1) Description of change.

(a) In general. This change, as
described in Rev. Proc. 2018-35, 2018-
28 .LR.B. 204, applies to a taxpayer, other
than the owner described in § 263 A(d)(2)
(A), that: (i) paid or incurred replanting
costs of citrus plants after the loss or dam-
age of citrus plants by reason of freezing
temperatures, disease, drought, pests, or
casualty, as described in § 263A(d)(2)
(A); (ii) paid or incurred the replanting
costs after December 22, 2017, and on or
before December 22, 2027; (iii) satisfies
the ownership test provided in section
12.15(1)(b) of this revenue procedure;
and (iv) wants to change its method of
accounting from applying § 263A to cit-
rus plant replanting costs to not apply-
ing § 263A to those costs, pursuant to
§ 263A(d)(2)(O).

(b) Ownership test. The taxpayer sat-
isfies the ownership test if either: (i) the
owner described in § 263A(d)(2)(A) has
an equity interest of not less than 50 per-
cent in the replanted citrus plants at all
times during the taxable year in which
the taxpayer paid or incurred amounts for
replanting costs, and the taxpayer holds
any part of the remaining equity interest;
or (ii) the taxpayer acquired the entirety of
the equity interest of the owner described
in § 263A(d)(2)(A) in the land on which
the lost or damaged citrus plants were
located at the time of the loss or damage,
and the replanting is on such land.

(2) Certain eligibility rule inapplica-
ble. The eligibility rule in section 5.01(1)
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(f) of Rev. Proc. 2015-13, 2015-5 I.LR.B.
419, does not apply to this change.

(3) Section 481(a) adjustment. A tax-
payer making a change under this section
12.15 calculates a § 481(a) adjustment by
taking into account only amounts paid or
incurred after December 22, 2017, and on
or before December 22, 2027.

(4) Multiple changes. A taxpayer mak-
ing both this change and another change
in method of accounting in the same year
of change must comply with the ordering
rules of § 1.263A-7(b)(2).

(5) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
12.15is “232.”

(6) Contact information. For further
information regarding a change under this
section, contact Livia Piccolo at (202)
317-7007 (not a toll-free number).

.16 Small business taxpayer exception
from requirement to capitalize costs under
$ 2634.

(1) Description of change. This change
applies to a small business taxpayer, as
defined in section 12.01(3)(h) of this rev-
enue procedure, that chooses to no longer
capitalize costs under § 263A, including
for self-constructed assets, pursuant to
§ 263A(1) and § 1.263A-1(j).

(2) Inapplicability.

(a) Home construction contracts. This
change does not apply to a taxpayer not
required by § 460(e)(1) to capitalize costs
under § 263A for home construction con-
tracts, and that wants to make a change to
no longer capitalize costs under section
263A. See section 19.01 of this revenue
procedure to make this change.

(b) Election under § 263A(d)(3). This
change does not apply to a small business
taxpayer, as defined in section 12.01(3)
(h) of this revenue procedure, that elected
under § 263A(d)(3) not to have § 263A
apply to certain plants produced by the
taxpayer in a farming business and wants
to revoke its § 263A(d)(3) election and
change to a method of accounting that no
longer capitalizes costs under § 263A. But
see Rev. Proc. 2020-13, 2020-11 L.R.B.
511.

(3) Eligibility rule inapplicable. For a
change described in section 12.16(1) of
this revenue procedure, if the taxpayer
changed from not capitalizing costs under
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§ 263A in accordance with § 263A(i) and
§ 1.263A-1(j) to capitalizing costs under
§ 263 A and the accompanying regulations
within the prior five taxable years ending
with the year of change, and such change
was made in the first taxable year that the
taxpayer did not qualify as a small busi-
ness taxpayer, then such change is disre-
garded for purposes of section 5.01(1)(f)
of Rev. Proc. 2015-13, 2015-5 I.LR.B. 419.

(4) Reduced filing requirement. A tax-
payer is required to complete only the fol-
lowing information on Form 3115 (Rev.
December 2022) to make this change:

(a) The identification section of page 1
(above Part I);

(b) The signature section at the bottom
of page 1;

(c) Part I;

(d) Part II, all lines except line 16; and

(e) Part IV, all lines except line 25.

(5) Acceleration of § 481 adjustment.
If a taxpayer making a change described
in section 12.16(1) of this revenue proce-
dure has a § 481(a) adjustment remaining
on a prior change in method of account-
ing from not capitalizing costs under
§ 263A in accordance with § 263A(i) and
§ 1.263A-1(j) to capitalizing costs under
§ 263A and the accompanying regula-
tions, then it must take the remaining por-
tion of such prior § 481(a) adjustment into
account in the year of change.

(6) Concurrent automatic changes. A
small business taxpayer making a change
under this section 12.16 and a change
under sections 15.17, 22.18 and/or 22.19
of this revenue procedure for the same
year of change may file a single Form
3115 for such changes, provided the tax-
payer enters the designated automatic
accounting method change number for
each change on the appropriate line of the
Form 3115. See section 6.03(1)(b) of Rev.
Proc. 2015-13 for information on making
concurrent changes.

(7) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
12.16 is “234.”

(8) Contact information. For further
information regarding a change under this
section, contact Max Fishman at (202)
317-7007 (not a toll-free number).

.17 Recharacterizing costs under the
simplified resale method, simplified pro-
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duction method, or the modified simplified
production method.

(1) Description of change.

(a) Applicability. This change applies
to a taxpayer that uses or is changing
to the simplified production method,
the modified simplified production
method, or the simplified resale method
under §§ 1.263A-2(b), 1.263A-2(c),
and 1.263A-3(d), respectively, and
that wants to recharacterize a section
471 cost, as defined in § 1.263A-1(d)
(2), as an additional section 263A cost,
as defined in § 1.263A-1(d)(3), or vice
versa, in accordance with the character-
ization requirements of § 1.263A-1(d)
(2) and (d)(3). For example, this change
applies to a taxpayer using the modified
simplified production method that treats
a direct cost of property produced or
property acquired for resale as an addi-
tional section 263A cost and that wants
to change to characterize the direct cost
as a section 471 cost, as required by
§ 1.263A-1(d)(2)(ii).

(b) Inapplicability. This change
does not apply to a change in method of
accounting that is described in another
section of this revenue procedure or in
other guidance published in the Inter-
nal Revenue Bulletin. For example, this
change does not apply to a taxpayer that
wants to make a change described in sec-
tion 12.01 or 12.02 of this revenue proce-
dure, such as a change to use the methods
described in § 1.263A-1(d)(2)(iv), (v),
or (vi), § 1.263A-2(b), § 1.263A-2(c), or
§ 1.263A-3(d).

(2) Restatement of financial statement.
A taxpayer’s restatement of its financial
statement does not invalidate the taxpay-
er’s method of accounting or change its
determination of section 471 costs in ear-
lier taxable years.

(3) Reduced filing requirement. A tax-
payer is required to complete only the fol-
lowing information on Form 3115 (Rev.
December 2022) to make this change:

(a) The identification section of page 1
(above Part I);

(b) The signature section at the bottom
of page 1;

(c) Part [;

(d) Part II, all lines except lines 13,
15b, 16¢, and 19;

(e) Part IV, all lines except line 25; and

(f) Schedule D, all Parts except Part I.
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(4) Limitation. If a taxpayer making
this change in method of accounting uses
a historic absorption ratio election under
§§ 1.263A-2(b)(4), 1.263A-2(c)(4), or
1.263A-3(d)(4), and the change in the
characterization of cost(s) under this sec-
tion 12.17 affects any part of the taxpay-
er’s historic absorption ratio, the taxpayer
must revise its previous and current his-
toric absorption ratios. To revise its his-
toric absorption ratios, the taxpayer must
apply its proposed method of accounting
during the test period, during all recom-
putation years, and during all updated test
periods to determine the section 471 costs
and additional section 263A costs that
were incurred. The revised historic absorp-
tion ratios must be used to revalue begin-
ning inventory and must be accounted for
in the taxpayer’s § 481(a) adjustment. The
taxpayer must use a method described in
§ 1.263A-7(c) to revalue beginning inven-
tory.

(5) Concurrent automatic changes.
A taxpayer making both this change and
another automatic change under § 263A
for the same year of change may file a sin-
gle Form 3115 for both changes, provided
the taxpayer enters the designated auto-
matic change numbers for both changes
on the appropriate line of that Form 3115
and complies with the ordering rules of
§ 1.263A-7(b)(2). See section 6.03(1)(b)
of Rev. Proc. 2015-13 for information on
making concurrent changes.

(6) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
12.17 is “237.7

(7) Contact information. For further
information regarding a change under this
section, contact Livia Piccolo at (202)
317-7007 (not a toll-free number).

SECTION 13. LOSSES, EXPENSES
AND INTEREST WITH RESPECT
TO TRANSACTIONS BETWEEN
RELATED TAXPAYERS (§ 267)

.01 Change to comply with § 267.

(1) Description of change. This change
applies to a taxpayer that wants to change
its method or methods of accounting to
comply with the requirements of § 267,
and, to clarify, this change also applies
to a taxpayer that, by reason of the

Bulletin No. 2025-24

exception in § 1.267(a)-3(c)(4), wants
to change its method of accounting with
respect to the deduction of amounts
owed to a controlled foreign corporation
(as defined in § 957) (CFC) that does not
have any United States shareholders (as
defined in § 951(b)) owning stock of the
CFC within the meaning of § 958(a).
However, this change does not apply to a
change for original issue discount (OID),
including stated interest that is OID
because it is not qualified stated interest
(as defined in § 1.1273-1(c)). See sec-
tion 5.02 of this revenue procedure for
a change to comply with § 163(e)(3) for
OID on an obligation held by a related
foreign person.

(2) Certain eligibility rules inappli-
cable. The eligibility rules in sections
5.01(1)(e) and (f) of Rev. Proc. 2015-
13, 2015-5 L.R.B. 419, do not apply to
this change to comply with § 267(a)(3),
including a change by reason of the excep-
tion in § 1.267(a)-3(c)(4).

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
13.01 is “26.”

(4) Contact information. For further
information regarding a change under this
section, contact Livia Piccolo at (202)
317-7007 (not a toll-free number). For
further information regarding a change to
comply with § 267(a)(3), contact Dylan
Steiner at (202) 317-6934 (not a toll-free
number).

SECTION 14. DEFERRED
COMPENSATION (§ 404)

.01 Deferred compensation.

(1) Description of change. This change
applies to a taxpayer using an overall
accrual method of accounting that wants
to change its method of accounting to treat
bonuses or vacation pay as follows (see
§ 404(a)(5) and § 1.404(b)-1T, Q&A 2):

(a) Applicability.

(i) Bonuses.

(A) Bonuses not subject to capitaliza-
tion under § 263A. If by the end of the tax-
able year all the events have occurred that
establish the fact of the liability to pay a
bonus and the amount of the liability can
be determined with reasonable accuracy
(see § 1.446-1(c)(1)(i1)), and the bonus
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is otherwise deductible, but the bonus is
received by the employee after the 15%
day of the 3™ calendar month after the
end of that taxable year, to treat the bonus
as deductible in the taxable year of the
employer in which or with which ends the
taxable year of the employee in which the
bonus is includible in the gross income of
the employee; or

(B) Bonuses that are subject to capital-
ization under § 263A4. 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 amount of the liability can
be determined with reasonable accuracy
(see § 1.446-1(c)(1)(i1)), and the bonus
is otherwise deductible (without regard
to § 263A), but the bonus is received by
the employee after the 15" day of the 3%
calendar month after the end of that tax-
able year, to treat the bonus as capitaliz-
able (within the meaning of § 1.263A-1(c)
(3)) in the taxable year of the employer
in which or with which ends the taxable
year of the employee in which the bonus
is includible in the gross income of the
employee.

(i1) Vacation pay.

(A) Vacation pay not subject to cap-
italization under § 263A4. If by the end
of the taxable year all the events have
occurred that establish the fact of the lia-
bility to pay vacation pay and the amount
of the liability can be determined with rea-
sonable accuracy (see § 1.446-1(c)(1)(ii)),
and the vacation pay is otherwise deduct-
ible but the vacation pay is received by the
employee after the 15" day of the 3™ cal-
endar month after the end of that taxable
year, to treat the vacation pay as deduct-
ible in the taxable year of the employer
in which the vacation pay is paid to the
employee; or

(B) Vacation pay that is subject to cap-
italization under § 263A4. If by the end
of the taxable year all the events have
occurred that establish the fact of the lia-
bility to pay vacation pay and the amount
of the liability can be determined with rea-
sonable accuracy (see § 1.446-1(c)(1)(ii)),
and the vacation pay is otherwise deduct-
ible (without regard to § 263A), but the
vacation pay is received by the employee
after the 15" day of the 3™ calendar month
after the end of that taxable year, to treat
the vacation pay as capitalizable (within
the meaning of § 1.263A-1(c)(3)) in the
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taxable year of the employer in which the
vacation pay is paid to the employee.

(b) Inapplicability. This change does
not apply to a taxpayer that is required
under § 263A and the regulations there-
under to capitalize the costs with respect
to which the taxpayer wants to change its
method of accounting under this section
14.01 if the taxpayer is not capitalizing
these costs, unless the taxpayer concur-
rently changes its method to capitalize
these costs in conjunction with a change
to a UNICAP method under section 12.01,
12.02, 12.08, or 12.12 of this revenue pro-
cedure (as applicable).

(2) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
14.01 is “28.”

(3) Contact information. For further
information regarding a change under this
section, contact Thomas Scholz at (202)
317-5600 (not a toll-free number).

.02 Grace period contributions.

(1) Description of change. This change
applies to a taxpayer that wants to cease
deducting contributions made during the
§ 404(a)(6) grace period to a qualified
cash or deferred arrangement within the
meaning of § 401(k) or to a defined con-
tribution plan as matching contributions
with the meaning of § 401(m) when the
contributions are attributable to compen-
sation earned by plan participants after the
end of a taxable year as required by Rev.
Rul. 2002-46, 2002-2 C.B. 117, as mod-
ified by Rev. Rul. 2002-73, 2002-2 C.B.
805.

(2) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
14.02 is “29.”

(3) Contact information. For further
information regarding a change under this
section, contact Jeremy Lamb at 202-317-
6799 (not toll-free numbers).

SECTION 15. METHODS OF
ACCOUNTING (§ 446)

.01 Change in overall method from the
cash method, or from an accrual method
with regard to purchases and sales of
inventories and the cash method for all
other items, to an accrual method.

June 9, 2025

(1) Description of change.

(a) Applicability. This change applies
to a taxpayer that wants to change its over-
all method of accounting from the cash
receipts and disbursements method (cash
method), or from an accrual method with
regard to purchases and sales of invento-
ries and the cash method for computing
all other items of income and expense, to
an accrual method. A change under this
section 15.01 applies to (1) a taxpayer
required to make this change by § 448,
any other section of the Code or regula-
tions, or in other guidance published in the
Internal Revenue Bulletin (IRB), and (2) a
taxpayer that wants to make this change
but is not required to do so by § 448, any
other section of the Code or regulations,
or in other guidance published in the IRB.
A taxpayer changing its overall method of
accounting to an accrual method because
it is prohibited from using the cash method
under § 448 may use this section 15.01
regardless of whether the year of change
is the first taxable year that the taxpayer
is required by § 448 to change from the
cash method, as defined in § 1.448-2(g)
(1) (“mandatory § 448 year”), or a taxable
year other than the taxpayer’s mandatory
§ 448 year. Similarly, a taxpayer chang-
ing its overall method of accounting to an
accrual method because it is prohibited
from using the cash method under § 447
may use this section 15.01 regardless of
whether the year of change is the first tax-
able year that the taxpayer is required by
§ 447 to change from the cash method or
a subsequent taxable year in which the
taxpayer is newly subject to § 447 after
previously making a change in method
of accounting that complies with § 447
(“mandatory § 447 year”), or a taxable
year other than a mandatory § 447 year,
as applicable.

Additionally, a taxpayer qualifies to
change its overall method of accounting to
an accrual method using this section 15.01
even if the taxpayer is also making one or
more of the following changes in method
of accounting for the same year of change:

(1) adopting the recurring item excep-
tion, as defined in section 15.01(2)(c) of
this revenue procedure, for one or more
types of recurring items. See § 1.461-5(d);

(i1) adopting or changing to a permis-
sible inventory method of accounting and
is either adopting this inventory method
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or qualifies to change to this inventory
method using the automatic change pro-
cedures of Rev. Proc. 2015-13, 2015-5
I.R.B. 419, and a section of this revenue
procedure, or the change can be made
automatically under any section of the
Code or regulations, or other guidance
published in the IRB. See Rev. Rul. 90-38,
1990-1 C.B. 57, regarding when a tax-
payer may adopt a method of accounting;

(iii) adopting or changing to a permis-
sible § 263A method of accounting and
is either adopting this § 263A method or
qualifies to change to this § 263A method
using the automatic change procedures of
Rev. Proc. 2015-13 and a section of this
revenue procedure, or the change can be
made automatically under any section of
the Code or regulations, or other guidance
published in the IRB. See Rev. Rul. 90-38
regarding when a taxpayer may adopt a
method of accounting; or

(iv) adopting or changing to any other
special method of accounting (as defined
in section 15.01(2)(d) of this revenue pro-
cedure) and is either adopting this special
method or qualifies to change to this spe-
cial method using the automatic change
procedures of Rev. Proc. 2015-13 and a
section of this revenue procedure, or the
change can be made automatically under
any section of the Code or regulations, or
other guidance published in the IRB. See
Rev. Rul. 90-38 regarding when a tax-
payer may adopt a method of accounting.

Also, a taxpayer qualifies to use this
section 15.01 when that taxpayer, in the
taxable year immediately preceding the
year of change, has used a permissible
inventory method for that year, and, if that
taxpayer was subject to § 263A for that
year, has also used a permissible § 263A
method for that year, and the method(s)
continue to be used for the year of change.

Lastly, a taxpayer with an applicable
financial statement (AFS), as defined in
§ 1.451-3(a)(5), that is changing its over-
all method of accounting to an accrual
method qualifies to use this section 15.01
to comply with § 1.451-3.

(b) Inapplicability. This change does
not apply to:

(1) a taxpayer that uses any combination
of the cash method and an accrual method
as its present overall method of accounting
other than an accrual method with respect
to purchases and sales of inventories and
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the cash method for computing all other
items of income and expense;

(i1) a taxpayer that is changing its
method of accounting for one or more
items of income or expense, but not its
overall method of accounting. See sec-
tion 15.09 of this revenue procedure for a
description of accounting method changes
from the cash method to an accrual method
for specific items that are to be made using
the automatic change procedures of Rev.
Proc. 2015-13 and that section;

(iii) a taxpayer that is required by the
Code, regulations, or other guidance pub-
lished in the IRB to use a special method
such as, for example, an inventory method,
a § 263A method, or a long-term contract
method, in the year of change and fails to
adopt or change to that method;

(iv) a taxpayer that has included in
its § 481(a) adjustment any amount of
deferred compensation that is described
under § 457A(d)(3) that is attributable
to services performed before January 1,
2009;

(v) a taxpayer that is engaged in two
or more trades or businesses, unless that
taxpayer makes this change for each trade
or business so that the identical accrual
method is used for each trade or business
beginning with the year of change;

(vi) a cooperative organization
described in §§ 501(c)(12), 521, or 1381;

(vii) an individual taxpayer, except for
activities conducted as a sole proprietor-
ship;

(viii) a taxpayer with an AFS that wants
to make a change in method of accounting
for allocating transaction price between
an item of gross income that is subject to
§ 451 and an item of gross income that is
subject to a special method of accounting,
as defined in § 1.451-3(a)(14), including
a change to comply with the transaction
price allocation rules in § 1.451-3(d)(5);

(ix) a taxpayer with an AFS that
wants to change to use the AFS cost off-
set method, as defined in § 1.451-3(c), if
the taxpayer receives advance payments
from the sale of inventory and does not
also make a concurrent change to apply
the advance payment cost offset method,
as defined in § 1.451-8(e), for the same
year of change by using section 16.08
of this revenue procedure, or a taxpayer
with an AFS that wants to change to use
the advance payment cost offset method if

Bulletin No. 2025-24

the taxpayer is required to include gross
income from the sale of inventory under
§ 1.451-3 and does not also make a change
to apply the AFS cost offset method;

(x) a taxpayer with an AFS that wants
to make a change in method of accounting
for specified fees as defined in § 1.451-
3(G)(2), other than specified credit card
fees; or

(xi) a taxpayer that wants to make a
change in method of accounting for pay-
ments within the scope of the specified
good exception, as defined in § 1.451-8(a)
(1)(i1), if the proposed method of account-
ing is to include such payments in gross
income under § 1.451-3 in one or more
taxable years following the taxable year
of receipt.

(2) Definitions.

(a) Cash method. The cash method is
the method of accounting identified by
§446(c)(1) and §§ 1.446-1(c)(1)(1), 1.451-
1(a), and 1.461-1(a)(1). See also § 1.61-
4(a) for specific rules relating to farmers’
income; § 1.162-12, in part, for specific
rules relating to farmers’ expenses.

(b) Accrual method. An accrual method
is a method of accounting identified by
§ 446(c)(2) and §§ 1.446-1(c)(1)(ii),
1.451-1(a), 1.451-3, and 1.461-1(a)(2).
For a taxable year beginning after Decem-
ber 31, 2017, for which the taxpayer has
an AFS, the all events test under § 451(b)
(1)(C) and § 1.451-1(a) for any item of
gross income, or portion thereof, is met
no later than when that item, or portion
thereof, is taken into account as AFS reve-
nue. See § 451(b)(1) and § 1.451-3(b).

(¢) Recurring item exception. The
recurring item exception is the method
described in § 461(h)(3) and § 1.461-5.

(d) Special method of accounting. A
special method of accounting within the
meaning of this section 15.01 is a method
of accounting, other than the cash method,
expressly permitted or required by the
Code, regulations, or in other guidance
published in the IRB, that deviates from
the tax accrual accounting rules of §§ 446,
451, 461, and the regulations thereun-
der. For purposes of this section 15.01,
a deferral method under § 451(c) and the
regulations thereunder is deemed to be a
special method of accounting. Examples
of special methods of accounting include
the installment method of accounting
under § 453, the mark-to-market method
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under § 475, a long-term contract method
under § 460, and the crop method under
§ 1.162-12. In contrast, application of
the all-events test under a specific set of
facts is not a special method of account-
ing. See, for example, Rev. Rul. 69-314,
1969-1 C.B. 139 concerning the treatment
of retainages.

(3) Manner of making change.

(a) Section 481(a) adjustment. A
taxpayer changing its overall method
of accounting under this section 15.01
must compute a § 481(a) adjustment.
This adjustment must reflect the account
receivables, account payables, inven-
tory, and any other item determined to be
necessary in order to prevent items from
being duplicated or omitted. However, the
adjustment does not include any item of
income accrued but not received that was
worthless or partially worthless, within
the meaning of § 166(a), on the last day
of the year immediately prior to the year
of change.

(b) Change to comply with § 1.451-
3. A taxpayer that uses section 15.01(1)
(a) of this revenue procedure to comply
with § 1.451-3 must also complete Line 3
of Schedule B of Form 3115, Application
for Change in Accounting Method (Rev.
December 2022).

(c) Adoption of recurring item excep-
tion. The taxpayer must attach to its Form
3115 a statement describing the types of
liabilities for which the recurring item
exception will be used.

(d) Concurrent automatic change to a
special method.

(1) Generally only one Form 3115
required. Except as provided in section
15.01(3)(d)(ii) of this revenue procedure,
a taxpayer that is changing its overall
method of accounting to an accrual method
under this section 15.01 and changing to
one or more special methods, as permitted
under section 15.01(1)(a)(ii), (iii), or (iv)
of this revenue procedure, must timely
file a single Form 3115 for all changes
and must enter the designated automatic
accounting method change numbers for
all changes on the appropriate line of
Form 3115. For example, a taxpayer mak-
ing both an overall change in method of
accounting from the cash method to an
accrual method under this section 15.01
and a change to the deferral method for
advance payments under section 16.08 of
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this revenue procedure must timely file a
single Form 3115 for both changes and
enter the designated automatic accounting
method change numbers for both changes
on the appropriate line on that Form 3115.
See section 6.03(1)(b) of Rev. Proc. 2015-
13 for information on making concurrent
changes.

(i) Two Forms 3115 required when a
concurrent change is being implemented
under section 32.01 of this revenue pro-
cedure for short-term obligations. When a
taxpayer subject to § 1281 is changing its
method of accounting for interest income
on short-term obligations as part of the
overall change in method of account-
ing to an accrual method under this sec-
tion 15.01, that taxpayer must request
the change for the interest income under
section 32.01 of this revenue procedure.
The taxpayer must timely file individual
Forms 3115 for each change requested.
This section 15.01 will govern the over-
all change in method of accounting to an
accrual method.

(e) Concurrent change in accounting
method not permitted to be implemented
using the automatic change procedures
of Rev. Proc. 2015-13 and a section of
this revenue procedure, any section of the
Code or regulations, or other guidance
published in the IRB. A taxpayer that does
not qualify to change its overall method
of accounting to an accrual method under
this section 15.01 because that taxpayer
is concurrently changing to a method of
accounting that may not be implemented
using the automatic change procedures of
Rev. Proc. 2015-13 and a section of this
revenue procedure, any section of the
Code or regulations, or other guidance
published in the IRB, must timely request
both changes using the non-automatic
change procedures in Rev. Proc. 2015-
13. See Rev. Proc. 2025-1, 2025-1 I.R.B.
1 (or successor), for more information
on whether one Form 3115 is required to
request the changes, and for information
on the appropriate user fee.

(4) Change made in the taxpayer’s
mandatory § 448 year. If the year of
change is a mandatory § 448 year, as
defined in § 1.448-2(g)(1), such taxpayer
makes the change from the cash method
to an accrual method under the provisions
of this section 15.01 and must comply
with all the requirements and provisions
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of § 1.448-2(g), in addition to the require-
ments and provisions of this section 15.01.

(5) Prior change eligibility rule inap-
plicable. For a taxpayer making a change
from the cash method in a mandatory
§ 448 year, a mandatory § 447 year, or in
the first taxable year it is required to use an
accrual method for purchases and sales of
inventories as a result of becoming a for-
mer small business taxpayer, as defined
in section 12.01(3)(i) of this revenue pro-
cedure, and having to apply § 1.446-1(c)
(2)(i), as applicable, any prior change to
the overall cash method is disregarded
for purposes of section 5.01(1)(e) of Rev.
Proc. 2015-13.

(6) Designated automatic accounting
method change number.

(a) Change made in the mandatory
§ 448 year. The designated automatic
accounting method change number for a
change from the cash method to an accrual
method in the mandatory § 448 year is
“257.

(b) Change made for a taxpayer sub-
ject to § 447. The designated automatic
accounting method change number for a
change from the cash method to an accrual
method for a taxpayer subject to § 447
under this section 15.01 is “258.”

(c) All other changes under this section
15.01. The designated automatic account-
ing method change number for all other
changes from the cash method or from an
accrual method with regard to purchases
and sales of inventories and the cash
method for computing all other items of
income and expense to an accrual method
under this section 15.01 is “122.”

(7) Contact information. For further
information regarding a change under this
section, contact Elizabeth Boone at 202-
317-7007 (not a toll-free number).

.02 Multi-year insurance policies for
multi-year service warranty contracts.

(1) Description of change.

(a) Applicability. This change applies
to a manufacturer, wholesaler, or retailer
of motor vehicles or other durable con-
sumer goods that wants to change its
method of accounting for insurance
costs paid or incurred to insure its risks
under multi-year service warranty con-
tracts to the method described in sec-
tion 15.02(2) of this revenue procedure.
Multi-year service warranty contracts to
which this change applies include only
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those separately priced contracts sold by
a manufacturer, wholesaler, or retailer
also selling the motor vehicles or other
durable consumer goods underlying the
contracts (to the ultimate customer or to
an intermediary). The classification of
goods as “durable consumer goods” for
purposes of this change depends on the
common usage of the goods, rather than
the purchaser’s actual intended use of
the goods.

(b) Inapplicability. This change does
not apply to a taxpayer that covers its risks
under its multi-year service warranty con-
tracts through arrangements not constitut-
ing insurance.

(2) Description of method. 1f a tax-
payer purchases a multi-year service
warranty insurance policy (in connection
with its sale of multi-year service war-
ranty contracts to customers) by paying a
lump-sum premium in advance, the tax-
payer must capitalize the amount paid or
incurred and may only obtain deductions
for that amount by prorating (or amortiz-
ing) it over the life of the insurance policy
(whether the cash method or an accrual
method of accounting is used to account
for service warranty transactions).

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
15.02 is “31.”

(4) Contact information. For further
information regarding a change under this
section, contact David Sill at (202) 317-
7011 (not a toll-free number).

.03 Nonaccrual-experience method.

(1) Description of change.

(a) Applicability. This change applies
to a taxpayer that wants to make one or
more of the changes in method of account-
ing to, from, or within a nonaccrual-expe-
rience (NAE) method of accounting that
are described in sections 3.01(1) through
(5) of Rev. Proc. 2006-56, 2006-2 C.B.
1169, as modified by Rev. Proc. 2011-14,
2011-4 1.R.B. 330, and as modified and
amplified by Rev. Proc. 2011-46, 2011-42
L.R.B. 518.

(b) Inapplicability. This change does
not apply to a taxpayer within the scope of
sections 3.01(6) through 3.01(8) of Rev.
Proc. 2006-56, as modified and amplified
by Rev. Proc. 2011-46.

(2) Manner of making the change.
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(a) Changes made with a § 481(a)
adjustment. A change in method of
accounting described in section 3.01(1),
(2), (3), or (5) of Rev. Proc. 2006-56, as
modified and amplified by Rev. Proc.
2011-46, is made with a § 481(a) adjust-
ment.

(b) Changes made on a cut-off basis.

(1) In general. A change described in
section 3.01(4) of Rev. Proc. 2006-56 is
made on a cut-off basis and the new appli-
cable period applies only to the taxpay-
er’s NAE calculation of its uncollectible
amount for the year of change and for
subsequent years. Moreover, a change
described in sections 5.02 and 5.03 of
Rev. Proc. 2011-46 is made on a cut-off
basis and the proposed method applies
only to accounts receivable earned on or
after the first day of the year of change.
Accordingly, a § 481(a) adjustment is nei-
ther permitted nor required for a change
described in section 3.01(4) of Rev. Proc.
2006-56 or in section 5.02 or 5.03 of Rev.
Proc. 2011-46.

(1) Special filing rules for changes
made under section 5.02 and 5.03 of Rev.
Proc. 2011-46, as modified by this reve-
nue procedure.

(A) Certain eligibility rule inapplica-
ble. The eligibility rule in section 5.01(1)
(f) of Rev. Proc. 2015-13, 2015-5 L.R.B.
419, does not apply to a change in method
of accounting made under section 5.02 or
5.03 of Rev. Proc. 2011-46, as modified
by this revenue procedure.

(B) Filing rules. In accordance with
§ 1.446-1(e)(3)(ii), the requirement of
§ 1.446-1(e)(3)(i) to file a Form 3115 is
waived and a statement in lieu of a Form
3115 is authorized for this change. Not-
withstanding the definition of Form 3115
in section 3.07 of Rev. Proc. 2015-13, the
statement in lieu of a Form 3115 that is
permitted under section 5.02 or 5.03 of
Rev. Proc. 2011-46 and this section 15.03
is considered a Form 3115 for purposes of
the automatic change procedures of Rev.
Proc. 2015-13. However, the require-
ment to file the duplicate copy, under sec-
tion 6.03(1)(a) of Rev. Proc. 2015-13, is
waived. See section 5.02 or 5.03 of Rev.
Proc. 2011-46, as applicable, for what
information is required to be provided on
the statement.

(3) Concurrent change to overall
accrual method and a NAE method of
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accounting. A taxpayer making both an
automatic change to, from, or within a
NAE method of accounting under this
section 15.03 and an automatic change to
an overall accrual method under section
15.01 of this revenue procedure (whether
or not it is the taxpayer’s mandatory § 448
year), must file a single Form 3115 for
both changes. The taxpayer must com-
plete all applicable sections of Form 3115,
including sections that apply to the change
to an overall accrual method and to the
change to a NAE method, and must enter
the automatic accounting method change
numbers for both changes on Form 3115.
See section 6.03(1)(b) of Rev. Proc. 2015-
13 for information on making concurrent
changes.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change to, from, or within
a NAE method of accounting under this
section 15.03 is “35.”

(5) Contact information. For further
information regarding a change under this
section, contact Livia Piccolo at (202)
317-7007 (not a toll-free number).

.04 Interest accruals on short-term
consumer loans—Rule of 78’s method.

(1) Description of change. This change
applies to a taxpayer that wants to change
its method of accounting from the Rule of
78’s method to the constant yield method
for stated interest (including stated interest
that is original issue discount) on short-
term consumer loans described in Rev.
Proc. 83-40, 1983-1 C.B. 774, which was
obsoleted by Rev. Proc. 97-37, 1997-2
C.B. 455.

(2) Background.

(a) A short-term consumer loan is
described in Rev. Proc. 83-40, provided:

(1) the loan is a self-amortizing loan
that requires level payments, at regular
intervals at least annually, over a period
not in excess of five years (with no bal-
loon payment at the end of the loan term);
and

(i1) the loan agreement between the
borrower and the lender provides that
interest is earned, or upon the prepayment
of the loan interest is treated as earned, in
accordance with the Rule of 78’s method.

(b) In general, the Rule of 78’s method
allocates interest over the term of a loan
based, in part, on the sum of the periods’
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digits for the term of the loan. See Rev.
Rul. 83-84, 1983-1 C.B. 97, for a descrip-
tion of the Rule of 78’s method.

(¢) In general, the constant yield
method allocates interest and original
issue discount over the term of a loan
based on a constant yield. See § 1.1272-
1(b) for a description of the constant yield
method. The Rule of 78’s method gener-
ally front-loads interest as compared to
the constant yield method.

(d) Rev. Proc. 83-40 was obsoleted
because, under §§ 1.446-2 and 1.1272-1
(which were effective for debt instruments
issued on or after April 4, 1994), tax-
payers generally must account for stated
interest and original issue discount on a
debt instrument (loan) by using a constant
yield method. As a result, the Rule of 78’s
method is no longer an acceptable method
of accounting for federal income tax pur-
poses.

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
15.04 is “71.”

(4) Contact information. For further
information regarding a change under this
section, contact William E. Blanchard at
(202) 317-3900 (not a toll-free number).

.05 Film producer’s treatment of cer-
tain creative property costs.

(1) Description of change. This change
applies to a taxpayer that wants to change
the method of accounting for creative
property costs to the safe harbor method
provided by section 5 of Rev. Proc. 2004-
36, 2004-1 C.B. 1063. This safe harbor
method of accounting applies to a tax-
payer engaged in the trade or business of
film production and to creative property
costs (as defined in section 2.01 of Rev.
Proc. 2004-36) properly written off by the
taxpayer under The American Institute of
Certified Public Accountants Statement
of Position (SOP) 00-2, “Accounting for
Producers or Distributors of Film.”

(2) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
15.05 is “85.”

(3) Contact information. For further
information regarding a change under this
section, contact Christian Lagorio at (202)
317-7005 (not a toll-free number).

June 9, 2025



.06 Deduction of incentive payments to
health care providers.

(1) Description of change. This change
applies to a taxpayer that wants to change
to the method of accounting for provider
incentive payments under which those pay-
ments are included in discounted unpaid
losses without regard to § 404, as pro-
vided in Rev. Proc. 2004-41, 2004-2 C.B.
90. A payment by a taxpayer to a health
care provider is a “provider incentive pay-
ment,” and thus eligible for this treatment,
if (a) the taxpayer is taxable as an insur-
ance company under Part II of subchapter
L; (b) the payment is made pursuant to a
written agreement the purpose of which
is to encourage participating health care
providers to provide quality health care
to the taxpayer’s subscribers in a cost-ef-
ficient manner; (c) the taxpayer’s liability
for the payment is dependent on the attain-
ment of one or more preestablished goals
during a performance period consisting
of not more than 12 consecutive months;
(d) the terms of the arrangement pursuant
to which the payment is made are estab-
lished unilaterally by the taxpayer, and are
not negotiated with the health care provid-
ers; (e) the taxpayer normally makes pay-
ments to health care providers under the
arrangement within 12 months after the
close of the performance period; (f) defer-
ring the receipt of income by the health
care provider or otherwise providing a tax
benefit to the provider is not a principal
purpose of the arrangement; (g) the tax-
payer records a liability for the payment
on its annual statement filed for state regu-
latory purposes, and includes this liability
in the determination of discounted unpaid
losses under § 846; and (h) the health care
provider is not an employee, and is not
providing health care as an agent, of the
taxpayer. See Rev. Proc. 2004-41.

(2) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
15.06 is “90.”

(3) Contact information. For further
information regarding a change under
this section, contact Rebecca L. Baxter at
(202) 317-6995 (not a toll-free number).

.07 Change by bank for uncollected
interest.

(1) Description of change. This change
applies to a “bank” as defined in § 1.166-
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2(d)(4)(i) that: (a) uses an overall accrual
method of accounting to determine its
taxable income for federal income tax
purposes; (b) is subject to supervision by
Federal authorities, or by state authorities
maintaining substantially equivalent stan-
dards; (c) has uncollected interest other
than interest described in § 1.446-2(a)(2);
and (d) has six or more years of collection
experience. Under the safe harbor method
of accounting provided by section 4 of
Rev. Proc. 2007-33, 2007-1 C.B. 1289,
a bank determines for each taxable year
the amount of uncollected interest (other
than interest described in § 1.446-2(a)(2))
for which it is considered to have a rea-
sonable expectancy of payment by multi-
plying: (a) the total accrued (determined
under § 1.446-2) but uncollected interest
for the year, by (b) the bank’s “recovery
percentage” (determined under section
4.02 of Rev. Proc. 2007-33) for that year.
Solely for purposes of this safe harbor,
the bank is not considered to have a rea-
sonable expectancy of payment for the
excess, if any, of the accrued but uncol-
lected interest over the expected collec-
tion amount determined using the bank’s
recovery percentage. The bank includes
in gross income the portion of accrued
but uncollected interest for which it has
a reasonable expectancy of payment. The
bank excludes from income the portion of
accrued but uncollected interest for which
it has no reasonable expectancy of pay-
ment.

(2) Recovery percentage. Subject to the
limitations and conditions in Rev. Proc.
2007-33, sections 4.02(2), (3), and (4), a
bank determines its recovery percentage
for each taxable year by dividing: (a) total
payments that the bank received on loans
(including principal and interest) during
the 5 taxable years immediately preced-
ing the taxable year, by (b) total amounts
that were due and payable to the bank on
loans during the same 5 taxable years.
The recovery percentage cannot exceed
100 percent and must be calculated to at
least four decimal places. The data used
in the recovery percentage must take into
account acquisitions and dispositions. If a
bank acquires the major portion of a trade
or business of another person (predeces-
sor) or the major portion of a separate unit
ofatrade or business of a predecessor, then
in applying Rev. Proc. 2007-33 for any
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taxable year ending on or after the acqui-
sition, the data from preceding taxable
years of the predecessor attributable to the
portion of the trade or business acquired,
if available, must be used in determining
the bank’s recovery percentage. If a bank
disposes of a major portion of a trade or
business or the major portion of a separate
unit of a trade or business, and the bank
furnished the acquiring person the infor-
mation necessary for the computations
required by Rev. Proc. 2007-33, then in
applying the revenue procedure for any
taxable year ending on or after the disposi-
tion, the data from preceding taxable years
attributable to the disposed portion of the
trade or business may not be used in deter-
mining the bank’s recovery percentage.

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
15.07 is “108.”

(4) Contact information. For further
information regarding a change under this
section, contact K. Scott Brown at (202)
317-4423 (not a toll-free number).

.08 Change from the cash method to an
accrual method for specific items.

(1) Description of change.

(a) Applicability. This change applies
to a taxpayer that uses an overall accrual
method of accounting but has identified
a specific item or items of income or
expense (or both) that are being accounted
for on the cash method of accounting. This
change does not apply to a taxpayer that is
changing its overall method of account-
ing to an accrual method. Such a taxpayer
may be eligible to change using section
15.01 of this revenue procedure.

(b) Inapplicability. This change does
not apply to:

(1) a taxpayer that presently uses an
accrual method with respect to purchases
and sales of inventories and the cash
method for all other items (but see section
15.01 of this revenue procedure);

(i1) a taxpayer that will not have all
items of income and expense on an accrual
method subsequent to the change under
this section 15.08;

(i) a cooperative organization
described in § 501(c)(12), 521, or 1381;

(iv) an individual taxpayer, except for
activities conducted as a sole proprietor-
ship;
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(v) a taxpayer engaged in two or more
trades or businesses, unless the taxpayer
makes this change so that the identical
accrual method is used for each such trade
or business beginning with the year of
change;

(vi) a change in method of account-
ing for any payment liability described in
§ 1.461-4(g);

(vil) a change in the method of
accounting for interest that is not taken
into account under § 1.446-2;

(viii) a taxpayer that has included in
its § 481(a) adjustment any amount of
deferred compensation that is described
under § 457A(d)(3) that is attributable
to services performed before January 1,
2009;

(ix) a change in the method of account-
ing for any foreign income tax as defined
in § 1.901-2(a); and

(x) any change that is specifically pro-
vided in another section of this revenue
procedure.

(2) Definitions.

(a) “Cash method of accounting” is
the method identified by § 446(c)(1)
and §§ 1.446-1(c)(1)(i), 1.451-1(a), and
1.461-1(a)(1).

(b) “Accrual method of accounting” is
the method identified by § 446(c)(2) and
§§ 1.446-1(c)(1)(ii), 1.451-1(a), 1.451-
3, and 1.461-1(a)(2). For a taxable year
beginning after December 31, 2017, for
which the taxpayer has an AFS, the all
events test under § 451(b)(1)(C) and
§ 1.451-1(a) for any item of gross income,
or portion thereof, is met no later than
when that item, or portion thereof, is taken
into account as AFS revenue. See § 451(b)
(1) and § 1.451-3(b).

(3) Additional requirements. To
change a method of accounting under
this section 15.08, a taxpayer must attach
to its completed Form 3115 a full and
complete description of each specific
item for which the change in method of
accounting is being made and how the
accrual method of accounting applies to
each item, and list the § 481(a) adjust-
ment, if any, for each item associated
with the change. The change is fully and
completely described if each income and
expense item is described with specificity
and how the all-events test (and the eco-
nomic performance requirement, if appli-
cable) applies to each item is described
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under the facts and circumstances of the
taxpayer’s trade or business. For exam-
ple, a taxpayer that merely states that
it is changing its accounting method
for advertising expenses from the cash
method to an accrual method, recites the
regulations under § 1.461-1(a)(2), and
enters the associated § 481(a) adjust-
ment has failed to describe fully and
completely the specific item for which
the change in method of accounting is
being made. In contrast, a taxpayer that
states that it is changing its method of
accounting for print advertising expenses
from the cash method of accounting to an
accrual method of accounting, describes
all of the relevant facts related to the print
advertising expenses, and explains how
the all-events test applies to those facts
and when economic performance occurs
has fully and completely described the
item and the change. See section 6.03 of
Rev. Proc. 2015-13, 2015-5 I.LR.B. 419,
for additional filing requirements.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
15.08 is “124.”

(5) Contact information. For further
information regarding a change under this
section, contact Douglas Kim at (202)
317-7003 (not a toll-free number).

.09 Multi-year service warranty con-
tracts.

(1) Description of change.

(a) Applicability. This change applies
to a manufacturer, wholesaler, or retailer
of motor vehicles or other durable con-
sumer goods that uses an overall accrual
method of accounting and wants to change
to the service warranty income method
described in section 5 of Rev. Proc. 97-38,
1997-2 C.B. 479. Under the service war-
ranty income method, a qualifying tax-
payer may, in certain specified and lim-
ited circumstances, include a portion of
an advance payment related to the sale of
a multi-year service warranty contract in
gross income generally over the life of the
service warranty obligation.

(b) Inapplicability. This change does
not apply to a taxpayer not within the
scope of Rev. Proc. 97-38.

(2) Manner of making change and
designated automatic accounting method
change number.
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(a) This change is made on a cut-
off basis and applies only to qualified
advance payments for multi-year service
warranty contracts on or after the begin-
ning of the year of change. Accordingly,
a § 481(a) adjustment is neither permitted
nor required.

(b) In accordance with § 1.446-1(e)(3)
(i1), the requirement of § 1.446-1(e)(3)(i)
to file a standard Form 3115 is waived and
pursuant to section 6.02(2) of Rev. Proc.
2015-13, 2015-5 I.LR.B. 419, a short Form
3115 is authorized for this change. The
short Form 3115 (Rev. December 2022)
must include the following information:

(1) the identification section of page 1
(above Part I);

(i1) the signature section at the bottom
of page 1;

(iii) Part I, line 1(a); and

(iv) the information required under sec-
tion 6.03 of Rev. Proc. 97-38, except that
the statement under section 6.03(2) (that
the taxpayer agrees to all of the terms and
conditions of the revenue procedure) also
should refer to Rev. Proc. 2015-13.

(3) Additional requirement. A taxpayer
changing to the service warranty income
method of accounting under this section
15.09 must satisfy the annual reporting
requirement set forth in section 6.04 of
Rev. Proc. 97-38.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
15.09 is “125.”

(5) Contact information. For further
information regarding a change under
this section, contact Morgan Lawrence at
(202) 317-7011 (not a toll-free number).

.10 Overall cash method for specified
transportation industry taxpayers.

(1) Description of change. This
change applies to a “specified transpor-
tation industry taxpayer” with “average
annual gross receipts” of more than the
inflation-adjusted amount, as defined in
section 15.10(2)(f) of this revenue pro-
cedure, and not in excess of $50,000,000
that wants to change to the overall
cash receipts and disbursements (cash)
method. For a small business taxpayer,
as defined in section 15.17(4)(a) of this
revenue procedure, see section 15.17 of
this revenue procedure for a change to
the overall cash method.

June 9, 2025



(2) Definitions. For purposes of this
section 15.10 the following definitions
apply:

(a) Specified transportation indus-
try taxpayer. A specified transportation
industry taxpayer is a taxpayer that satis-
fies the following criteria for the year of
change:

(1) The taxpayer reasonably identi-
fies its “business” (as defined in section
15.10(2)(b) of this revenue procedure) as
being described in one of the following
NAICS subsector codes (first three digits
of the six-digit NAICS codes):

(A) Air Transportation, Rail Trans-
portation, Water Transportation, Truck
Transportation, Transit and Ground Pas-
senger Transportation, or Scenic and
Sightseeing Transportation, within the
meaning of NAICS subsector codes 481-
485 and 487; or

(B) Support Activities for Transporta-
tion within the meaning of NAICS sub-
sector code 488.

(i) The taxpayer is not prohibited
from using the overall cash method under
§ 448.

(b) Business. A taxpayer may use any
reasonable method of applying the rel-
evant facts and circumstances to deter-
mine its business. A business may consist
of several activities, which may or may
not be related. For example, a taxpayer
engaged in transportation activities may
provide various services such as transport-
ing air cargo and then subsequently truck-
ing the cargo throughout a metropolitan
area to warehouses and wholesale/retail
stores. However, each activity within a
taxpayer’s business must individually sat-
isfy the description of a NAICS subsector
code in section 15.10(2)(a)(i)(A) or (B)
of this revenue procedure. For example,
a sightseeing bus operator that sells box
Iunches in connection with its tours is not
a “specified transportation industry tax-
payer” because one of the two activities
of its business (food sales) does not sat-
isfy the description of a NAICS subsector
code in section 15.10(2)(a)(i)(A) or (B) of
this revenue procedure. While the sight-
seeing transportation activity satisfies
the description of the NAICS subsector
code in section 15.10(2)(a)(i)(A) of this
revenue procedure, the food sales activ-
ity does not satisfy the description of any
NAICS subsector code in section 15.10(2)
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(a)(1)(A) or (B) of this revenue procedure,
and thus, the taxpayer’s business fails to
meet the criteria of section 15.10(2)(a)
(1). Similarly, a train operator who oper-
ates a dining car where meals are served
is not a “specified transportation industry
taxpayer” because one of the two activi-
ties of its business (food service) does not
satisfy the description of a NAICS sub-
sector code in section 15.10(2)(a)(i)(A)
or (B) of this revenue procedure. While
the rail transportation activity satisfies the
description of a NAICS subsector code in
section 15.10(2)(a)(i)(A) of this revenue
procedure, the food service activity does
not satisfy the description of any NAICS
subsector code in section 15.10(2)(a)(i)
(A) or (B) of this revenue procedure, and
thus, the taxpayer’s business fails to meet
the criteria of section 15.10(2)(a)(i).

(¢) Average annual gross receipts. A
taxpayer has average annual gross receipts
of more than the inflation-adjusted amount
and not in excess of $50,000,000 if the
taxpayer’s average annual gross receipts
for the three prior taxable-year period
ending with the applicable prior taxable
year are more than the inflation-adjusted
amount and do not exceed $50,000,000.
If a taxpayer has not been in existence
for three prior taxable years, the taxpayer
must determine its average annual gross
receipts for the number of years (includ-
ing short taxable years) that the taxpayer
has been in existence. See § 448(c)(3)(A).

(d) Gross receipts. Gross receipts is
defined consistent with § 1.448-2(c)(2)
(iv). Thus, gross receipts for a taxable year
equal all receipts that must be recognized
under the method of accounting actually
used by the taxpayer for that taxable year
for federal income tax purposes. See also
§ 448(0)(3)(C).

(e) Aggregation of gross receipts. For
purposes of computing gross receipts
under section 15.10(2)(d) of this revenue
procedure, all taxpayers treated as a single
employer under § 52(a) or (b) or § 414(m)
or (o) (or that would be treated as a single
employer under these sections if the tax-
payers had employees) will be treated as
a single taxpayer. However, when trans-
actions occur between taxpayers that are
treated as a single taxpayer by the previ-
ous sentence, gross receipts arising from
these transactions will not be treated as
gross receipts for purposes of the aver-
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age annual gross receipts limitation. See
§ 448(c)(2) and § 1.448-2(c)(2)(ii).

(f) Inflation-adjusted amount. The
inflation-adjusted amount is the dollar
amount specified in § 448(c)(1), adjusted
for inflation. See § 448(c)(4). For a taxable
year beginning in 2019, 2020, or 2021, the
inflation-adjusted amount is $26,000,000.
See Rev. Proc. 2018-57, 2018-49 1.R.B.
827, Rev. Proc. 2019-44, 2019-47 I.R.B.
1093, or Rev. Proc. 2020-45, 2020-46
L.R.B. 1016, as applicable. For a taxable
year beginning in 2022, the inflation-ad-
justed amount is $27,000,000. See Rev.
Proc. 2021-45, 2021-48 1.R.B. 764. For a
taxable year beginning in 2023, the infla-
tion-adjusted amount is $29,000,000. See
Rev. Proc. 2022-38, 2022-45 1.R.B. 445.
For a taxable year beginning in 2024, the
inflation-adjusted amount is $30,000,000.
See Rev. Proc. 2023-34, 2023-48 1.R.B.
1287. For a taxable year beginning in
2025, the inflation-adjusted amount is
$31,000,000. See Rev. Proc. 2024-40,
2024-45 I.R.B. 1100.

(g) Treatment of short taxable year.
In the case of a short taxable year, a tax-
payer’s gross receipts must be annualized
by multiplying the gross receipts for the
short taxable year by 12 and then dividing
the result by the number of months in the
short taxable year. See § 448(c)(3)(B) and
§ 1.448-2(c)(2)(iii).

(h) Treatment of predecessors. Any ref-
erence to a taxpayer in this section 15.10
includes a reference to any predecessor of
that taxpayer. See § 448(c)(3)(D).

(1) Cash method. The “cash method”
is the method identified by § 446(c)(1)
and §§ 1.446-1(c)(1)(i), 1.451-1(a), and
1.461-1(a)(1).

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
15.101s “126.”

(4) Example. Taxpayer X is an LLC and
taxed for federal income tax purposes as a
partnership. Taxpayer X does not have any
C corporations as partners and Taxpayer X
is not a tax shelter within the meaning of
§ 448(d)(3). Taxpayer X’s business con-
sists of short-haul trucking among various
cities within State Y, which satisfies the
description of the NAICS subsector code
484. Taxpayer X determines that its 3-year
average annual gross receipts for each
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prior taxable year have been more than
the inflation-adjusted amount as defined
in section 15.10(2)(f) of this revenue pro-
cedure and not in excess of $50,000,000.
Taxpayer X qualifies to change to the over-
all cash method using this section 15.10.

(5) Contact information. For further
information regarding a change under this
section, contact Elizabeth Boone at (202)
317-7007 (not a toll-free number).

11 Change to overall cash/hybrid
method for certain banks.

(1) Description of change.

(a) Applicability. This change applies
to a bank described in section 15.11(2)
(a) of this revenue procedure that wants to
change to an overall cash/hybrid method
described in section 15.11(2)(b) of this
revenue procedure.

(b) Inapplicability. A bank’s change to
an overall cash/hybrid method under this
section 15.11 does not include any change
in the accounting treatment of an item for
which the bank uses a special method (as
described in section 15.11(2)(b) of this
revenue procedure) before the change,
or is required to use a special method, or
will use a special method after the change.
A bank may not change the accounting
treatment of such an item under this sec-
tion 15.11. Any change in the accounting
treatment of such an item must be made
under an applicable section of this reve-
nue procedure, under the non-automatic
change procedures of Rev. Proc. 2015-13,
2015-5 I.LR.B. 419, or under another guid-
ance published in the Internal Revenue
Bulletin, as appropriate.

(2) Definitions. The following defini-
tions apply for purposes of this section
15.11.

(a) Bank. A bank is described in this
section 15.11(2)(a) if the bank:

(i) is a bank as defined in § 581;

(i1) is an S corporation as defined in
§ 1361(a)(1), or a qualified subchapter S
subsidiary as defined in § 1361(b)(3)(B);
and

(iii) has average annual gross receipts
(computed as described in section 15.11(5)
of this revenue procedure) not in excess of
$50,000,000.

(b) Overall cash/hybrid method. An
overall cash/hybrid method is the use of
a combination of accounting methods
under which some items of income or
expense are reported on the cash receipts
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and disbursements method (cash method)
and other items of income or expense are
reported on methods permitted or required
for the accounting treatment of special
items (special methods).

(1) Cash method. The cash method
is the method identified by § 446(c)(1)
and §§ 1.446-1(c)(1)(i), 1.451-1(a), and
1.461-1(a)(1).

(i1) Special methods. A few of the
special methods typically used by banks
include those provided for the account-
ing treatment of the following items:
securities held by a dealer in securities as
defined in § 475(c)(1) (the mark-to-mar-
ket method of § 475); securities held by a
dealer in securities as defined in § 1.471-5
(inventories maintained under § 471 and
§ 1.446-1(c)(2)(1)); hedging transactions
(§ 1.446-4); contracts to which § 1256
applies (§ 1256); original issue discount
on debt instruments (§§ 163(e) and 1271-
1275); interest income (including acquisi-
tion discount and original issue discount)
on short-term obligations (§§ 1281-1283);
and stripped debt instruments (§ 1286).
For example, a bank that regularly pur-
chases or originates mortgages in the ordi-
nary course of its business and engages in
more than negligible sales of those mort-
gages generally is a dealer in securities
under § 475(c)(1) and § 1.475(c)-1(c) and
thus must use the mark-to-market method
of § 475 for mortgages and any other
securities (as defined in § 475(c)(2)) held
by the bank.

(3) Additional condition of change. To
change to an overall cash/hybrid method
under this section 15.11, a bank must
comply with the following additional con-
dition. In addition to complying with the
terms and conditions set forth in section
7 of Rev. Proc. 2015-13, the bank must
keep its books and records for the year of
change and for subsequent taxable years
on an overall cash/hybrid method allowed
by this section 15.11. This condition is
considered satisfied if the bank reconciles
the results obtained under the method
used in keeping its books and records and
those obtained under the method used for
federal income tax purposes pursuant to
this section 15.11 and the bank maintains
sufficient records to support such reconcil-
iation. See also § 1.446-1(a)(4).

(4) Additional filing requirement. To
change to an overall cash/hybrid method
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under this section 15.11, a bank must
include with its completed Form 3115 a
description of each specific item of the
bank’s income or expense that is affected by
the change under this section 15.11 and, for
each such item, identify the following: the
method of accounting under which the bank
reports that item for federal income tax pur-
poses immediately before the change; and
the amount of the § 481(a) adjustment asso-
ciated with changing that item to the cash
method under this section 15.11.

(5) Computation of average annual
gross receipts. For purposes of section
15.11(2)(a)(iii) of this revenue procedure,
a bank’s average annual gross receipts
are computed as described in this section
15.11(5).

(a) Average annual gross receipts. A
bank has average annual gross receipts not
in excess of $50,000,000 if, for each prior
taxable year ending on or after December
31, 2006, the bank’s average annual gross
receipts for the three prior taxable-year
period ending with the applicable prior
taxable year do not exceed $50,000,000. If
a bank has not been in existence for three
prior taxable years, the bank must deter-
mine its average annual gross receipts for
the number of years (including short tax-
able years) that the bank has been in exis-
tence. See § 448(c)(3)(A).

(b) Gross receipts. Gross receipts is
defined consistent with § 1.448-2(c)(2)
(iv). Thus, gross receipts for a taxable year
equal all receipts that must be recognized
under the method of accounting actually
used by the bank for that taxable year for
federal income tax purposes. See also
§ 448(0)(3)(C).

(c) Aggregation of gross receipts. For
purposes of computing gross receipts
under section 15.11(5)(b) of this revenue
procedure, all taxpayers treated as a single
employer under § 52(a) or (b) or § 414(m)
or (o) (or that would be treated as a sin-
gle employer under these sections if the
taxpayers had employees) will be treated
as a single taxpayer (that is, a single
bank). However, when transactions occur
between taxpayers that are treated as a
single taxpayer by the previous sentence,
gross receipts arising from these transac-
tions will not be treated as gross receipts
for purposes of the average annual gross
receipts limitation. See § 448(c)(2) and
§ 1.448-2(c)(2)(ii).
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(d) Treatment of short taxable year. In
the case of a short taxable year, a bank’s
gross receipts must be annualized by mul-
tiplying the gross receipts for the short
taxable year by 12 and then dividing the
result by the number of months in the
short taxable year. See § 448(c)(3)(B) and
§ 1.448-2(c)(2)(iii).

(e) Treatment of predecessors. Any
reference to a bank or taxpayer in sec-
tion 15.11(5) of this revenue procedure
includes a reference to any predecessor of
that bank or taxpayer. See § 448(c)(3)(D).

(6) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
15.111s “127.7

(7) Contact information. For further
information regarding a change under this
section, contact K. Scott Brown at (202)
317-4423 (not a toll-free number).

.12 Change to overall cash method for
farmers.

(1) Description of change.

(a) Applicability. This change applies
to a taxpayer engaged in the trade or busi-
ness of farming that wants to change to the
overall cash receipts and disbursements
(cash) method for its trade or business of
farming. If a taxpayer is engaged in more
than one trade or business, this change
applies only to the taxpayer’s trade or
business for which the change is being
made.

(b) Inapplicability. This change does
not apply to a taxpayer that is required to
use an accrual method pursuant to § 447,
or prohibited from using the cash method
by § 448.

(2) Definitions.

(a) Cash method of accounting is
the method defined by § 446(c)(1) and
§§ 1.446-1(c)(1)(i), 1.451-1(a), and 1.461-
1(a)(1). See also § 1.61-4(a) for specific
rules relating to farmers’ income; § 1.162-
12, in part, for specific rules relating to
farmers’ expenses.

(b) The trade or business of farming is a
farming business as defined by § 263A(e)
(4) and § 1.263A-4(a)(5).

(3) Manner of making change. Gen-
erally, a taxpayer changing its method of
accounting under this section 15.12 must
compute a § 481(a) adjustment. How-
ever, if the taxpayer is changing from the
crop method, that portion of the change
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is made using a cut-off basis under which
expenses reported on the crop method and
not deducted prior to the year of change
are deducted in the year the related crop
is sold.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
15.12 is “128.”

(5) Contact information. For further
information regarding a change under this
section, contact Minho Seo at (202) 317-
5100 (not a toll-free number).

.13 Nonshareholder contributions to
capital under § 118.

(1) Description of change. This change
applies to a taxpayer that wants to change
its method of accounting for payments or
property received that do not constitute
contributions to the capital of the taxpayer
within the meaning of § 118 and the reg-
ulations thereunder, from excluding the
payments or the fair market value of the
property from gross income as nontax-
able contributions to capital under § 118
to including the payments or the fair mar-
ket value of the property in gross income
under § 61.

(2) Additional requirement. A taxpayer
that is making a change described in sec-
tion 15.13(1) of this revenue procedure
must complete Schedule E of Form 3115
for the depreciable property to which the
change relates (as well as all other rele-
vant portions of the Form 3115).

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
15.13 is “129.”

(4) Contact information. For further
information regarding a change under this
section, contact David H. McDonnell at
(202) 317-4137 (not a toll-free number).

.14 Debt issuance costs.

(1) Description of change. This change
applies to a taxpayer that wants to change
its method of accounting for capital-
ized debt issuance costs to comply with
§ 1.446-5, which provides rules for allo-
cating the costs over the term of the debt.
This change also applies to a taxpayer that
wants to change its method of accounting
for capitalized debt issuance costs from
one permissible method to another per-
missible method under the last sentence
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in § 1.446-5(b)(2) if the total original
issue discount determined for purposes of
§ 1.446-5 is de minimis.

(2) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
15.14 is “148.”

(3) Contact information. For further
information regarding a change under this
section, contact Jason Kristall at (202)
317-6945 (not a toll-free number).

A5 Transfers of interties under the
safe harbor described in Notice 2016-36
(s 118).

(1) Description of change.

(a) Safe harbor applicable. This
change, as described in Notice 2016-36,
2016-25 I.R.B. 1029, applies to a utility
that wants to change to the safe harbor
method of accounting provided in section
II1.C of Notice 2016-36 for the treatment
under § 118 of a transfer of an intertie,
including a dual-use intertie, by a gen-
erator to a utility. Under this safe harbor
method of accounting, such a transfer
will not be treated as gross income under
§ 118(a) or a contribution in aid of con-
struction (CIAC) under § 118(b) if all of
the conditions specified in section III.C of
Notice 2016-36 are met.

(b) Safe harbor terminates. This
change, as described in Notice 2016-36,
applies to a utility that is using the safe
harbor method of accounting provided
in section III.C of Notice 2016-36 and
is required to terminate that safe har-
bor method of accounting because of the
occurrence of an event specified in section
IV of Notice 2016-36. The occurrence of
such event will require the utility to rec-
ognize income as a consequence of the
transfer of an intertie, including a dual-use
intertie, to the utility by a generator.

(2) Definitions. For purposes of this
section 15.15, the terms “utility,” “inter-
tie,” “dual-use intertie,” and “generator”
are defined in section III.B of Notice
2016-36.

(3) Certain eligibility rules inappli-
cable. The eligibility rules in sections
5.01(1)(d) and (f) of Rev. Proc. 2015-13,
2015-51.R.B. 419, do not apply to a utility
making a change under this section 15.15.

(4) Manner of making change.

(a) The change in method of account-
ing under section 15.15(1)(a) of this rev-
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enue procedure is made with a § 481(a)
adjustment.

(b) The change in method of account-
ing under section 15.15(1)(b) of this rev-
enue procedure is made using a cut-off
method and applies to a transfer of an
intertie, including a dual-use intertie, by a
generator to a utility made on or after the
beginning of the taxable year in which the
safe harbor method of accounting termi-
nates.

(5) Concurrent automatic change. A
utility making a change under this section
15.15 for more than one transfer of an
intertie, including a dual-use intertie, for
the same year of change should file a sin-
gle Form 3115 for all such transfers. The
single Form 3115 must provide a single
net § 481(a) adjustment for all changes
under section 15.15(1)(a) of this revenue
procedure.

(6) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change to the methods of
accounting under this section 15.15 is
“226.”

(7) Contact information. For further
information regarding a change under
this section, contact Barbara Campbell at
(202) 317-4137 (not a toll-free number).

.16 Change to or from the net asset
value (NAV) method.

(1) Description of change. This change,
as described in Rev. Proc. 2016-39, 2016-
30 IL.R.B. 164, applies to a taxpayer that
holds shares in a money market fund
(MMF) as defined in § 1.446-7(b)(4) (giv-
ing effect to § 1.446-7(c)(5), under which
MMF holdings in different accounts are
treated as different MMFs) and that wants
to change its method of accounting for
gain or loss on the shares from a realiza-
tion method to the NAV method described
in § 1.446-7 or from the NAV method to a
realization method.

(2) Certain eligibility rules inappli-
cable. The eligibility rules in sections
5.01(1)(c), (d), and (f) of Rev. Proc. 2015-
13 do not apply to this change.

(3) Definitions.

(a) “Rule 2a-7” means Rule 2a-7 (17
CFR 270.2a-7) under the Investment
Company Act of 1940.

(b) “Floating-NAV MMF” means an
MMF that is required to value its assets
using market factors and to round its price
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per share to the nearest basis point (the
fourth decimal place, in the case of a fund
with a $1.0000 share price) under Rule
2a-7.

(c) “Stable-NAV MMF” means an
MMF that is not a floating-NAV MMF.

(4) Manner of making change.

(a) A change to or from the NAV
method is made on a cut-off basis. See
§ 1.446-7(c)(8). Accordingly, a § 481(a)
adjustment is neither permitted nor
required. A taxpayer making a change to
or from the NAV method for shares in an
MMF applies the new method only to the
computation of gain or loss on the shares
beginning with the year of change. Under
§ 1.446-7(b)(7)(i1), a taxpayer changing to
the NAV method takes a starting basis (as
defined in § 1.446-7(b)(7)) in those shares
for the year of change equal to the aggre-
gate adjusted basis of the taxpayer’s shares
in the MMF at the end of the immediately
preceding taxable year. A taxpayer chang-
ing from the NAV method to a realization
method for shares in an MMF must adjust
the basis in the shares beginning on the
first day of the year of change to account
for gain or loss previously recognized
under the NAV method. Accordingly, the
taxpayer generally takes a basis in each
MMF share at the beginning of the year
of change equal to the fair market value
of that share under § 1.446-7(b)(3) used
in computing the ending value (as defined
in § 1.446-7(b)(2)) of the shares in that
MMF for the final computation period (as
defined in § 1.446-7(b)(1)) of the taxable
year prior to the year of change.

(b) Short Form 3115 in lieu of a stan-
dard Form 3115. In accordance with
§ 1.446-1(e)(3)(ii), the requirement of
§ 1.446-1(e)(3)(i) to file a standard Form
3115 is waived and, pursuant to section
6.02(2) of Rev. Proc. 2015-13, a short
Form 3115 is authorized for a taxpayer
changing from a realization method to the
NAYV method, or changing from the NAV
method to a realization method, for shares
in an MMF. Unless the change meets the
requirements of section 15.16(4)(c) of this
revenue procedure, the taxpayer must file
a short Form 3115 (Rev. December 2022)
that includes the following information:

(1) the identification section of page 1
(above Part I);

(i1) the signature section at the bottom
of page 1;
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(iii) Part I, line 1(a);

(iv) a statement specifying whether the
taxpayer is changing from a realization
method to the NAV method or from the
NAYV method to a realization method; and

(v) a statement specifying the MMF
or MMFs to which the change applies, if
the change does not apply to all MMFs in
which the taxpayer holds shares (and, to
the extent applicable, whether the change
applies only to shares of the MMF or
MMFs held in a particular account).

(¢) No Form 3115 Required. In accor-
dance with § 1.446-1(e)(3)(ii), a taxpayer
changing to the NAV method for shares
in a stable-NAV MMF may change to the
NAYV method on a federal tax return with-
out filing a Form 3115 if the following
requirements are satisfied:

(1) the taxpayer has not used the NAV
method for shares in the MMF for any tax-
able year prior to the year of change; and

(i1) prior to the year of change, either

(A) the taxpayer’s basis in each share
of the MMF has been at all times equal to
the MMEF’s target share price, or

(B) the taxpayer has not realized any
gain or loss with respect to shares in the
MMEF.

(5) Multiple changes. A taxpayer mak-
ing multiple changes under this section
15.16 for the same year of change on a
short Form 3115 should file a single short
Form 3115. The short Form 3115 will be
treated as applying to all shares that the
taxpayer holds in any MMF unless the
taxpayer specifies the MMFs to which the
change applies. If the taxpayer specifies an
MMEF, the short Form 3115 will be treated
as applying to all shares in that MMF held
in any account by the taxpayer, unless the
short Form 3115 specifies the accounts to
which the change applies.

(6) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
15.16 is “227.7

(7) Contact Information. For further
information regarding a change under this
section, contact Grace Cho at (202) 317-
6945 (not a toll-free number).

17 Small business taxpayer changing
the overall method of accounting to the
cash method, or to a method of accounting
in which a small business taxpayer uses an
accrual method for purchases and sales of
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inventories and uses the cash method for
computing all other items of income and
expense.

(1) Description of change. This change
applies to a small business taxpayer, as
defined in section 15.17(4)(a) of this
revenue procedure, that wants to make a
change in method of accounting described
in section 15.17(2) of this revenue pro-
cedure. This change includes a change
to account for any exempt construction
contracts described in § 1.460-3(b)(1)(ii)
under the cash method or, in the case of
an exempt construction contract described
in § 1.460-3(b)(1)(ii) that includes the
sale of inventory, a method of accounting
that uses an accrual method for purchases
and sales of such inventory and the cash
method for computing all other items of
income and expense from such contract. A
small business taxpayer may be required
to use a method of accounting other than
the cash method for one or more items of
income or expense under certain provi-
sions of the Code or regulations, includ-
ing, for example §§ 475 and 1272.

(2) Applicability. This change applies
to a small business taxpayer that wants to:

(a) change the overall method of
accounting for a trade or business from
an accrual method to the cash method
of accounting, and is otherwise not pro-
hibited from using the cash method or
required to use another overall method of
accounting;

(b) change the overall method of
accounting for a trade or business from an
accrual method to an accrual method for
purchases and sales of inventories (inven-
tories) and the cash method for computing
all other items of income and expense, and
is otherwise not prohibited from using the
cash method under § 448 or required to
use another overall method of accounting,
such as an accrual method under § 447; or

(c) change the overall method of
accounting for a trade or business from
the cash method to an accrual method for
purchases and sales of inventories (inven-
tories) and the cash method for computing
all other items of income and expense, and
is otherwise not prohibited from using the
cash method under § 448 or required to
use another overall method of accounting,
such as an accrual method under § 447.

(3) Inapplicability. This change does
not apply to the following:
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(a) Banks changing to hybrid method.
This change does not apply to a bank
described in section 15.11(2)(a) of this
revenue procedure. However, such a
bank may be eligible to change its overall
method of accounting to the cash/hybrid
method under section 15.11 of this reve-
nue procedure if it meets the requirements
of that section.

(b) Farmers changing to the cash
method. This change does not apply to
a farming business changing its overall
method of accounting to the cash method.
See, however, section 15.12 of this reve-
nue procedure.

(4) Special rules for open accounts
receivable. Notwithstanding § 1001 and
the accompanying regulations, a small
business taxpayer that uses the cash
method as the overall method of account-
ing for a trade or business includes
amounts attributable to open accounts
receivable, as defined in section 15.17(5)
(c) of this revenue procedure, in income as
the amounts are actually or constructively
received on the receivables.

(5) Definitions.

(a) Small business taxpayer. “Small
business taxpayer” means a taxpayer,
other than a tax shelter under § 448(d)
(3) and § 1.448-2(b)(2) that meets the
§ 448(c) gross receipts test.

(b) Section 448(c) gross receipts test.
The § 448(c) gross receipts test is met
if a taxpayer has average annual gross
receipts for the three prior taxable years
of $25,000,000 or less (adjusted for infla-
tion), as described in § 448(c) and § 1.448-
2(c) or § 1.460-3(b)(3), as applicable. For
a taxable year beginning in 2022, the infla-
tion-adjusted amount is $27,000,000. See
Rev. Proc. 2021-45, 2021-48 I.R.B. 764.
For a taxable year beginning in 2023, the
inflation-adjusted amount is $29,000,000.
See Rev. Proc. 2022-38, 2022-45 1.R.B.
445. For a taxable year beginning in
2024, the inflation-adjusted amount is
$30,000,000. See Rev. Proc. 2023-34,
2023-48 I.R.B. 1287. For a taxable year
beginning in 2025, the inflation-adjusted
amount is $31,000,000. See Rev. Proc.
2024-40, 2024-45 1.R.B. 1100.

(¢) Open accounts receivable. For
purposes of this section 15.17, an open
accounts receivable is any receivable that
is due in full in 120 days or less and that is
not subject to § 475.

1552

(6) Eligibility rule inapplicable. For a
change described in section 15.17(2) of
this revenue procedure, any prior change
in the overall method of accounting to an
accrual method that was made in the tax-
payer’s mandatory § 448 year (as defined
in § 1.448-2(g)(1)), or a mandatory § 447
year (as defined in section 15.01(1)(a) of
this revenue procedure), as applicable,
is disregarded for purposes of section
5.01(1)(e) of Rev. Proc. 2015-13.

(7) Manner of making change.

(a) Acceleration of § 481(a) adjust-
ment. If a taxpayer making a change
described in section 15.17(2)(a) or (b)
of this revenue procedure has a § 481(a)
adjustment remaining on a prior overall
change in method of accounting to an
accrual method, then it must take the
remaining portion of such prior § 481(a)
adjustment into account in the year of
change;

(b) Cut-off basis for exempt long-
term contracts. A change to account for
exempt construction contracts described
in § 1.460-3(b)(1)(ii) under this sec-
tion 15.17 is made on a cut-off basis and
applies only to contracts entered into on
or after the first day of the year of change.
Accordingly, a § 481(a) adjustment is nei-
ther permitted nor required.

(8) Concurrent automatic changes. A
small business taxpayer making a change
under this section 15.17 and a change
under section 12.16, 22.18 and/or 22.19 of
this revenue procedure for the same year
of change may file a single Form 3115
for such changes, provided the taxpayer
enters the designated automatic account-
ing method change numbers for each
change on the appropriate line of Form
3115. See section 6.03(1)(b) of Rev. Proc.
2015-13 for information on making con-
current changes.

(9) Designated automatic accounting
method change number.

(a) Change to the cash method. The
designated automatic accounting method
change number for a change under section
15.17(2)(a) of this revenue procedure is
€233

(b) Change to a method of accounting
that uses an accrual method for invento-
ries, and the cash method for computing
all other items of income and expense. The
designated automatic accounting method
change number for a change under section
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15.17(2)(b) or (c) of this revenue proce-
dure is “259.”

(10) Contact information. For further
information regarding a change under this
section, contact Max Fishman at (202)
317-7007 (not a toll-free number).

SECTION 16. TAXABLE YEAR OF
INCLUSION (§ 451)

.01 Accrual of interest on nonperform-
ing loans.

(1) Description of change.

(a) This change applies to a tax-
payer using an overall accrual method
of accounting that is a bank as defined
in § 581 (or whose primary business is
making or managing loans) and wants to
change its method of accounting to com-
ply with § 451 and § 1.451-1(a) for quali-
fied stated interest (as defined in § 1.1273-
1(c)) on nonperforming loans.

(b) Section 1.451-1(a) requires income
to be accrued when all the events have
occurred that fix the right to receive the
income and the amount thereof can be
determined with reasonable accuracy. A
taxpayer may not stop accruing qualified
stated interest on a nonperforming loan
for federal income tax purposes merely
because payments on the loan are over-
due by a certain length of time, such as 90
days, even if a federal, state, or other reg-
ulatory authority having jurisdiction over
the taxpayer permits or requires that the
overdue interest not be accrued for regu-
latory purposes.

(¢) Under § 451 and § 1.451-1(a), a
taxpayer must continue accruing qualified
stated interest on any nonperforming loan
until either (i) the loan is worthless under
§ 166 and charged off as a bad debt, or (ii)
the interest is determined to be uncollect-
ible. In order for interest to be determined
uncollectible, the taxpayer must substan-
tiate, taking into account all the facts and
circumstances, that it has no reasonable
expectation of payment of the interest.
This substantiation requirement is applied
on a loan-by-loan basis.

(d) A taxpayer that changes its method
of accounting under this section 16.01
must do so for all of its loans.

(2) Section 481(a) adjustment. In gen-
eral, the § 481(a) adjustment for a method
change under this section 16.01 represents
the amount of qualified stated interest on
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the taxpayer’s nonperforming loans out-
standing as of the beginning of the year
of change that should have been accrued
under § 451 and § 1.451-1(a) and was not
accrued. Interest for which the taxpayer,
as of the beginning of the year of change,
has no reasonable expectation of payment
is not taken into account in determining
the amount of the § 481(a) adjustment.

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
16.01 is “36.”

(4) Contact information. For further
information regarding a change under this
section, contact K. Scott Brown at (202)
317-4423 (not a toll-free number).

.02 Advance rentals.

(1) Description of change. This change
applies to a taxpayer that wants to change
its method of accounting for advance rent-
als (other than advance rentals subject
to § 467 and the regulations thereunder)
to include such advance rentals in gross
income in the taxable year received. See
§ 1.61-8(b).

(2) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
16.02 is “37.”

(3) Contact information. For further
information regarding a change under this
section, contact Daniel Cassano at (202)
317-7011 (not a toll-free number).

.03 State or local income or franchise
tax refunds.

(1) Description of change. This change
applies to a taxpayer using an over-
all accrual method of accounting that
receives a state or local income or fran-
chise tax refund and wants to accrue the
refund in the taxable year the taxpayer
receives payment or notice that the claim
has been approved, whichever is earlier,
as provided in Rev. Rul. 2003-3, 2003-1
C.B. 252.

(2) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
16.03 is “38.”

(3) Contact information. For further
information regarding a change under this
section, contact Daniel Cassano at (202)
317-7011 (not a toll-free number).
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.04 Capital Cost Reduction Payments.

(1) Description of change. This change
applies to a taxpayer that purchases motor
vehicles subject to leases and assumes
the associated leases from the vehicles’
dealers and wants to use the safe harbor
method of accounting for capital cost
reduction (CCR) payments specified in
Rev. Proc. 2002-36, 2002-1 C.B. 993.

(2) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
16.04 is “39.”

(3) Contact information. For further
information regarding a change under this
section, contact Michael Finn at (202)
317-4718 (not a toll-free number).

.05 Credit card annual fees.

(1) Description of change. This change
applies to a taxpayer that wants to change
its method of accounting for credit card
annual fees as described in Rev. Rul.
2004-52, 2004-1 C.B. 973, either to a
method that satisfies the all events test in
accordance with Rev. Rul. 2004-52 or to
the Ratable Inclusion Method for Credit
Card Annual Fees that is described in sec-
tion 4 of Rev. Proc. 2004-32, 2004-1 C.B.
988. Rev. Rul. 2004-52 holds that credit
card annual fees are not interest for fed-
eral income tax purposes and that such
fees are includible in income by the card
issuer when the all events test under § 451
is satisfied. Rev. Proc. 2004-32 provides
additional guidance for taxpayers seeking
to change their methods of accounting for
such fees, including guidance with respect
to the Ratable Inclusion Method for Credit
Card Annual Fees. However, a taxpayer
may make either change under this rev-
enue procedure only if the taxpayer uses
an overall accrual method of accounting
for federal income tax purposes and issues
credit cards to, and receives annual fees
from, cardholders under agreements that
allow each cardholder to use a credit card
to access a revolving line of credit to make
purchases of goods and services and, if so
authorized, to obtain cash advances.

(2) Manner of making change. In com-
pleting its Form 3115 to make this change,
a taxpayer must identify the specific
method to which the taxpayer is changing.

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
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number for a change under this section
16.05 to a method that satisfies the all
events test in accordance with Rev. Rul.
2004-52 is “80.” The designated auto-
matic accounting method change number
for a change under this section 16.05 to
the Ratable Inclusion Method for Credit
Card Annual Fees is “81.”

(4) Contact information. For further
information regarding a change under this
section, contact Kate Sleeth at (202) 317-
7053 (not a toll-free number).

.06 Retainages.

(1) Description of change.

(a) Applicability. This change applies
to a taxpayer using an overall accrual
method of accounting that wants to
change its method of accounting for treat-
ing retainages to a method consistent with
the holding in Rev. Rul. 69-314, 1969-1
C.B. 139. A taxpayer changing its method
of accounting for retainages under this
section 16.06 must treat all retainages,
that is both receivables and payables, in
the same manner.

(b) Inapplicability. This change does
not apply to retainages (receivables and
payables) for long-term contracts that
must be accounted for under the percent-
age-of-completion method (PCM) under
§ 460. Nor does this change apply to
long-term contracts otherwise accounted
for under the PCM or long-term contracts
accounted for under exempt percent-
age-of-completion method or the com-
pleted contract method. For the treatment
of retainages under such methods, see
§§ 1.460-4(b)(4)(1)(A) and 1.460-4(d)(3).

(2) Manner of making change.

(a) Except as provided in section
16.06(2)(b) of this revenue procedure, a
taxpayer changing its method of account-
ing under this section 16.06 must take into
account a § 481(a) adjustment.

(b) For retainages received and paid
in connection with long term contracts
that are exempt construction contracts
(as defined in § 1.460-3(b)(1)) accounted
for using the taxpayer’s overall accrual
method of accounting, this change is made
on a cut-off basis and applies only to long-
term contracts entered into on or after
the beginning of the year of change. See
§ 1.460-1(c)(2) for a description of when
a contract is treated as “entered into.”
Accordingly, a § 481(a) adjustment is nei-
ther permitted nor required.
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(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
16.06 for retainages not received under
long-term contracts is “130.” The des-
ignated automatic method change num-
ber for a change under this section 16.06
for retainages received under long-term
contracts is “217.” A taxpayer making a
change under this section 16.06 that has
both types of retainages must file a single
Form 3115 and enter both change num-
bers on the appropriate line on Form 3115.

(4) Contact information. For further
information regarding a change under this
section, contact Peter Cohn at (202) 317-
7011 (not a toll-free number).

.07 Change in applicable financial
statements (AFS) for purposes of applying
certain revenue recognition methods of
accounting.

(1) Description of change.

(a) Applicability.

(1) This change applies to a taxpayer
with an AFS, as defined in § 1.451-3(a)
(5), that: (A) includes amounts in income
in accordance with § 1.451-3; (B) changes
the manner in which the item, or portion
thereof, is taken into account as AFS reve-
nue, as defined in § 1.451-3(a)(4), includ-
ing, if applicable, a change in the manner
in which transaction price is allocated to
performance obligations; and (C) wants
to change its method of accounting to
use the new AFS method of taking into
account the item, or portion thereof, in
AFS revenue for purposes of § 1.451-3(b)
(1), including, if applicable, a change in
the manner in which transaction price is
allocated for purposes of § 1.451-3(d).

(i1) This change applies to a taxpayer
with an AFS, as defined in § 1.451-3(a)
(5), that: (A) receives an advance payment,
as defined in § 1.451-8(a)(1); (B) uses the
deferral method described in § 1.451-8(c);
(C) changes the manner in which it recog-
nizes advance payments in AFS revenue,
as defined in § 1.451-8(a)(4), including, if
applicable, a change in the manner in which
payments are allocated to performance
obligations; and (D) wants to change its
method of accounting to use the new AFS
method of recognizing advance payments
in AFS revenue for purposes of determin-
ing the extent to which advance payments
are included in income under § 1.451-8,
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including, if applicable, a change in the
manner in which payments are allocated
for purposes of § 1.451-8(c)(8).

(b) Inapplicability.

(1) Changes relating to § 1.451-3 or
§ 1.451-8. A change described in section
16.07(1)(a)(i) or (i) of this revenue proce-
dure does not apply to:

(A) ataxpayer whose present method of
accounting is not described in § 1.451-3,
for a change described in section 16.07(1)
(a)(i) of this revenue procedure. A tax-
payer that wants to change to a method of
accounting described in § 1.451-3 must
use section 16.08(2)(a)(i) of this revenue
procedure to make such change;

(B) a taxpayer whose present method
of accounting for advance payments is
not the deferral method under § 1.451-
8(c), for a change described in section
16.07(1)(a)(ii) of this revenue procedure.
For example, this change does not apply
to a taxpayer that uses the full inclusion
method under § 1.451-8(b) or the non-
AFS deferral method under § 1.451-8(d).
However, this change does apply to a
taxpayer that uses both the cost offset
method under § 1.451-8(e) and the defer-
ral method under § 1.451-8(c);

(C) a taxpayer that wants to change its
method for allocating payments described
in § 1.451-8(c)(8)(iii); or

(D) a taxpayer that wants to change its
method for allocating transaction price for
contracts described in § 1.451-3(d)(5).

(c) Restatements of AFS. A taxpay-
er’s restatement of its AFS for financial
accounting presentation does not affect
the propriety of the taxpayer’s method
of accounting for revenue recognized in
the prior taxable year(s). For example,
if the taxpayer properly uses the defer-
ral method described in § 1.451-8(c) for
including advance payments in gross
income in accordance with its AFS, the
taxpayer satisfies the requirement of sec-
tion 16.07(1)(a)(ii) of this revenue pro-
cedure even if the AFS for that taxable
year is later restated and may change its
method of accounting under this section
16.07 if it is otherwise eligible.

(2) Manner of making change.

(a) Cut-off basis or a § 481(a) adjust-
ment.

(1) Cut-off basis for certain changes.

(A) In general. Except as provided in
section 16.07(2)(a)(i)(B) of this revenue
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procedure, a change made under section
16.07(1)(a)(ii) of this revenue procedure
is made on a cut-off basis and applies to
advance payments received by the tax-
payer on or after the beginning of the year
of change. Accordingly, any advance pay-
ments received prior to the year of change
(prior advance payments) are accounted
for under the taxpayer’s former method
of accounting, and any advance payments
received in the year of change and in
subsequent taxable years are accounted
for under the taxpayer’s new method of
accounting. A taxpayer that changes its
method of allocating payments for pur-
poses of § 1.451-8(c)(8)(i) must allocate
any payments received prior to the year
of change using the taxpayer’s former
method of accounting. Accordingly, a
§ 481(a) adjustment is neither permitted
nor required.

(B) Section 481(a) adjustment for cer-
tain changes. If a taxpayer makes a change
under section 16.07(1)(a)(ii) of this reve-
nue procedure, and the AFS treatment
of prior advance payments in the year of
change or a subsequent taxable year is
relevant for purposes of determining the
amount of such payments that is required
to be included in gross income in the year
of change or a subsequent taxable year,
the taxpayer must implement the change
with a § 481(a) adjustment as provided in
sections 7.02 and 7.03 of Rev. Proc. 2015-
13.

(i) Computing § 481(a) adjustments
when the year of change is a year in
which the taxpayer implements a change
in accounting principle with a retained
earnings adjustment. If the year of change
is a year in which the taxpayer imple-
ments a change in accounting principle
for AFS purposes, including a change
in the method of applying an account-
ing principle for AFS purposes, and the
change in accounting principle is imple-
mented with a retained earnings adjust-
ment that is taken into account during the
year of change, the taxpayer is required to
treat such adjustment as being taken into
account in the taxable year prior to the
year of change for purposes of computing

the § 481(a) adjustment.

(iii) Example. Computing a § 481(a) adjustment
when the taxpayer presently uses the AFS cost offset
method - related accounts. B is in the trade or busi-
ness of selling computers. B uses an accrual method
of accounting and computes Federal income tax on
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a calendar-year basis and has an AFS, as defined in
§ 1.451-3(a)(5). B is not under examination within
the meaning of section 3.18 of Rev. Proc. 2015-13.
B does not receive advance payments. For 2022,
B makes two changes in method of accounting to
comply with § 1.451-3. Specifically, pursuant to sec-
tion 16.08(2)(a)(i)(A) of this revenue procedure, B
changes its method of accounting for gross income
from the sale of computers to apply the AFS income
inclusion rule and, pursuant to section 16.08(2)(a)(i)
(C) of this revenue procedure, changes its method of
accounting to apply the AFS cost offset method. For
2023, B changes the manner in which income from
the sale of computers is taken into account as AFS
revenue, as defined in § 1.451-3(a)(4), and changes
its method of accounting under section 16.07(1)(a)
(i) of this section to use the new AFS method. How-
ever, B continues to use the AFS cost offset method.
In computing the § 481(a) adjustment resulting from
the change to the new method of computing AFS
revenue for 2023 under section 16.07(1)(a)(i) of this
revenue procedure, B must take into account its con-
tinued use of the AFS cost offset method. See section
3.15 of Rev. Proc. 2015-13.

(b) In accordance with § 1.446-1(e)
(3)(i1), the requirement of § 1.446-1(e)
(3)(i) to file a Form 3115 is waived and a
statement in lieu of a Form 3115 is autho-
rized for a change made under this section
16.07. Notwithstanding the definition of
Form 3115 in section 3.07 of Rev. Proc.
2015-13,2015-5 I.LR.B. 419, the statement
in lieu of a Form 3115 that is permitted
under this section 16.07 is considered a
Form 3115 for purposes of the automatic
change procedures of Rev. Proc. 2015-
13. However, the requirement to file the
duplicate copy, under section 6.03(1)(a)
of Rev. Proc. 2015-13, is waived. The
statement attached to the taxpayer’s return
for the year of change must include the
following information for each applicant:

(i) the designated automatic accounting
change number for this change, which is
“153;”

(i) the applicant’s name, employer
identification number (or social security
number in the case of an individual), and
type of applicant, as would be provided
had a Form 3115 been required;

(iii) the year of change (both the begin-
ning and ending dates);

(iv) the type of AFS used by the appli-
cant, as defined in applicable guidance,
and which change the applicant is making
under section 16.07(1)(a) of this revenue
procedure. See § 1.451-3(a)(5) and/or
§ 1.451-8(a)(5);

(v) a detailed and complete descrip-
tion of each item affected by the change
in AFS revenue recognition and the line
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number (or schedule) where the affected
item is reflected on the federal income tax
return for the year of change, and if appli-
cable, the § 481(a) adjustment for each
change; and

(vi) a detailed description of the basis
used for AFS revenue recognition (that is,
the method the taxpayer uses in its AFS)
both before and after the AFS change.

(c) Concurrent automatic change. A
taxpayer may make more than one change
under this section 16.07 on the same
statement in lieu of a Form 3115 for the
same year of change. The taxpayer must
separately provide all of the information
required for each change on that state-
ment.

(3) Certain eligibility rule inapplica-
ble. The eligibility rule in section 5.01(1)
(f) of Rev. Proc. 2015-13 does not apply
to this change.

(4) No audit protection. A taxpayer
does not receive audit protection under
section 8.01 of Rev. Proc. 2015-13 for this
change. See section 8.02(2) of Rev. Proc.
2015-13.

(5) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
16.07 is “153.”

(6) Contact information. For further
information regarding a change under this
section, contact Maria Castillo Valle at
(202) 317-7003 (not a toll-free number).

.08 Changes in the timing of income
recognition under § 451(b) and (c).

(1) Description of change.

(a) In general. This change applies
to an accrual method taxpayer with an
applicable financial statement (AFS)
that wants to make certain changes in
method of accounting described in sec-
tion 16.08(2)(a) of this revenue proce-
dure. This change also applies to a tax-
payer without an AFS that wants to make
certain changes in method of accounting
described in section 16.08(2)(b) of this
revenue procedure.

(b) Applicable terms. For this section
16.08, the term “AFS” has the meaning
set forth in § 1.451-3(b)(5). Additionally,
because a change to comply with §§ 1.451-
3, 1.451-8, and/or 1.1275-2(1), as applica-
ble, is a change in method of accounting
to which the provisions of § 446 and the
accompanying regulations apply, the item
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being changed to comply with §§ 1.451-3,
1.451-8, and/or 1.1275-2(1), as applicable,
is determined by applying § 446 and the
accompanying regulations. See §§ 1.451-
3(1)(1) and 1.451-8(g)(2). In that regard,
while §§ 451(b) and (c) and the final
regulations use the term “item of gross
income” to generally refer to income that
arises under a specific contract, the term
“item of gross income” is not synonymous
with the terms “item” or “material item”
as used throughout the regulations under
§ 446.

(2) Applicability.

(a) Taxpayer with an AF'S. This change
applies to an accrual method taxpayer
with an AFS that:

(1) wants to make one of the following
changes under § 1.451-3:

(A) a change to comply with the AFS
income inclusion rule in § 1.451-3(b)
under which the taxpayer determines the
amount of an item of gross income that
is treated as “taken into account as AFS
revenue” by making the AFS revenue
adjustments provided in § 1.451-3(b)
(2)(1) (including a change for specified
credit card fees under §§ 1.451-3(j)(2) and
1.1275-2(1)) (but see paragraph (8) of this
section);

(B) a change to comply with the AFS
income inclusion rule in § 1.451-3(b)
under which the taxpayer determines the
amount of the item of gross income that
is “taken into account as AFS revenue” by
making the AFS revenue adjustments pro-
vided in § 1.451-3(b)(2)(ii) (including a
change for specified credit card fees under
§§ 1.451-3()(2) and 1.1275(1)) (Alterna-
tive AFS Revenue Method) (but see para-
graph (8) of this section);

(C) except as provided in section
16.08(2)(a)(i)(E) of this section, a change
to apply the AFS cost offset method in
§ 1.451-3(c) to determine the amount of
an item of gross income from the sale of
inventory that is required to be included
in gross income under the AFS income
inclusion rule in § 1.451-3(b);

(D) a change from applying a cost off-
set method, including the AFS cost offset
method in § 1.451-3(c), to not applying
a cost offset method to determine the
amount of an item of gross income from
the sale of inventory that is required to be
included in gross income under the AFS
income inclusion rule in § 1.451-3(b);
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(E) a change to comply with § 1.451-
3(c)(5)(ii) as a result of a concurrent
cost-offset related inventory method
change, as defined in section 5.06 of Rev.
Proc. 2015-13 (or successor), or because
the taxpayer determines its cost of goods
in progress offset by reference to costs
that the taxpayer has impermissibly cap-
italized and/or allocated under its present
method of accounting for inventory. This
section 16.08(2)(a)(i)(E) applies if the tax-
payer presently uses a cost offset method,
including the AFS cost offset method
under § 1.451-3(c). This section 16.08(2)
(a)(1)(E) does not apply if the taxpayer is
proposing to make, for the same year of
change, a change to begin using the AFS
cost offset method pursuant to section
16.08(2)(a)(i)(C) of this revenue proce-
dure;

(F) a change to comply with the trans-
action price allocation rules in § 1.451-
3(d); or

(G) a change to a method of accounting
described in § 1.451-3(h)(4) when a tax-
payer’s AFS covers mismatched report-
able periods; or

(i1) wants to make one of the follow-
ing changes in method of accounting for
advance payments under § 1.451-8:

(A) a change to the full inclusion
method provided in § 1.451-8(b);

(B) a change to the deferral method
provided in § 1.451-8(c);

(C) a change to the specified goods
§ 451(c) method described in § 1.451-
8(f) to treat payments that otherwise
qualify for the specified good exception,
as defined in § 1.451-8(a)(1)(ii)(H), as
advance payments and account for such
payments either under the full inclusion
method provided in § 1.451-8(b) or under
the deferral method provided in § 1.451-
8(c);

(D) except as provided in section
16.08(2)(a)(ii)(F) of this revenue proce-
dure, a change to apply the advance pay-
ment cost offset method in § 1.451-8(e)
to determine the amount of an advance
payment from the sale of inventory that
is required to be included in gross income
under either the full inclusion method in
§ 1.451-8(b) or the deferral method in
§ 1.451-8(c), as applicable;

(E) a change from applying a cost offset
method, including the advance payment
cost offset method in § 1.451-8(e), to not
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applying a cost offset method to determine
the amount of an advance payment from
the sale of inventory that is required to
be included in gross income under either
the full inclusion method in § 1.451-8(b)
or the deferral method in § 1.451-8(c), as
applicable;

(F) a change to comply with § 1.451-
8(e)(8)(ii) as a result of a concurrent
cost-offset related inventory method
change, as defined in section 5.06 of Rev.
Proc. 2015-13 (or successor), or because
the taxpayer presently determines its cost
of goods in progress offset by reference to
costs that the taxpayer has impermissibly
capitalized and/or allocated under its pres-
ent method of accounting for inventory.
This section 16.08(2)(a)(ii)(F) applies if
the taxpayer presently uses a cost offset
method, including the advance payment
cost offset method under § 1.451-8(e).
This section 16.08(2)(a)(ii)(F) does not
apply if the taxpayer is proposing to make,
for the same year of change, a change to
begin using the advance payment cost off-
set method pursuant to section 16.08(2)(a)
(i1)(D) of this revenue procedure;

(G) a change to a method of accounting
described in § 1.451-8(c)(7), which refers
to the methods described in § 1.451-3(h)
(4), when a taxpayer’s AFS covers mis-
matched reporting periods; or

(H) a change to comply with the pay-
ment allocation rules in § 1.451-8(c)(8).

(b) Taxpayer without an AFS. This
change applies to a taxpayer that does not
have an AFS that wants to make one of the
following changes in method of account-
ing for advance payments under § 1.451-
8:

(1) a change to the full inclusion method
provided in § 1.451-8(b);

(i1) a change to the deferral method
provided in § 1.451-8(d)(3);

(iii) except as provided in section
16.08(2)(b)(v) of this revenue procedure, a
change to apply the advance payment cost
offset method in § 1.451-8(e) to determine
the amount of an advance payment from
the sale of inventory that is required to be
included in gross income under either the
full inclusion method in § 1.451-8(b) or
the deferral method in § 1.451-8(d)(3), as
applicable;

(iv) a change from applying a cost offset
method, including the advance payment
cost offset method in § 1.451-8(e), to not
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applying a cost offset method to determine
the amount of an advance payment from
the sale of inventory that is required to be
included in gross income under either the
full inclusion method in § 1.451-8(b) or
the deferral method in § 1.451-8(d)(3), as
applicable;

(v) a change to comply with § 1.451-
8(e)(8)(ii) as a result of a concurrent
cost-offset related inventory method
change, as defined in section 5.06 of Rev.
Proc. 2015-13 (or successor), or because
the taxpayer determines its cost of goods
in progress offset by reference to costs
that the taxpayer has impermissibly cap-
italized and/or allocated under its present
method of accounting for inventory. This
section 16.08(2)(b)(v) applies if the tax-
payer presently uses a cost offset method,
including the advance payment cost offset
method under § 1.451-8(e). This section
16.08(2)(b)(v) does not apply if the tax-
payer is proposing to make, for the same
year of change, a change to begin using
the advance payment cost offset method
pursuant to section 16.08(2)(b)(iii) of this
revenue procedure; or

(vi) a change to a payment allocation
method described in § 1.451-8(d)(4)(ii).

(3) Inapplicability. Section 16.08(2) of
this revenue procedure does not apply to:

(a) a change to comply with the all
events test in § 1.451-1(a);

(b) a change in method of accounting
to use a special method of accounting, as
defined in § 1.451-3(a)(13);

(¢) a change in method of allocat-
ing transaction price between an item of
gross income that is accounted for under
§ 1.451-3 and an item of gross income that
is accounted for under a special method
of accounting, as defined in § 1.451-3(a)
(14), including a change to comply with
§ 1.451-3(d)(5);

(d) a change described in section
16.08(2)(a)(i)(E), section 16.08(2)(a)(ii)
(F) or section 16.08(2)(b)(v) of this rev-
enue procedure, as applicable, if, imme-
diately after such change is made, the
taxpayer’s method of accounting for cost
offsets does not otherwise comply with
the AFS cost offset method under § 1.451-
3(c) and/or the advance payment cost off-
set method under § 1.451-8(e), as appli-
cable;

(e) a change described in section
16.08(2)(a)(i)(E), section 16.08(2)(a)
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(i1)(F) or section 16.08(2)(b)(v) of this
revenue procedure, including a change
to comply with § 1.451-3(c)(5)(ii) or
§ 1.451-8(e)(8)(ii) because the taxpayer
determines its cost of goods in progress
offset by reference to costs that the tax-
payer has impermissibly capitalized and/
or allocated under its present method of
accounting for inventory, unless the tax-
payer makes, for the same year of change,
the cost-offset related inventory method
change(s), as defined in section 5.06 of
Rev. Proc. 2015-13;

(f) a change to use the AFS cost offset
method if the taxpayer receives advance
payments from the sale of inventory and
does not also make a change to apply the
advance payment cost offset method, or a
change to use the advance payment cost
offset method if the taxpayer is required
to include gross income from the sale of
inventory under § 1.451-3 and does not
also make a change to apply the AFS cost
offset method;

(g) a change to use the deferral method
in § 1.451-8(c) for allocable payments
described in § 1.451-8(c)(8)(iii)(A) (other
than allocable payments described in
§ 1.451-8(c)(8)(iii)(B));

(h) a taxpayer that presently uses the
deferral method in § 1.451-8(c) for alloca-
ble payments described in § 1.451-8(c)(8)
(iii)(A) that wants to change its payment
allocation method to an allocation method
that is not described in § 1.451-8(c)(8)(iii)
(B);

(1) a change to use the deferral method
in § 1.451-8(d)(3) for allocable payments
described in § 1.451-8(d)(4)(i) other than
either allocable payments described in
§ 1.451-8(d)(4)(ii) or allocable payments
that are wholly attributable to two or
more items described in § 1.451-8(a)(1)
MH(C);

(j) a taxpayer that presently uses the
deferral method in § 1.451-8(d)(3) for
allocable payments described in § 1.451-
8(d)(4)(i) that wants to change its payment
allocation method to an allocation method
that is not described in § 1.451-8(d)(4)(ii);

(k) a taxpayer without an AFS that
wants to change its method of account-
ing for advance payments to the defer-
ral method under § 1.451-8(d)(3) under
which the taxpayer determines the extent
to which an advance payment is earned by
using the following: (i) a statistical basis
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if adequate data are available to the tax-
payer; or (ii) the use of any other basis that
in the opinion of the Commissioner results
in a clear reflection of income;

(I) a change in method of accounting
for specified fees, as defined in § 1.451-
3()(2), other than specified credit card
fees;

(m) a change in method of accounting
that qualifies under another automatic
change provided in this revenue proce-
dure including, for example, a change
described in section 16.07 of this revenue
procedure;

(n) a change in method of accounting
for a liability, as defined in § 1.446-1(c)
(1)(ii)(B);

(0) a change in a taxpayer’s mis-
matched reporting periods method
described in § 1.451-3(h)(4) if the tax-
payer uses the deferral method for advance
payments under § 1.451-8(c) and does
not also change to the same mismatched
reporting periods method for purposes of
accounting for advance payments pursu-
ant to § 1.451-8(c)(7) for the same year
of change; or, if applicable, a change in
a taxpayer’s mismatched reporting peri-
ods method pursuant to § 1.451-8(c)(7)
if the taxpayer uses the deferral method
for advance payments under § 1.451-8(c)
and does not also change to the same mis-
matched reporting periods method for
purposes of § 1.451-3(h)(4) for the same
year of change; and

(p) a change in method of account-
ing for payments within the scope of the
specified good exception, as defined in
§ 1.451-8(a)(1)(ii), if the proposed method
of accounting is to include such payments
in gross income under § 1.451-3 in one or
more taxable years following the taxable
year of receipt.

(4) Manner of making change.

(a) Special rules relating to § 481(a)
adjustment.

(1) Section 481(a) adjustment gener-
ally.

(A) Members of a consolidated group.
Changes under this section 16.08 with
regard to taxpayers who are members of
consolidated groups generally are gov-
erned by this section 16.08, rather than by
§ 1.1502-17(b)(2) (applicable to changes
in the application of the timing rules of
§ 1.1502-13 in accounting for intercom-
pany transactions (within the meaning of
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§ 1.1502-13(b)(1)(1)). See § 1.1502-17(a)
and (b)(1).

(B) Computing § 481(a) adjustments
when the year of change is a year in
which the taxpayer implements a change
in accounting principle with a retained
earnings adjustment. If the year of change
is a year in which the taxpayer imple-
ments a change in accounting principle
for AFS purposes, including a change
in the method of applying an account-
ing principle for AFS purposes, and the
change in accounting principle is imple-
mented with a retained earnings adjust-
ment that is taken into account during the
year of change, the taxpayer is required to
treat such adjustment as being taken into
account in the taxable year prior to the
year of change for purposes of computing
the § 481(a) adjustment.

(1) Netting of the § 481(a) adjustment.

(A) Required netting for changes made
under § 1.451-3 related to inventory sales.
A taxpayer that makes a change described
in section 16.08(2)(a)(i)(C) or (D) of
this revenue procedure and one or more
changes described in section 16.08(2)(a)
(1)(A), (B), and/or (G) of this revenue pro-
cedure for gross income from inventory
sales for the same year of change must
provide a single net § 481(a) adjustment
for all such changes. The § 481(a) adjust-
ment period described in section 7.03 of
Rev. Proc. 2015-13 is determined based
on the net § 481(a) adjustment.

(B) Required netting for changes made
under § 1.451-8 related to inventory sales
for taxpayers with an AFS. A taxpayer
that makes a change described in section
16.08(2)(a)(ii)(D) or (E) of this reve-
nue procedure and one or more changes
described in section 16.08(2)(a)(ii)(A),
(B), (C), and/or (G) of this revenue proce-
dure for advance payments from the sale
of inventory for the same year of change
must provide a single net § 481(a) adjust-
ment for all such changes. The § 481(a)
adjustment period described in section
7.03 of Rev. Proc. 2015-13 is determined
based on the net § 481(a) adjustment.

(C) Required netting for changes made
under § 1.451-8 related to inventory sales
for taxpayers without an AF'S. A taxpayer
that makes a change described in section
16.08(2)(b)(iii) or (iv) of this revenue
procedure and one or more changes in
method of accounting described in section
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16.08(2)(b)(i) or (ii) of this revenue proce-
dure for advance payments from the sale
of inventory for the same year of change
must provide a single net § 481(a) adjust-
ment for all such changes. The § 481(a)
adjustment period described in section
7.03 of Rev. Proc. 2015-13 is determined
based on the net § 481(a) adjustment.

(D) Required netting for non-auto-
matic method changes under § 1.451-3
and/or § 1.451-8 related to inventory
sales. The rules in section 16.08(4)(a)(iii)
of this revenue procedure generally will
apply to a non-automatic change under
§ 1.451-3 and/or § 1.451-8 for which the
netting rules of section 16.08(4)(a)(iii) of
this revenue procedure would otherwise
apply if the taxpayer were eligible to make
the change under section 16.08 of this rev-
enue procedure.

(iii) Special § 481(a) adjustment rules
for cost offset method change(s) under
§ 1.451-3 and/or § 1.451-8 made with
corresponding cost-offset related inven-
tory method change(s).

(A) Required netting rule for changes
described in section 16.08(2)(a)(i)(E). A
taxpayer that makes more than one method
change under section 16.08(2)(a)(1)(E)
of this revenue procedure for the same
year of change must provide a single net
§ 481(a) adjustment for all such changes.
The § 481(a) adjustment period for this
net § 481(a) adjustment is determined by
applying the rules in section 16.08(4)(a)
(ii1)(D) of this revenue procedure.

(B) Required netting rule for changes
described in section 16.08(2)(a)(ii)(F). A
taxpayer that makes more than one method
change under section 16.08(2)(a)(ii)(F)
of this revenue procedure for the same
year of change must provide a single net
§ 481(a) adjustment for all such changes.
The § 481(a) adjustment period for this
net § 481(a) adjustment is determined by
applying the rules in section 16.08(4)(a)
(ii1)(D) of this revenue procedure.

(C) Required netting rule for changes
described in section 16.08(2)(b)(v) of this
revenue procedure. A taxpayer that makes
more than one method change under sec-
tion 16.08(2)(b)(v) of this revenue pro-
cedure for the same year of change must
provide a single net § 481(a) adjustment
for all such changes. The § 481(a) adjust-
ment period for this net § 481(a) adjust-
ment is determined by applying the rules
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in section 16.08(4)(a)(iii)(D) of this reve-
nue procedure.

(D) Special § 481(a) adjustment
period. For purposes of sections 7.02
and 7.03 of Rev. Proc. 2015-13, the
§ 481(a) adjustment period for a cost off-
set change described in section 16.08(2)
(a)(A)(E), section 16.08(2)(a)(ii)(F), or
section 16.08(2)(b)(v) of this revenue
procedure, whether the § 481(a) adjust-
ment is positive or negative, is the same
as the § 481(a) adjustment period for the
corresponding cost-offset related inven-
tory method change, as defined in section
5.06 of Rev. Proc. 2015-13, as modified
by section 4.02 of Rev. Proc. 2021-34.
The rules of section 7.02 and 7.03 of Rev.
Proc. 2015-13, including the short period
rule and the accelerated adjustment period
rules, apply to determine the § 481(a)
adjustment period for the § 481(a) adjust-
ment for the cost-offset related inventory
method change, which is used to deter-
mine the § 481(a) adjustment period for
a positive or negative § 481(a) adjust-
ment for the corresponding cost offset
change described in section 16.08(2)(a)
(1)(E), section 16.08(2)(a)(ii)(F), or sec-
tion 16.08(2)(b)(v) of this revenue proce-
dure. If the taxpayer must net the § 481(a)
adjustments for cost offset changes under
section 16.08(4)(a)(iii)(A), (B), or (C) of
this revenue procedure, as applicable, the
§ 481(a) adjustment period for any such
net § 481(a) adjustment is the same as the
§ 481(a) adjustment period for the cor-
responding cost-offset related inventory
method changes, determined by netting
the § 481(a) adjustments from such cor-
responding cost-offset related inventory
method changes. The requirement that
the taxpayer net the § 481(a) adjustments
for such corresponding cost-offset related
inventory method changes is solely for
purposes of determining the § 481(a)
adjustment period for the net § 481(a)
adjustment determined under section
16.08(4)(a)(iii)(A), (B), or (C), as applica-
ble. This section 16.08(4)(a)(iii)(D) does
not apply if, after applying the netting
rules in section 16.08(4)(a)(iii)(A), (B),
or (C), as applicable, the § 481(a) adjust-
ment for the corresponding cost offset
change(s) is zero. For example, if the tax-
payer makes a cost-offset related inven-
tory method change that is implemented
on a cut-off basis and the § 481(a) adjust-
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ment for the taxpayer’s corresponding
change described in section 16.08(2)(a)(i)
(E), section 16.08(2)(a)(ii)(F), or section
16.08(2)(b)(v) of this revenue procedure
is zero as a result, this section 16.08(4)(a)
(ii1)(D) does not apply.

(iv) Examples. For each of the follow-
ing examples, the taxpayer uses an accrual
method of accounting, is on a fiscal year
ending October 31, and has an AFS, as
defined in § 1.451-3(a)(5).

(A) Example 1. Netting rules. A is engaged in a
single trade or business of selling and servicing com-
puters. 4 is not under examination within the mean-
ing of section 3.18 of Rev. Proc. 2015-13. 4 does not
receive advance payments. For its 2024 taxable year,
A makes multiple changes in method of account-
ing to apply § 1.451-3. Specifically, 4 changes its
method of accounting for gross income from the sale
of computers to apply the AFS income inclusion rule
pursuant to section 16.08(2)(a)(i)(A) of this revenue
procedure and to apply the AFS cost offset method
pursuant to section 16.08(2)(a)(i)(C) of this revenue
procedure. 4 also changes its method of accounting
for gross income from computer services to apply
the AFS income inclusion rule pursuant to section
16.08(2)(a)(i)(A) of this revenue procedure. Since 4
made a change described in section 16.08(2)(a)(i)(C)
of this revenue procedure and a change described in
section 16.08(2)(a)(i)(A) of this revenue procedure
for gross income from computer sales for the same
year of change, 4 must net the § 481(a) adjustments
resulting from these changes in the manner required
by section 16.08(4)(a)(ii)(A) of this revenue proce-
dure. The § 481(a) adjustment resulting from A4’s
change in method of accounting for income from
computer services under section 16.08(2)(a)(i)(A)
of this revenue procedure is not netted with the
§ 481(a) adjustments resulting from the computer
sales method changes.

(B) Example 2. Special § 481(a) adjustment
period under section 16.08(4)(a)(iii) of this revenue
procedure. The facts are the same as in Example 1.
For its 2024 taxable year, 4 changes its inventory
method under section 12.01 of this revenue pro-
cedure and, as a result, also changes its cost offset
method to comply with § 1.451-3(c)(5)(ii) pursuant
to section 16.08(2)(a)(i)(E) of this revenue pro-
cedure. The cost-offset related inventory method
change under section 12.01 of this revenue proce-
dure results in a positive § 481(a) adjustment that is
spread over four taxable years under section 7.01 and
7.03 of Rev. Proc. 2015-13. The cost offset method
change under section 16.08(2)(a)(i)(E) of this reve-
nue procedure results in a negative § 481(a) adjust-
ment. Section 16.08(4)(a)(iii)(D) of this revenue
procedure requires A to spread the negative § 481(a)
adjustment over four taxable years consistent with
the § 481(a) adjustment period for the concurrent
cost-offset related inventory method change under
section 12.01 of this revenue procedure.

(b) Certain cost offset changes made
on an amended return.

(1) In general. Notwithstanding sec-
tion 6.03(1)(a) of Rev. Proc. 2015-13, a
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taxpayer making a change described in
section 16.08(2)(a)(i)(E), section 16.08(2)
(a)(i)(F), or section 16.08(2)(b)(v) of this
revenue procedure, as applicable, which
corresponds to a cost-offset related inven-
tory method change filed under the non-au-
tomatic change procedures of Rev. Proc.
2015-13 for the same year of change may
make the corresponding cost offset change
described in section 16.08(2)(a)(i)(E), sec-
tion 16.08(2)(a)(ii)(F), or section 16.08(2)
(b)(v) on an amended federal income tax
return for the cost offset year of change (as
defined in section 16.08(4)(b)(ii) of this
revenue procedure) provided:

(A) the taxpayer received consent for
the cost-offset related inventory method
change filed under the non-automatic
change procedures for the year of change
after the time the taxpayer was required to
file the original Form 3115 for the corre-
sponding cost offset change under section
16.08(2)(a)(i)(E), section 16.08(2)(a)(ii)
(F), or section 16.08(2)(b)(v) of this rev-
enue procedure, as applicable, in accor-
dance with section 6.03(1)(a)(i)(A) of
Rev. Proc. 2015-13 for the cost offset year
of change;

(B) the taxpayer timely signs and
returns the Consent Agreement for the
non-automatic corresponding cost-offset
related inventory method change in accor-
dance with section 11.03(2)(c)(i) of Rev.
Proc. 2015-13, and timely implements
such non-automatic change in accordance
with section 11.03(2)(c)(ii)(A) or (B) of
Rev. Proc. 2015-13;

(C) the taxpayer implements the cor-
responding cost offset method change
described in section 16.08(2)(a)(i)(E),
section 16.08(2)(a)(ii)(F), or section
16.08(2)(b)(v) of this revenue procedure,
as applicable, on the same amended fed-
eral income tax return that the taxpayer
implements the cost-offset related inven-
tory method change described in section
16.08(4)(b)(i)(A) of this revenue proce-
dure; and

(D) the taxpayer’s amended federal
income tax return for the year of change
includes any adjustments to taxable
income or tax liability resulting from the
change(s) in method of accounting for
the cost-offset related inventory method
change(s) specified in the letter ruling
and the corresponding cost offset method
change(s).
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(1) Cost offset year of change. For pur-
poses of this section 16.08(4)(b), a taxpay-
er’s cost offset year of change is the same
year of change that the taxpayer received
consent under the non-automatic change
procedures for the cost-offset inventory
related change.

(iii) Filing requirements. Notwith-
standing section 6.03(1)(a) of Rev. Proc.
2015-13, a taxpayer making a change
under section 16.08(2)(a)(i)(E), section
16.08(2)(a)(ii)(F), or section 16.08(2)(b)
(v) of this revenue procedure in accor-
dance with section 16.08(4)(b) of this rev-
enue procedure must attach the original
Form 3115 to the taxpayer’s timely filed
amended federal income tax return for the
cost offset year of change and must file
the duplicate copy (with signature) of the
Form 3115 with the IRS in Ogden, UT, no
later than the date the taxpayer timely files
the amended federal income tax return
that implements the cost-offset related
inventory method described in section
16.08(4)(b)(i)(A) of this revenue proce-
dure, as provided in section 11.03(2)(c)(ii)
(A) or (B) of Rev. Proc. 2015-13.

(5) Eligibility rules inapplicable.

(a) Certain cost offset method changes.
The eligibility rule in section 5.01(1)
(f) of Rev. Proc. 2015-13 does not apply
to a change under section 16.08(2)(a)(i)
(E), section 16.08(2)(a)(ii)(F), or section
16.08(2)(b)(v) of this revenue procedure.

(b) Example. Application of section
5.01(1)(f) of Rev. Proc. 2015-13. B, a cal-
endar year taxpayer, is engaged in a single
trade or business of selling computers. B
is not under examination within the mean-
ing of section 3.18 of Rev. Proc. 2015-13.
B does not receive advance payments. B
presently recognizes gross income from
the sale of computers in the taxable year
it begins manufacturing the computer
without regard to whether there is a con-
tract with a customer, and does not apply
a cost offset method. For 2021, B makes
a change in method of accounting for
gross income from the sale of computers
under section 16.10(2)(a)(iii)(A) of Rev.
Proc. 2022-14 to apply the AFS income
inclusion rule under § 1.451-3(b). Unless
a waiver of eligibility applies, section
5.01(1)(f) of Rev. Proc. 2015-13 applies
to prevent B from automatically changing
its method of accounting for gross income
from the sale of computers under section
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16.08(2)(a)(1)(C) of this revenue proced-
ure to apply the AFS cost offset method
under § 1.451-3(c) for any of the four
taxable years succeeding the 2021 year of
change (taxable year 2022 through 2025)
because the 2021 change was for the same
item.

(6) No audit protection for taxpayers
under examination for certain cost off-
set changes. For a taxpayer under exam-
ination that makes a change in method
of accounting under section 16.08(2)(a)
(1)(E), section 16.08(a)(ii)(F), or section
16.08(2)(b)(v) of this revenue procedure,
the taxpayer does not receive audit pro-
tection under section 8.01 of Rev. Proc.
2015-13 for such change if, at the time of
filing, the taxpayer’s method of account-
ing for the item being changed by the
corresponding cost-offset related inven-
tory method change, as defined in section
5.06 of Rev. Proc. 2015-13, as modified
by section 4.02 of Rev. Proc. 2021-34 (or
successor), is an issue under consider-
ation for the taxable year under examina-
tion. However, if the taxpayer ultimately
receives audit protection for the corre-
sponding cost-offset related inventory
method change under section 8.02(1)(f)
of Rev. Proc. 2015-13, then the preceding
sentence does not apply and the normal
audit protection rules in section 8 of Rev.
Proc. 2015-13 apply.

(7) Concurrent automatic changes.

(a) Changes under this section 16.08
and change to overall accrual method. A
taxpayer that wants to make one or more
concurrent changes in method of account-
ing under this section 16.08 and a change
in overall method of accounting to an
accrual method under section 15.01 of
this revenue procedure for the same year
of change may file a single Form 3115
that includes all of the changes. Except as
otherwise required by section 16.08(4)(a)
(i1) of this revenue procedure, the taxpayer
may not net the § 481(a) adjustment from
one change with the § 481(a) adjustment
from another change, and must separately
state the § 481(a) adjustment for each
change. If a taxpayer makes a concurrent
change in method of accounting to allo-
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cate transaction price and/or payments
under section 16.08(2)(a)(i), (ii), or sec-
tion 16.08(2)(b) of this revenue proce-
dure, the taxpayer is required to make the
allocation change before any other change
described in section 16.08(2)(a)(i), (ii), or
section 16.08(2)(b) of this revenue proce-
dure, as applicable.

(b) Concurrent cost-offset related
inventory method change and change to
apply a cost offset method. A taxpayer that
implements a cost-offset related inventory
method change(s) (as defined in section
5.06 of Rev. Proc. 2015-13, as modified
by section 4.02 of Rev. Proc. 2021-34) in
the same year of change it implements a
change(s) to apply a cost offset method
under section 16.08(2)(a)(i)(C), section
16.08(2)(a)(ii)(D), or section 16.08(2)(b)
(iii) of this revenue procedure, is required
to implement the cost-offset related inven-
tory method change(s) before it imple-
ments the change to apply a cost offset
method under section 16.08(2)(a)(i)(C),
section 16.08(2)(a)(ii)(D), or section
16.08(2)(b)(iii)) of this revenue proce-
dure, as applicable.

(c) Concurrent cost-offset related
inventory method change and corre-
sponding change to cost offset method.
See section 6.03(1)(b) of Rev. Proc.
2015-13 for a taxpayer that makes one
or more change(s) under section 16.08(2)
(a)(A)(E), (a)(i1)(F), or (b)(v) of this reve-
nue procedure and one or more cost-off-
set related inventory method change(s),
as defined in section 5.06 of Rev. Proc.
2015-13, under this revenue procedure
in the same year of change. The taxpayer
may file a single Form 3115 that includes
both the cost-offset related inventory
method change and the corresponding
cost offset change. Additionally, such
taxpayer is required to implement the
cost-offset related inventory method
change(s) under this revenue procedure
before it implements the correspond-
ing cost offset change(s) under section
16.08(2)(a)(i)(E), (a)(ii)(F), or (b)(v) of
this revenue procedure, as applicable.

(d) Examples. For each of the follow-
ing examples, the taxpayer is on a cal-
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endar year, uses an accrual method of
accounting, and has an AFS, as defined in
§ 1.451-3(a)(5).

(1) Example 1. Ordering Rule: Cost-Offset
Related Inventory Method Change Before Change to
Cost Offset Method. A is engaged in a single trade
or business of manufacturing and selling computers.
A is not under examination within the meaning of
section 3.18 of Rev. Proc. 2015-13. 4 uses the AFS
income inclusion rule to account for gross income
from the sale of computers and uses the deferral
method to account for advance payments received
from the sale of computers. 4 makes multiple
changes in method of accounting in 2023. Specifi-
cally, 4 changes its method of accounting to apply
the AFS cost offset method and the advance payment
cost offset method pursuant to sections 16.08(2)(a)(i)
(C) and 16.08(2)(a)(ii)(D) of this revenue procedure.
A also changes its UNICAP method under section
12.02 of this revenue procedure. Pursuant to section
16.08(7)(b) of this revenue procedure, 4 is required
to implement the UNICAP method change under
section 12.02 before it implements the changes to the
AFS cost offset method and advance payment cost
offset method under sections 16.08(2)(a)(i)(C) and
16.08(2)(a)(ii)(D).

(il) Example 2. Ordering Rule: Cost-Offset
Related Inventory Method Change Before Corre-
sponding Change to Cost Offset Method. The facts
are the same as in Example 1. 4 makes multiple
changes in method of accounting in 2024. 4 changes
its UNICAP method under section 12.02 of this reve-
nue procedure. 4 also makes a corresponding change
to the AFS cost offset method under section 16.08(2)
(a)(i)(E) and a corresponding change to the advance
payment cost offset method section 16.08(2)(a)(ii)
(F) of this revenue procedure. Pursuant to section
16.08(7)(c) of this revenue procedure, 4 is required
to implement the UNICAP method change under
section 12.02 before it implements the correspond-
ing change to the AFS cost offset method under sec-
tion 16.08(2)(a)(i)(E) and the corresponding change
to the advance payment cost offset method under
section 16.08(2)(a)(ii)(F).

(8) Limited applicability. Notwith-
standing the inapplicability rules in sec-
tion 16.08(3) of this revenue procedure,
the changes described in section 16.08(2)
(a)(1)(A) and (B) of this revenue proce-
dure are applicable only for a taxpayer’s
first, second, or third taxable year begin-
ning after December 31, 2020.

(9) Designated automatic accounting
method change number. See the following
table for the designated automatic method
change number (DCN) for the changes in
method of accounting under this section
16.08.
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Changes related to § 1.451-3 other than cost offset 16.08(2)(a)(i)(A), (B), (F), (G) 250
Changes related to cost offset under § 1.451-3, except .

concurrent cost-offset related inventory method changes 16.082)@1)(C), (D) 21
Changes related to the deferral method for advance .. .. .
payments - § 1.451-8 other than cost offset 16.08(2)(a)(ii)(B), (C), (G) and (H), 16.08(2)(b)(ii) or (vi) 252
Changes related to cost offset under § 1.451-8, except .. .

concurrent cost-offset related inventory method changes 16.08(2)(@)((i1)(D), (E), 16.08(2)(b)(iii) or (iv) 253
Changes related to full-inclusion method under § 1.451- . .

8(b) 16.08(2)(a)(ii)(A) and (C), 16.08(2)(b)(i) 254
Changes related to cost offsets resulting from concurrent 16.08(2)(a)(i)(E). 16.08(2)(a)(ii)(F), and 16.08(2)(b)(v) 755
cost-offset related inventory changes ' o ’ ’

(10) Contact information. For further
information regarding a change under
this section, contact Maria Castillo Valle
at (202) 317-7003 (not a toll-free num-
ber). For further information regarding
a change under this section for OID and
specified fees (including specified credit
card fees), contact Chris Lieu at (202)
317-6945 (not a toll-free number).

SECTION 17. OBLIGATIONS ISSUED
AT DISCOUNT (§ 454)

.01 Series E, EE or I U.S. savings
bonds.

(1) Description of change. This change
applies to a taxpayer that uses the over-
all cash receipts and disbursements (cash)
method of accounting and that wants to
change its method of accounting for inter-
est income on Series E, EE, or I U.S. sav-
ings bonds. However, this change only
applies to a taxpayer that previously made
an election under § 454 to report as inter-
est income the increase in redemption
price on a bond occurring in a taxable
year, and that now wants to report this
income in the taxable year in which the
bond is redeemed, disposed of, or finally
matures, whichever is earliest.

(2) Manner of making change and
designated automatic accounting method
change number-.

(a) This change is made on a cut-off basis
and is effective for any increase in redemp-
tion price occurring after the beginning of
the year of change for all Series E, EE and I
U.S. savings bonds held by the taxpayer on
or after the beginning of the year of change.
Accordingly, a § 481(a) adjustment is nei-
ther permitted nor required.
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(b) In accordance with § 1.446-1(e)
(3)(ii), the requirement of § 1.446-1(e)
(3)(i) to file a Form 3115 is waived and a
statement in lieu of a Form 3115 is autho-
rized for this change. Notwithstanding the
definition of Form 3115 in section 3.07 of
Rev. Proc. 2015-13, 2015-5 L.LR.B. 419,
the statement in lieu of a Form 3115 that
is permitted under this section 17.01 is
considered a Form 3115 for purposes of
the automatic change procedures of Rev.
Proc. 2015-13. However, the require-
ment to file the duplicate copy, under sec-
tion 6.03(1)(a) of Rev. Proc. 2015-13, is
waived. The statement must include the
following information:

(1) the designated automatic accounting
method change number for this change,
which is “1317;

(i1) the taxpayer’s name and employer
identification number or social security
number, as applicable;

(iii) the year of change (both the begin-
ning and ending dates);

(iv) the Series E, EE or I U.S. savings
bonds for which this change in accounting
method is requested;

(v) a statement that the taxpayer will
report all interest on any U.S. savings
bonds acquired during or after the year of
change when the interest is realized upon
disposition, redemption, or final maturity,
whichever is earliest; and

(vi) a statement that the taxpayer will
report all interest on the U.S. savings
bonds acquired before the year of change
when the interest is realized upon disposi-
tion, redemption, or final maturity, which-
ever is earliest, with the exception of any
interest income previously reported in
prior taxable years.
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(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
17.01 is “131.”

(4) Contact information. For further
information regarding a change under this
section, contact Steven Harrison at (202)
317-6842 (not a toll-free number).

SECTION 18. PREPAID
SUBSCRIPTION INCOME (§ 455)

.01 Prepaid subscription income.

(1) Description of change. This change
applies to a taxpayer using an overall
accrual method of accounting that wants
to change its method of accounting for
prepaid subscription income to the method
described in § 455 and the regulations
thereunder, including an eligible taxpayer
that wants to make the “within 12 months”
election under § 1.455-2.

(2) Manner of making change and
designated automatic accounting method
change number.

(a) Cut-off basis. This change is made
on a cut-off basis and applies only to pre-
paid subscription income received on or
after the beginning of the year of change.
The taxpayer must continue to account
for prepaid subscription income received
prior to the year of change under the tax-
payer’s present method of accounting.
Accordingly, a § 481(a) adjustment is nei-
ther permitted nor required.

(b) Short Form 3115 in lieu of a stan-
dard Form 3115. In accordance with
§ 1.446-1(e)(3)(ii), the requirement of
§ 1.446-1(e)(3)(1) to file a standard Form
3115 is waived and, pursuant to section
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6.02(2) of Rev. Proc. 2015-13, a short
Form 3115 is authorized for a change
described in section 18.01(a) of this
revenue procedure. The requirement in
§ 1.455-6 to file a statement requesting
consent is satisfied by filing such short
Form 3115. The short Form 3115 (Rev.
December 2022) must include the follow-
ing information:

(1) the identification section of page 1

(above Part I);

(i1) the signature section at the bottom
of page 1;

(iii) Part I, line 1(a);

(iv) the information described in

§ 1.455-6(a); and

(v) if the taxpayer wants to make
a “within 12 months” election under
§ 1.455-6(c), the information described in
section § 1.455-6(c)(2).

(c) Section 455 election made with
consent. The consent granted in section
9 of Rev. Proc. 2015-13, 2015-5 L.LR.B.
419, satisfies the consent required under
§ 455(c)(3) and § 1.455-6(b).

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
18.01 is “132.”

(4) Contact information. For further
information regarding a change under this
section, contact Minho Seo at (202) 317-
5100 (not a toll-free number).

SECTION 19. SPECIAL RULES FOR
LONG-TERM CONTRACTS (§ 460)

.01 Small business taxpayer exceptions
from requirement to account for certain
long-term contracts under § 460 or to
capitalize costs under § 2634 for certain
home construction contracts.

(1) Description of change. This
change applies to a taxpayer that (a)
wants to change its method of accounting
for exempt long-term construction con-
tracts described in § 460(e)(1)(B) from
the percentage-of-completion method of
accounting described in § 1.460-4(b) to
an exempt contract method of account-
ing described in § 1.460-4(c); or (b)
chooses to stop capitalizing costs under
§ 263 A for home construction contracts
described in § 460(e)(1)(A) and meets
the requirements of § 460(e)(1)(B)(i)
and (ii).
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(2) Inapplicability. A taxpayer can use
a method of accounting for its exempt
long-term contracts that is different from
the method used for contracts that are
not exempt. Thus, a taxpayer must use
the percentage-of-completion method of
accounting for nonresidential long-term
construction contracts that do not meet
the requirements of § 460(e)(1)(B) or
§ 1.460-3(b)(1)(ii) in the first taxable year
it enters into such a contract, but must con-
tinue to use its exempt contract method of
accounting for its existing exempt long-
term construction contracts. Similarly, in
the first taxable year that a taxpayer enters
into a nonresidential long-term construc-
tion contract that meets the requirements
of § 460(e)(1)(B) or § 1.460-3(b)(1)
(i1) the taxpayer can use a permissible
exempt contract method of accounting for
such a contract. Rev. Rul. 92-28, 1992-1
C.B. 153. Accordingly, only a taxpayer
who previously adopted the percent-
age-of-completion method of account-
ing for exempt long-term construction
contracts and wants to change to another
permissible exempt contract method of
accounting is required to request consent
to change under this section 19.01. Sim-
ilarly, a taxpayer that enters into a home
construction contract described in § 460(e)
(1)(A) and that meets the requirements of
§ 460(e)(1)(B)(i) and (ii) requires consent
to change its method of accounting to not
capitalize costs under § 263A only if the
taxpayer has previously applied § 263A
to home construction contracts exempt
from the capitalization requirement under
§ 460(e)(1).

(3) Manner of making change. This
change is made on a cut-off basis and
applies only to long-term construction
contracts entered into on or after the first
day of the year of change. Accordingly, a
§ 481(a) adjustment is neither permitted
nor required.

(4) Reduced filing requirement. A tax-
payer is required to complete only the fol-
lowing information on Form 3115 (Rev.
December 2022) to make this change:

(a) The identification section of page 1
(above Part I);

(b) The signature section at the bottom
of page 1;

(c) Part [;

(d) Part II, all lines except line 16;

(e) Part IV, line 25; and
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(f) Schedule D, Part I.

(5) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
19.01 is “236.”

(6) Contact information. For further
information regarding changes under this
section, contact Christina Glendening at
(202) 317-7006 (not a toll-free number).

.02 Change to rely on the interim guid-
ance provided in section 8 of Notice 2023-
63, 2023-39 LR.B. 919.

(1) Description of change. This
change applies to a taxpayer that wants
to change its method of accounting
under § 460 to rely on the interim guid-
ance provided in section 8 of Notice
2023-63, 2023-39 [.R.B. 919, so that the
costs allocable to a long-term contract
accounted for using the PCM include
amortization deductions for specified
research or experimental (SRE) expen-
ditures, as defined in §174(b) and sec-
tion 4.02(2) of Notice 2023-63, as appli-
cable, under §174(a)(2)(B), rather than
the capitalized amount of such expen-
ditures, and the amortization deduc-
tions for such expenditures are treated
as incurred for purposes of determining
the percentage of contract completion
in the taxable year the amortization is
deducted. For purposes of determining
the percentage of contract completion,
estimated total allocable contract costs
include either (1) all amortization of
SRE expenditures that directly benefit
or are incurred by reason of the perfor-
mance of the long-term contract, or (2)
only that portion of such amortization
expected to be incurred and deducted
during the term of the contract. A tax-
payer using the first alternative is
required to report any portion of the
contract price not previously reported
by the taxable year following the taxable
year in which the contract is completed,
notwithstanding that some portion of the
SRE expenditures remain unamortized.
See § 460(b)(1).

(2) Inapplicability. This change does
not apply to:

(a) A change in method of account-
ing under § 460 with respect to expendi-
tures capitalized under § 59(e)(2)(B), or
under § 174(b) prior to its amendment by
§ 13206(a) of the TCJA.
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(b) A change in method of accounting
for independent research and develop-
ment expenditures, as defined § 460(c)(5),
which are not allocable contract costs.

(¢) Any contract not accounted for
under the PCM, as described in § 460(b)
(1) and § 1.460-4(b)(2), as of the begin-
ning of the year of change.

(3) Manner of making change.

(a) Modified § 481(a) adjustment or
cut-off basis. Except as provided in sec-
tion 19.02(3)(b) of this revenue proce-
dure, a change under section 19.02(1) of
this revenue procedure is made with a
modified § 481(a) adjustment that takes
into account the § 460 treatment of SRE
expenditures paid or incurred in taxable
years beginning after December 31,
2021. Such change applies to all long-
term contracts for which an SRE expen-
diture is an allocable contract cost,
including long-term contracts entered
into before the beginning of the year of
change.

(b) Exception for negative modified
$ 481(a) adjustment. If a change described
in section 19.02(3)(a) of this revenue
procedure results in a modified § 481(a)
adjustment that is negative, the taxpayer
may instead choose to implement the
change on a cut-off basis.

(4) Certain eligibility rules inapplica-
ble. The eligibility rules in section 5.01(1)
(d) and (f) of Rev. Proc. 2015-13, 2015-5
LLR.B. 419, do not apply to a change
described in section 19.02(1) of this rev-
enue procedure for the taxpayer’s first
or second taxable year beginning after
December 31, 2021.

(5) Limited audit protection. A tax-
payer does not receive audit protection
under section 8.01 of Rev. Proc. 2015-13
for a change under section 19.02(1) of
this revenue procedure with respect to the
§ 460 treatment of expenditures paid or
incurred in taxable years beginning on or
before December 31, 2021.

(6) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under section 19.02
of this revenue procedure is “271.”

(7) Contact information. For further
information regarding a change under sec-
tion 19.02 of this revenue procedure, con-
tact Kyle Griffin at (202) 317-7006 (not a
toll-free number).
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SECTION 20. TAXABLE YEAR
INCURRED (§ 461)

In general. Applicable provisions of
the Code, regulations and other guidance
published in the Internal Revenue Bul-
letin may prescribe the manner in which
a taxpayer takes into account a liability
that has been incurred. For example, for
a taxpayer with inventories and subject to
§ 263 A, the taxpayer must include direct
and indirect costs in inventory costs,
which may be recovered through cost of
goods sold. See § 1.263A-1(e)(2)(i)(B).
A taxpayer may not rely on any provision
in this section 20 to take a current year
deduction if another applicable provision
requires the taxpayer to take the liability
into account in a year other than the year
incurred.

.01 Timing of incurring liabilities for
employee compensation.

(1) Self-insured employee medical ben-
efits.

(a) Description of change.

(1) Applicability. This change applies
to a taxpayer using an overall accrual
method of accounting that wants to change
its method of accounting for self-insured
liabilities (including any amounts not
covered by insurance, such as a “deduct-
ible” amount under an insurance policy)
relating to employee medical expenses
(including liabilities resulting from medi-
cal services provided to retirees whom the
employer reimburses for the cost of med-
ical services, or for whom the employer
directly pays a third party medical pro-
vider, no later than the 15" day of the 3%
calendar month after the end of the taxable
year of the retirement, and to employees
and former employees who have filed
claims under a workers’ compensation
act) that are not paid from a welfare bene-
fit fund within the meaning of § 419(e) to
a method as follows:

(A) If the taxpayer has a liability to
pay an employee for medical expenses
incurred by the employee, the taxpayer
will treat the liability as incurred in the
taxable year in which the employee files
the claim with the employer. See United
States v. General Dynamics Corp., 481
U.S. 239 (1987), 1987-2 C.B. 134.

(B) If the taxpayer has a liability to pay
a third party for medical services provided
to its employees, the taxpayer will treat
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the liability as incurred in the taxable year
in which the services are provided.

(i1) Inapplicability. This change does
not apply to a taxpayer that is required
under § 263A and the regulations there-
under to capitalize the costs with respect
to which the taxpayer wants to change its
method of accounting under this section
20.01(1) if the taxpayer is not capitaliz-
ing these costs, unless the taxpayer con-
currently changes its method to capitalize
these costs in conjunction with a change
to a UNICAP method under section 12.01,
12.02, 12.08, or 12.12 of this revenue pro-
cedure (as applicable).

(b) Concurrent automatic change. A
taxpayer making both this change and a
change to a UNICAP method described in
section 20.01(1)(a)(ii) of this revenue pro-
cedure under section 12.01, 12.02, 12.08,
or 12.12 of this revenue procedure (as
applicable) for the same year of change
should file a single Form 3115 for both
changes, in which case the taxpayer must
enter the designated automatic accounting
method change numbers for both changes
on the appropriate line on that Form 3115.
See section 6.03(1)(b) of Rev. Proc. 2015-
13, 2015-5 I.R.B. 419, for information on
making concurrent changes.

(¢) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
20.01(1) is “42.”

(2) Bonuses.

(a) Description of change.

(1) Applicability. This change applies to
a taxpayer using an overall accrual method
of accounting that wants to change its
method of accounting to treat bonuses as
incurred in the taxable year in which all
events have occurred that establish the
fact of the liability to pay a bonus and the
amount of the liability can be determined
with reasonable accuracy (see § 1.446-
1(c)(1)(i1)). Specifically, a taxpayer may
change its method of accounting under
this section 20.01(2) to one of the follow-
ing methods:

(A) If all the events that establish the
fact of the liability to pay a bonus have
occurred by the end of the taxable year in
which the related services are provided,
and the bonus is received by the employee
no later than the 15" day of the 3™ calen-
dar month after the end of the taxable year
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in which the related services are provided,
the taxpayer will treat the bonus liability
as incurred in that taxable year. See Rev.
Rul. 55-446, 1955-2 C.B. 531, as modified
by Rev. Rul. 61-127, 1961-2 C.B. 36.

(B) If all the events that establish the
fact of the liability to pay a bonus occur
in the taxable year subsequent to the tax-
able year in which the related services are
provided, the taxpayer will treat the bonus
liability as incurred in such subsequent
taxable year.

(i1) Inapplicability. This change does
not apply to a taxpayer that is required
under § 263A and the regulations there-
under to capitalize the costs with respect
to which the taxpayer wants to change its
method of accounting under this section
20.01(2) if the taxpayer is not capitaliz-
ing these costs, unless the taxpayer con-
currently changes its method to capitalize
these costs in conjunction with a change
to a UNICAP method under section 12.01,
12.02, 12.08, or 12.12 of this revenue pro-
cedure (as applicable).

(b) Concurrent automatic change. A
taxpayer making both this change and a
change to a UNICAP method described in
section 20.01(2)(a)(ii) of this revenue pro-
cedure under section 12.01, 12.02, 12.08,
or 12.12 of this revenue procedure (as
applicable) for the same year of change
should file a single Form 3115 for both
changes, in which case the taxpayer must
enter the designated automatic accounting
method change numbers for both changes
on the appropriate line on that Form 3115.
See section 6.03(1)(b) of Rev. Proc. 2015-
13 for information on making concurrent
changes.

(¢) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
20.01(2) is “133.”

(3) Vacation pay, sick pay, and sever-
ance pay.

(a) Description of change.

(1) Applicability. This change applies
to a taxpayer using an overall accrual
method of accounting that wants to
change its method of accounting to treat
vacation pay, sick pay, and severance pay
as incurred in the taxable year in which all
events have occurred that establish the fact
of the liability to pay vacation pay, sick
pay, and severance pay and the amount of
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the liability can be determined with rea-
sonable accuracy (see § 1.446-1(c)(1)(ii)).
Specifically, a taxpayer may change its
method of accounting under this section
20.01(3) to one of the following methods:

(A) If all the events that establish
the fact of the liability to pay vacation
pay, sick pay, and severance pay have
occurred by the end of the taxable year
in which the related services are pro-
vided, the vacation pay, sick pay, and
severance pay vests in the taxable year
the related services are provided, and
the vacation pay, sick pay, and sever-
ance pay is received by the employee no
later than the 15" day of the 3™ calendar
month after the end of the taxable year in
which the related services are provided,
the taxpayer will treat the vacation pay,
sick pay, and severance pay liability as
incurred in the taxable year in which the
related services are provided.

(B) If all the events that establish the
fact of the liability to pay vacation pay,
sick pay, and severance pay occur in the
taxable year subsequent to the taxable
year in which the related services are pro-
vided, the taxpayer will treat the vacation
pay, sick pay, and severance pay liability
as incurred in such subsequent taxable
year.

(i1) Inapplicability. This change does
not apply to a taxpayer that is required
under § 263A and the regulations there-
under to capitalize the costs with respect
to which the taxpayer wants to change its
method of accounting under this section
20.01(3) if the taxpayer is not capitaliz-
ing these costs, unless the taxpayer con-
currently changes its method to capitalize
these costs in conjunction with a change
to a UNICAP method under section 12.01,
12.02, 12.08, or 12.12 of this revenue pro-
cedure (as applicable).

(b) Concurrent automatic change. A
taxpayer making both this change and a
change to a UNICAP method described in
section 20.01(3)(a)(ii) of this revenue pro-
cedure under section 12.01, 12.02, 12.08,
or 12.12 of this revenue procedure (as
applicable) for the same year of change
should file a single Form 3115 for both
changes, in which case the taxpayer must
enter the designated automatic accounting
method change numbers for both changes
on the appropriate line on that Form 3115.
See section 6.03(1)(b) of Rev. Proc. 2015-
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13 for information on making concurrent
changes.

(¢) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
20.01(3) is “134.”

(4) Commissions.

(a) Description of change.

(1) Applicability. This change applies
to a taxpayer using an overall accrual
method of accounting that wants to
change its method of accounting to treat
commissions as incurred in the taxable
year in which all events have occurred that
establish the fact of the liability to pay a
commission, and the amount of the lia-
bility can be determined with reasonable
accuracy (see § 1.446-1(c)(1)(ii)). Specif-
ically, a taxpayer may change its method
of accounting under this section 20.01(4)
to one of the following methods:

(A) If all the events that establish the
fact of the liability to pay a commission
have occurred by the end of the taxable
year in which the related services are pro-
vided, and the commission is received by
the employee no later than the 15" day of
the 3" calendar month after the end of the
taxable year in which the related services
are provided, the taxpayer will treat the
commission liability as incurred in that
taxable year.

(B) If all the events that establish the
fact of the liability to pay a commission
occur in the taxable year subsequent to the
taxable year in which the related services
are provided, the taxpayer will treat the
commission liability as incurred in such
subsequent taxable year.

(i1) Inapplicability. This change does
not apply to a taxpayer that is required
under § 263A and the regulations there-
under to capitalize the costs with respect
to which the taxpayer wants to change its
method of accounting under this section
20.01(4) if the taxpayer is not capitaliz-
ing these costs, unless the taxpayer con-
currently changes its method to capitalize
these costs in conjunction with a change
to a UNICAP method under section 12.01,
12.02, 12.08, or 12.12 of this revenue pro-
cedure (as applicable).

(b) Concurrent automatic change. A
taxpayer making both this change and a
change to a UNICAP method described in
section 20.01(4)(a)(ii) of this revenue pro-
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cedure under section 12.01, 12.02, 12.08,
or 12.12 of this revenue procedure (as
applicable) for the same year of change
should file a single Form 3115 for both
changes, in which case the taxpayer must
enter the designated automatic accounting
method change numbers for both changes
on the appropriate line on that Form 3115.
See section 6.03(1)(b) of Rev. Proc. 2015-
13 for information on making concurrent
changes.

(¢) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
20.01(4) is “249.”

(5) Contact information. For further
information regarding a change under this
section, contact Maria Castillo Valle or
Alicia Lee-Won at (202) 317-7003 (not a
toll-free number).

.02 Timing of incurring liabilities for
real property taxes, personal property
taxes, state income taxes, and state fran-
chise taxes.

(1) Background. A taxpayer using
an overall accrual method of accounting
generally incurs a liability in the taxable
year that all the events have occurred
that establish the fact of the liability, the
amount of the liability can be determined
with reasonable accuracy, and economic
performance 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 tax-
payer is to pay a tax, economic perfor-
mance occurs as the tax is paid to the gov-
ernment authority that imposed the tax.

(2) Description of change.

(a) Applicability. This change applies
to a taxpayer using an overall accrual
method of accounting that wants to change
its method of accounting to:

(1) treat liabilities (for which the all
events test of § 461(h)(4) is otherwise
met) for real property taxes, personal
property taxes, state income taxes, or state
franchise taxes as incurred in the taxable
year in which the taxes are paid, under
§ 461 and § 1.461-4(g)(6);

(i1) account for real property taxes, per-
sonal property taxes, state income taxes,
or state franchise taxes under the recurring
item exception method under § 461(h)(3)
and § 1.461-5(b)(1); or

(iii) revoke an election under § 461(c)
(ratable accrual election).
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(b) Inapplicability. This change does
not apply to:

(1) a taxpayer’s liability for a tax sub-
ject to the limitation on acceleration of
accrual of taxes under § 461(d); or

(i1) a taxpayer that is required under
§ 263A and the regulations thereunder to
capitalize the costs with respect to which
the taxpayer wants to change its method
of accounting under this section 20.02 if
the taxpayer is not capitalizing these costs,
unless the taxpayer concurrently changes
its method to capitalize these costs in
conjunction with a change to a UNICAP
method under section 12.01, 12.02, 12.08,
or 12.12 of this revenue procedure (as
applicable).

(3) Concurrent automatic change. A
taxpayer making both this change and a
change to a UNICAP method described in
section 20.02(2)(b)(ii) of this revenue pro-
cedure under section 12.01, 12.02, 12.08,
or 12.12 of this revenue procedure (as
applicable) for the same year of change
should file a single Form 3115 for both
changes, in which case the taxpayer must
enter the designated automatic accounting
method change numbers for both changes
on the appropriate line on that Form 3115.
See section 6.03(1)(b) of Rev. Proc. 2015-
13, 2015-5 I.R.B. 419, for information on
making concurrent changes.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
20.02 is “43.”

(5) Contact information. For further
information regarding a change under this
section, contact Elizabeth Choi at (202)
317-5100 (not a toll-free number).

.03 Timing of incurring liabilities
under a workers’ compensation act, tort,
breach of contract, or violation of law.

(1) Description of change.

(a) Applicability. This change applies
to a taxpayer using an overall accrual
method of accounting that wants to change
its method of accounting for self-insured
liabilities (including any amounts not cov-
ered by insurance, such as a “deductible”
amount under an insurance policy) arising
under any workers’ compensation act or
out of any tort, breach of contract, or vio-
lation of law, to treating the liability for
the workers’ compensation, tort, breach
of contract, or violation of law as being
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incurred in the taxable year in which all
the events have occurred that establish
the fact of the liability, the amount of the
liability can be determined with reason-
able accuracy, and payment is made to
the person to which the liability is owed.
See § 461 and § 1.461-4(g)(1) and (2). If
the taxpayer has self-insured liabilities
resulting from medical services provided
to employees who have filed claims under
a workers compensation act, the taxpayer
may change its method of accounting for
those liabilities under section 20.01(1) of
this revenue procedure (if the taxpayer is
otherwise eligible).

(b) Inapplicability. This change does
not apply to a taxpayer that is required
under § 263A and the regulations there-
under to capitalize the costs with respect
to which the taxpayer wants to change its
method of accounting under this section
20.03 if the taxpayer is not capitalizing
these costs, unless the taxpayer concur-
rently changes its method to capitalize
these costs in conjunction with a change
to a UNICAP method under section 12.01,
12.02, 12.08, or 12.12 of this revenue pro-
cedure (as applicable).

(2) Concurrent automatic change. A
taxpayer making both this change and
change to either a method provided in sec-
tion 20.01(1) of this revenue procedure for
self-insured employee medical expenses
or a UNICAP method described in sec-
tion 20.03(1)(b) of this revenue proce-
dure under section 12.01, 12.02, 12.08, or
12.12 of this revenue procedure (as appli-
cable) for the same year of change should
file a single Form 3115, in which case the
taxpayer must enter the designated auto-
matic accounting method change numbers
for each change on the appropriate line on
that Form 3115. See section 6.03(1)(b) of
Rev. Proc. 2015-13, 2015-5 L.LR.B. 419,
for information on making concurrent
changes.

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
20.03 is “44.”

(4) Contact information. For further
information regarding a change under this
section, contact Elizabeth Choi at (202)
317-5100 (not a toll-free number).

.04 Timing of incurring certain liabili-
ties for payroll taxes.
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(1) Description of change.

(a) Applicability. This change applies
to:

(1) an employer using an overall accrual
method of accounting that wants to change
its method of accounting for:

(A) FICA and FUTA taxes to a method
consistent with the holding in Rev. Rul.
96-51, 1996-2 C.B. 36. Rev. Rul. 96-51
permits an accrual method employer to
take into account in Year 1, under the all
events test of § 461, its otherwise deduct-
ible FICA and FUTA taxes imposed
with respect to year-end wages properly
accrued in Year 1, but paid in Year 2, if
the requirements of the recurring item
exception are met; and

(B) state unemployment taxes and,
in the event the taxpayer is an employer
within the meaning of the Railroad Retire-
ment Tax Act (RRTA) (see § 3231(a)),
RRTA taxes to a method under which the
taxpayer may take into account in Year 1
its otherwise deductible state unemploy-
ment taxes and railroad retirement taxes
(if applicable) imposed with respect to
year-end wages properly accrued in Year
1, but paid in Year 2, if the requirements
of the recurring item exception are met
(including the requirement that, as of the
end of the taxable year, all events have
occurred that establish the fact of the lia-
bility and the amount of the liability can
be determined with reasonable accuracy,
see § 1.461-5(b));

(i1) an accrual method employer that
utilizes a method of accounting for FICA
and FUTA taxes that is consistent with the
holding in Rev. Rul. 96-51 and wants to
change its method of accounting for state
unemployment taxes and, in the event the
employer is an employer within the mean-
ing of RRTA (see § 3231(a)), RRTA taxes
to a method under which the taxpayer may
take into account in Year 1 its otherwise
deductible state unemployment taxes and
railroad retirement taxes (if applicable)
imposed with respect to year-end wages
properly accrued in Year 1, but paid in
Year 2, if the requirements of the recur-
ring item exception are met (including
the requirement that, as of the end of the
taxable year, all events have occurred that
establish the fact of the liability and the
amount of the liability can be determined
with reasonable accuracy, see § 1.461-
5(b)); or
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(iii) a taxpayer using an overall accrual
method of accounting that wants to change
its method of accounting for FICA and
FUTA taxes to the safe harbor method pro-
vided in Rev. Proc. 2008-25, 2008-1 C.B.
686. Rev. Proc. 2008-25 provides that for
purposes of the recurring item exception,
a taxpayer will be treated as satisfying the
requirement in § 1.461-5(b)(1)(i) for its
payroll tax liability in the same taxable
year in which all events have occurred that
establish the fact of the related compensa-
tion liability and the amount of the related
compensation liability can be determined
with reasonable accuracy.

(b) Inapplicability. This change does
not apply to a taxpayer that is required
under § 263A and the regulations there-
under to capitalize the costs with respect
to which the taxpayer wants to change its
method of accounting under this section
20.04 if the taxpayer is not capitalizing
these costs, unless the taxpayer concur-
rently changes its method to capitalize
these costs in conjunction with a change
to a UNICAP method under section 12.01,
12.02, 12.08, or 12.12 of this revenue pro-
cedure (as applicable).

(2) Recurring item exception. A tax-
payer that previously has not changed to
or adopted the recurring item exception
for FICA taxes, FUTA taxes, state unem-
ployment taxes, and RRTA taxes (if appli-
cable) must change to the recurring item
exception method for FICA taxes, FUTA
taxes, state unemployment taxes, and
RRTA taxes (if applicable) as specified in
§ 461(h)(3) as part of this change.

(3) Concurrent automatic change. A
taxpayer making both this change and a
change to a UNICAP method described in
section 20.04(1)(b) of this revenue proce-
dure under section 12.01, 12.02, 12.08, or
12.12 of this revenue procedure (as appli-
cable) for the same year of change should
file a single Form 3115 for both changes,
in which case the taxpayer must enter the
designated automatic accounting method
change numbers for both changes on the
appropriate line on that Form 3115. See
section 6.03(1)(b) of Rev. Proc. 2015-13,
2015-5 LR.B. 419, for information on
making concurrent changes.

(4) Designated automatic account-
ing method change number. The des-
ignated automatic accounting method
change number for a change under section
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20.04(1)(a)(i) or (ii) of this revenue pro-
cedure is “45.” The designated automatic
accounting method change number for a
change under section 20.04(1)(a)(iii) of
this revenue procedure is “113.”

(5) Contact information. For further
information regarding a change under this
section, contact Joseph Denker at (202)
317-5100 (not a toll-free number).

.05 Cooperative advertising.

(1) Description of change. This change
applies to a taxpayer using an overall
accrual method of accounting that wants
to change its method of accounting for
cooperative advertising costs to a method
consistent with the holding in Rev. Rul.
98-39, 1998-2 C.B. 198. Rev. Rul. 98-39
generally provides that, under the all
events test of § 461, an accrual method
manufacturer’s liability to pay a retailer
for cooperative advertising services is
incurred in the year in which the services
are performed, provided the manufacturer
is able to reasonably estimate this liabil-
ity, and even though the retailer does not
submit the required claim form until the
following year.

(2) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
20.05 is “46.”

(3) Contact information. For further
information regarding a change under this
section, contact Joseph Denker at (202)
317-5100 (not a toll-free number).

.06 Timing of incurring certain liabili-
ties for services or insurance.

(1) Description of change. This
change applies to a taxpayer using an
overall accrual method of accounting that
is currently treating the mere execution
of a contract for services or insurance
as establishing the fact of the liability
under § 461 and wants to change from
that method of accounting for liabilities
for services or insurance to comply with
Rev. Rul. 2007-3, 2007-1 C.B. 350, that
is, all the events needed to establish the
fact of the liability occur when (a) the
event fixing the liability, whether that be
the required performance or other event
occurs or (b) payment is due, whichever
happens earliest.

(2) Designated automatic accounting
method change number. The designated
automatic accounting method change
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number for a change under this section
20.06 is “106.”

(3) Contact information. For further
information regarding a change under this
section, contact Minho Seo at (202) 317-
5100 (not a toll-free number).

.07 Rebates and allowances.

(1) Description of change.

(a) Applicability. This change applies
to a taxpayer using an overall accrual
method of accounting that wants to change
its method of accounting for treating its
liability for rebates and allowances to the
recurring item exception method under
§ 461(h)(3) and § 1.461-5.

(b) Inapplicability. This change does
not apply to:

(1) liabilities to pay a refund; and

(i1) liabilities arising from reward pro-
grams.

(2) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
20.07 is “135.”

(3) Contact information. For further
information regarding a change under this
section, contact Joseph Denker at (202)
317-5100 (not a toll-free number).

.08 Ratable accrual of real property
taxes.

(1) Description of change. This change
applies to a taxpayer using an overall
accrual method of accounting that wants
to change its method of accounting for real
property taxes to the method described
in § 461(c) and § 1.461-1(c)(1) (ratable
accrual election). This change applies to
real property taxes that relate to a definite
period of time. This change does not apply
to a taxpayer’s first taxable year in which
the taxpayer incurs real property taxes, in
which case the change is made using the
provisions of § 1.461-1(c)(3)(1).

(2) Manner of making change and
designated automatic accounting method
change number.

(a) Cut-off basis. This change is made
on a cut-off basis and applies only to real
property taxes accrued on or after the
beginning of the year of change. Any real
property taxes accrued prior to the year
of change are accounted for under the
taxpayer’s former method of accounting.
See § 1.461-1(c)(6), Examples (2) — (5).
Accordingly, a § 481(a) adjustment is nei-
ther permitted nor required.
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(b) Short Form 3115 in lieu of a stan-
dard Form 3115. In accordance with
§ 1.446-1(e)(3)(i1), the requirement
in § 1.461-1(e)(3)(i) to file a standard
Form 3115 is waived and, pursuant to
section 6.02(2) of Rev. Proc. 2015-13,
a short Form 3115 is authorized with
respect to a taxpayer making a change
under this section 20.08. The taxpayer’s
short Form 3115 (Rev. December 2022)
must include all of the following infor-
mation:

(1) the identification section of page 1
(above Part I);

(i1) the signature section at the bottom
of page 1;

(iii) Part I, line 1(a); and

(iv) the information described in
§ 1.461-1(c)(3)(ii)(a) through (f).

(c) Section 461 election made with con-
sent. The consent granted under section
9 of Rev. Proc. 2015-13, 2015-5 I.LR.B.
419, satisfies the consent required under
§ 461(c)(2)(B) and § 1.461-1(c)(3)(ii).

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
20.08 is “149.”

(4) Contact information. For further
information regarding a change under this
section, contact Daniel Cassano at (202)
317-7011 (not a toll-free number).

.09 California Franchise Taxes.

(1) Description of change. This change
applies to a taxpayer using an overall
accrual method of accounting that wants
to change its method of accounting for
California franchise taxes to a method
consistent with the holding in Rev. Rul.
2003-90, 2003-2 C.B. 353. Rev. Rul
2003-90 provides that for taxable years
beginning on or after January 1, 2000, a
taxpayer that uses an accrual method of
accounting incurs a liability for Califor-
nia franchise tax for federal income tax
purposes in the taxable year following the
taxable year in which the California fran-
chise tax is incurred under the Cal. Rev. &
Tax Code, as amended.

(2) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
20.09 is “154.”

(3) Contact information. For further
information regarding a change under this
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section, contact Douglas Kim at (202)
317-7003 (not a toll-free number).

.10 Gift cards issued as a refund for
returned goods.

(1) Description of change.

(a) Applicability. This change applies
to a taxpayer using an overall accrual
method of accounting that sells goods at
retail and that wants to change its method
of accounting for gift cards (as defined
by section 4.02 of Rev. Proc. 2011-17,
2011-5 L.R.B. 441) issued as a refund for
returned goods to treat the transaction as
(1) the payment of a cash refund in the
amount of the gift card, and (2) the sale of
a gift card in the amount of the gift card.

(b) Treatment of proceeds of the
deemed sale. A taxpayer must treat the
proceeds of the deemed sale of a gift card
in accordance with the method of account-
ing it otherwise employs for sales of gift
cards.

(2) Concurrent automatic change. A
taxpayer making both this change and an
automatic change to the deferral method
under section 16.08 of this revenue proce-
dure for the same taxable year of change
may file a single Form 3115 for both
changes and enter the designated auto-
matic accounting method change numbers
for both changes on the appropriate line
on that Form 3115. See section 6.03(1)(b)
of Rev. Proc. 2015-13, 2015-5 I.LR.B. 419,
for information on making concurrent
changes.

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
20.10 is “156.”

(4) Contact information. For further
information regarding a change under this
section, contact Alicia Lee-Won at (202)
317-7003 (not a toll-free number).

A1 Timing of incurring liabilities
under the recurring item exception to the
economic performance rules.

(1) Description of change. This change
applies to a taxpayer using an overall
accrual method of accounting that wants
to conform to any of the holdings in Rev.
Rul. 2012-1, 2012-2 L.R.B. 255, which
clarifies the treatment of certain liabilities
under the recurring item exception to the
economic performance requirement under
§ 461(h)(3) by addressing the application
of the “not material” and “better match-
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ing” requirements, and distinguishes con-
tracts for the provision of services from
insurance and warranty contracts.

(2) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
20.11is “161.”

(3) Contact information. For further
information regarding a change under this
section, contact Eugene Kirman at (202)
317-7003 (not a toll-free number).

.12 Economic performance safe harbor
for ratable service contracts.

(1) Description of change. This change
applies to an accrual method taxpayer that
wants to change its treatment of Ratable
Service Contracts to conform to the safe
harbor method provided by Rev. Proc.
2015-39,2015-33 .LR.B. 195.

(2) Designated automatic account-
ing method change number. The des-
ignated automatic accounting method
change number for changes in methods
of accounting under this section 20.12 is
“220.”

(3) Contact information. For further
information regarding a change under this
section, contact Douglas Kim at (202)
317-7003 (not a toll-free number).

.13 Alternative Cost Method.

(1) Description of change. This change
applies to a taxpayer that wants to change
its method of accounting for common
improvement costs either to (1) use the
Alternative Cost Method in accordance
with Rev. Proc. 2023-9; or (2) discontinue
using the alternative cost method under
Rev. Proc. 92-29 (92-29 alternative cost
method) and instead account for com-
mon improvement costs using an accrual
method of accounting under § 461.

(2) Applicability. This change applies
to a taxpayer:

(a) that wants to change to the Alterna-
tive Cost Method described in Rev. Proc.
2023-9, for all of its qualifying projects
within a trade or business, including tax-
payers that want to change their method
of allocating adjustments to the estimated
cost of common improvements for all of
their qualifying projects within a trade or
business;

(b) that, on the first day of the first
taxable year beginning after December
31, 2022, in the same trade or business,
uses the 92-29 alternative cost method for

June 9, 2025

one or more qualifying projects that are
in progress and an accrual method under
§ 461 to account for common improvement
costs for one or more qualifying projects
that are in progress (legacy rule). For pur-
poses of this section, a qualifying project
is in progress if the developer has sold at
least one unit in the project in a prior tax-
able year (or in the case of a developer that
uses the completed contract method, has
completed at least one contract in the proj-
ect in a prior taxable year) and holds units
in the project available for sale during the
taxable year. In this situation, the taxpayer
is not required to change to the Alternative
Cost Method for such qualifying projects
in progress using an accrual method under
§ 461 as long as all new qualifying proj-
ects in the trade or business are accounted
for using the Alternative Cost Method in
accordance with Rev. Proc. 2023-9; or

(c) that, on the first day of the first
taxable year beginning after December
31, 2022, wants to change from the 92-29
alternative cost method to an accrual
method under § 461 for all of its qualify-
ing projects in a trade or business.

(3) Inapplicability.

(a) This change does not apply to a
taxpayer that is using the Alternative Cost
Method described in Rev. Proc. 2023-9
that wants to change its method of allo-
cating the estimated cost of common
improvements among the benefitted units
in the qualifying project (and in case of
a taxpayer using the completed contract
method described in § 1.460-4(d) (CCM),
a taxpayer that wants to change its method
of allocating the estimated cost of com-
mon improvements among all the CCM
contracts, as defined in section 4.03 of
Rev. Proc. 2023-9, in the qualifying proj-
ect).

(b) This change does not apply to a
taxpayer that wants to change its method
of accounting for determining the alter-
native cost limitation in section 5.04 of
Rev. Proc. 2023-9. The inapplicability
rule described in this section 20.13(3)(b)
is effective for any taxable year follow-
ing the first taxable year that begins after
December 31, 2022.

(¢) This change does not apply to a
taxpayer that is presently using an imper-
missible method for incurring common
improvement costs under § 461 and that
wants to change its method of account-
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ing for common improvement costs to
the Alternative Cost Method described
in Rev. Proc. 2023-9. The inapplicability
rule described in this section 20.13(3)(c)
is effective for any taxable year follow-
ing the first taxable year that begins after
December 31, 2022.

(4) Short Form 3115 in lieu of a stan-
dard Form 3115 for certain taxpayers.

(a) Applicability. The procedures
described in section 20.13(4)(b) may be
used by a taxpayer to make a change in
method of accounting described in sec-
tion 20.13(2)(a) or (b) for the taxpayer’s
first taxable year beginning after Decem-
ber 31, 2022, provided the taxpayer oth-
erwise meets the requirements of this
section 20.13(4)(a). A taxpayer may use
a short Form 3115 in lieu of a standard
Form 3115 only if the § 481(a) adjust-
ment required by such change is zero,
and the taxpayer either: (1) is currently
using the 92-29 alternative cost method
for all qualifying projects and wants to
change to the Alternative Cost Method
in accordance with Rev. Proc. 2023-9 for
all trades or businesses with such quali-
fying projects for the taxpayer’s first tax-
able year beginning after December 31,
2022; or (2) wants to apply the legacy
rule described in section 20.13(2)(b) of
this revenue procedure to change to the
Alternative Cost Method in accordance
with Rev. Proc. 2023-9 for the taxpayer’s
first taxable year beginning after Decem-
ber 31, 2022.

(b) Short Form 3115. A taxpayer mak-
ing a change under section 20.13(4)(a) for
the taxpayer’s first taxable year beginning
after December 31, 2022, is required to
complete only the following information
on Form 3115 (Rev. December 2022):

(1) The identification section of page 1
(above Part I);

(i1) The signature section at the bottom
of page 1;

(iii) Part I, line 1(a); and

(iv) For taxpayers using the legacy
rule, Part II, line 16(a) identifying any
qualifying projects in progress for which
the taxpayer used the 92-29 alternative
cost method and any qualifying projects in
progress for which taxpayer will continue
to use an accrual method of accounting.

(5) Section 481(a) adjustment. The
taxpayer is required to compute a single
§ 481(a) adjustment for each trade or busi-
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ness for which a change described in sec-
tion 20.13(2)(a)-(c) is made.

(6) Eligibility rule temporarily inap-
plicable. The eligibility rule in section
5.01(1)(f) of Rev. Proc. 2015-13, 2015-5
[.R.B. 419, does not apply to the changes
described in this section 20.13 for the tax-
payer’s first taxable year beginning after
December 31, 2022.

(7) Examples. The following examples
illustrate the application of the Alterna-
tive Cost Method in accordance with Rev.
Proc. 2023-9.

(a) Example 1. (i) Facts. Developer, a calendar
year taxpayer that uses an overall accrual method of
accounting, is in the business of developing residen-
tial subdivisions. As of December 31, 2022, Devel-
oper has two subdivision projects in progress in its
only trade or business, Project A and Project B; both
projects are separate qualifying projects, as defined
in section 4.01 of Rev. Proc. 2023-9. Developer sold
the first lots in both projects during the 2022 taxable
year. Developer requested consent to use the 92-29
alternative cost method for Project A in 2022. Devel-
oper has not requested consent to use the 92-29 alter-
native cost method for Project B.

(ii) Application of the Alternative Cost Method in
accordance with Rev. Proc. 2023-9 for all qualify-
ing projects. Developer wants to use the Alternative
Cost Method for both qualifying projects. Developer
must file a change in method of accounting using the
automatic change in method of accounting proce-
dures of this section 20.13 to begin using the Alter-
native Cost Method for both qualifying projects and
must calculate a single § 481(a) adjustment for such
change.

(b) Example 2. Application of the legacy rule.
The facts are the same as in Example 1, except that
Developer wants to use the Alternative Cost Method
for Project A but not for Project B. Pursuant to sec-
tion 20.13 of this revenue procedure, Developer
does not have to apply the Alternative Cost Method
to Project B. However, if the Developer applies the
Alternative Cost Method for Project A, then Devel-
oper must also apply the Alternative Cost Method
to all new qualifying projects in its trade or busi-
ness for taxable years beginning after December 31,
2022. Developer must also calculate the § 481(a)
adjustment resulting from changing the method of
accounting for the trade or business, if any.

(8) Designated automatic accounting
method change number.

(a) Change to the Alternative Cost
Method in accordance with Rev. Proc.
2023-9. The designated automatic
accounting method change number for a
change to the Alternative Cost Method
in accordance with section 20.13(2)(a) is
€266.”

(b) Legacy rule. The designated auto-
matic accounting method change number
for a taxpayer that wants to apply the leg-
acy rule described in section 20.13(2)(b)
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for the taxpayer’s first taxable year begin-
ning after December 31, 2022, is “267.”

(¢) Change to an accrual method.
The designated automatic accounting
method change number for a change to an
accrual method in accordance with section
20.13(2)(c) for the taxpayer’s first taxable
year beginning after December 31, 2022,
is “268.”

(9) Contact information. For further
information regarding a change under
this section 20.13, contact Maria Castillo
Valle at (202) 317-7003 (not a toll-free
number).

SECTION 21. RENT (§ 467)

.01 Change from an improper method
of inclusion of rental income or expense
to inclusion in accordance with the rent
allocation.

(1) Description of change.

(a) Applicability. This change applies
to a taxpayer that:

(1) is a party to § 467 rental agreements
(within the meaning of § 1.467-1(c)(1) for
rental agreements entered into after May
18, 1999, and § 467(d) for all other agree-
ments); and

(i1) except as provided in section
21.01(1)(b)(ii) of this revenue procedure,
wants to change its method of accounting
for its fixed rent (as defined in § 1.467-
1(d)(2)) to the rent allocation method pro-
vided in § 1.467-1(d)(2)(iii).

(b) Inapplicability. This change does
not apply to:

(1) rental agreements for which taxpay-
ers are required to use the constant rental
accrual method, as described in § 1.467-
3(a), or the proportional rental accrual
method, as described in § 1.467-2(a), for
their fixed rent; and

(i1) rental agreements that provide
a specific allocation of fixed rent as
described in § 1.467-1(c)(2)(i1)(A)(2) that
allocate rent to periods other than when
such rents are payable.

(2) Additional requirements. The tax-
payer must attach to its Form 3115 a copy
of one of its § 467 rental agreements to
be covered by this automatic change (or at
least the pages of the agreement relating
to the manner in which rent is allocated).

(3) Audit protection limited. Any audit
protection under section 8 of Rev. Proc.
2015-13,2015-51.R.B.419, does not apply
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to this change for any § 467 rental agree-
ment determined by the Commissioner to
be a disqualified leaseback or long-term
agreement described in § 1.467-3(b).

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
21.01 is “136.”

(5) Contact information. For further
information regarding a change under this
section, contact Michael Finn at (202)
317-4718 (not a toll-free number).

SECTION 22. INVENTORIES (§ 471)

.01 Cash discounts.

(1) Description of change. This change
applies to a taxpayer that wants to change
its method of accounting for cash dis-
counts (that is, discounts granted for
timely payment) when they approximate
a fair interest rate, from a method of con-
sistently including the price of the goods
before discount in the cost of the goods and
including in gross income any discounts
taken (the “gross invoice method”), to a
method of reducing the cost of the goods
by the cash discounts and deducting as an
expense any discounts not taken (the “net
invoice method”), or vice versa. See Rev.
Rul. 73-65, 1973-1 C.B. 216.

(2) Inapplicability. This change does
not apply to a taxpayer that accounts for
inventory, or proposes to account for
inventory, under § 471(c) or § 1.471-1(b).
For taxable years beginning on or after
January 5, 2021, a taxpayer is required to
comply with § 1.471-1(b).

(3) Computation of § 481(a) adjust-
ment for changes to net invoice method. In
the case of a taxpayer changing from the
gross invoice method to the net invoice
method, a negative § 481(a) adjustment
is required to prevent duplications arising
from the fact that the gross invoice method
reported income upon timely payment for
some or all of the goods that remain in
inventory, and a positive § 481(a) adjust-
ment is required to prevent omissions
arising from the fact that the gross invoice
method included the invoice price, unad-
justed for the cash discounts, of some or
all goods in cost of goods sold and the
discount will be earned by payment in a
subsequent taxable year. The net § 481(a)
adjustment is computed by deducting the
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“Applicable Discount” at the beginning
of the year of change from the “Available
Discount” at the beginning of the year of
change. The Available Discount is equal
to the difference between the accounts
payable balance under the gross invoice
method and the net invoice method. The
Applicable Discount is equal to the dif-
ference between the beginning inventory
value under the gross invoice method and

the net invoice method.

Example. Taxpayer’s accounts payable balance
at the beginning of the year of change was $1,000
under the gross invoice method and $980 under the
net invoice method. Taxpayer’s inventory value was
$3,000 under the gross invoice method and $2,955
under the net invoice method. The Available Dis-
count is $20 ($1,000 - $980) and the Applicable Dis-
count is $45 (83,000 - $2,955). Thus, Taxpayer’s net
§ 481(a) adjustment is a negative $25 ($20 - $45).

(4) Computation of § 481(a) adjust-
ment for changes to gross invoice method.
In the case of a taxpayer changing from
the net invoice method to the gross invoice
method, a positive § 481(a) adjustment is
required to prevent omissions arising from
the fact that the net invoice method did
not report income upon timely payment
for some or all of the goods that remain
in inventory, and a negative § 481(a)
adjustment is required to prevent dupli-
cations arising from the fact that the net
invoice method included the invoice price,
adjusted for the cash discounts, of some
or all goods in cost of goods sold and the
discount will be earned by payment in a
subsequent taxable year. The net § 481(a)
adjustment can be computed by deducting
the “Available Discount” at the beginning
of the year of change from the “Applicable
Discount” at the beginning of the year of
change. The Available Discount is equal
to the difference between the accounts
payable balance under the gross invoice
method and the net invoice method. The
Applicable Discount is equal to the dif-
ference between the beginning inventory
value under the gross invoice method and

the net invoice method.

Example. Taxpayer’s accounts payable balance
at the beginning of the year of change was $980
under the net invoice method and $1,000 under the
gross invoice method. Taxpayer’s inventory value
was $2,955 under the net invoice method and $3,000
under the gross invoice method. The Applicable
Discount is $45 ($3,000 - $2,955) and the Available
Discount is $20 ($1,000 - $980). Thus, Taxpayer’s
net § 481(a) adjustment is a positive $25 ($45 - $20).

(5) Designated automatic accounting
method change number. The designated
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automatic accounting method change
number for a change under this section
22.01 is “48.”

(6) Contact information. For further
information regarding a change under
this section, contact Michael Supanick at
(202) 317-7007 (not a toll-free number).

.02 Estimating inventory “shrinkage.”

(1) Description of change. This change
applies to a taxpayer that wants to change
to a method of accounting for estimating
inventory shrinkage in computing ending
inventory, using:

(a) the “retail safe harbor method”
described in section 4 of Rev. Proc. 98-29,
1998-1 C.B. 857, as modified by this rev-
enue procedure; or

(b) a method other than the retail safe
harbor method, provided (i) the taxpayer’s
present method of accounting does not
estimate inventory shrinkage, and (ii) the
taxpayer’s proposed method of account-
ing (that estimates inventory shrinkage)
clearly reflects income under § 446(b).

(2) Inapplicability. This change does
not apply to a taxpayer that accounts for
inventory, or proposes to account for
inventory, under § 471(c) or § 1.471-1(b).
For taxable years beginning on or after
January 5, 2021, a taxpayer is required to
comply with § 1.471-1(b).

(3) Additional requirements. If the
taxpayer wants to change to a method
of accounting for inventory shrinkage
other than the retail safe harbor method,
the taxpayer must attach to its Form
3115 a statement setting forth a detailed
description of all aspects of the pro-
posed method of estimating inventory
shrinkage (including, for last-in, first-
out (LIFO) taxpayers, the method of
determining inventory shrinkage for, or
allocating inventory shrinkage to, each
LIFO pool). The director or national
office subsequently may review whether
the proposed method clearly reflects
the taxpayer’s income under § 446(b),
notwithstanding any provision of Rev.
Proc. 2015-13, 2015-5 I.R.B. 419 (or
successor). If the director or the national
office determines that the proposed
method of accounting does not clearly
reflect the taxpayer’s income, the tax-
payer will be treated as having made a
change in method of accounting with-
out obtaining the consent of the Com-
missioner as required by § 446(e). See
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sections 2.01(3) and 2.03 of Rev. Proc.
2015-13.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
22.02 is “49.”

(5) Contact information. For further
information regarding a change under
this section, contact Michael Supanick at
(202) 317-7007 (not a toll-free number).

.03 Qualifying volume-related trade
discounts.

(1) Description of change. This change
applies to a taxpayer that wants to change
its method of accounting to treat quali-
fying volume-related trade discounts as
a reduction in the cost of merchandise
purchased at the time the discount is rec-
ognized in accordance with § 1.471-3(b).
A “qualifying volume-related trade dis-
count” means a discount satisfying the
following criteria:

(a) the taxpayer receives or earns the
discount based solely upon the purchase
of a particular volume of the merchandise
to which the discount relates;

(b) the taxpayer is neither obligated
nor expected to perform or provide any
services in exchange for the discount; and

(c) the discount is not a reimburse-
ment of any expenditure incurred or to be
incurred by the taxpayer.

(2) Inapplicability. This change does
not apply to a taxpayer that accounts for
inventory, or proposes to account for
inventory, under § 471(c) or § 1.471-1(b).
For taxable years beginning on or after
January 5, 2021, a taxpayer is required to
comply with § 1.471-1(b).

(3) Section 481(a) adjustment. The
net § 481(a) adjustment attributable to
the change is computed in a manner sim-
ilar to the computation of a net § 481(a)
adjustment in the case of a change to the
net invoice method of accounting for cash
discounts. See section 22.01(2) of this rev-
enue procedure.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
22.03 is “53.”

(5) Contact information. For further
information regarding a change under
this section, contact Michael Supanick at
(202) 317-7007 (not a toll-free number).
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.04 Impermissible methods of identifi-
cation and valuation of inventories.

(1) Description of change.

(a) Applicability. This change applies
to a taxpayer that wants to change from
an impermissible method of identifying
or valuing inventories to a permissible
method of identifying or valuing invento-
ries. For example, a taxpayer:

(1) using last-in, first-out (LIFO) as
its inventory-identification method may
change its inventory-valuation method
from below cost to cost;

(i1) using an impermissible method
of accounting described in §§ 1.471-2(f)
(1) through (5) may change to a permis-
sible method of accounting that corrects
the impermissible method described in
§§ 1.471-2(f)(1) through (5);

(iii) using a method that is not in accor-
dance with § 1.471-2(c) may change to a
permissible method of valuing “subnor-
mal goods” under § 1.471-2(c);

(iv) changing from a gross profit
method. For this purpose, a gross profit
method is a method in which the tax-
payer estimates the cost of goods sold by
reducing its gross sales by a percentage
“mark-up” from cost. The estimated cost
of goods sold is subtracted from the sum
of the beginning inventory and purchases
and the result is used as the ending inven-
tory; or

(v) changing from a method of deter-
mining market that is not in accordance
with § 1.471-4. For this purpose, an exam-
ple of a method of determining market
that is not in accordance with § 1.471-4
is where a taxpayer, under ordinary cir-
cumstances, determines the market value
of purchased merchandise using judgment
factors, and not using the prevailing cur-
rent bid price on the inventory date for the
particular merchandise in the volume in
which it is usually purchased by the tax-
payer.

(b) Inapplicability. This change does
not apply to:

(1) any change for real property or
improvements to the real property because
real property is not inventoriable property
under § 1.471-1;

(i1) a taxpayer who meets the defini-
tion of a “dealer in securities” under both
§ 1.471-5 and § 475 because such dealer
is required to account for securities, as
defined in § 475, under § 475 and may not
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use the rules described in § 1.471-5 for
those securities;

(iii) any change described in another
section of this revenue procedure or in
other guidance published in the Inter-
nal Revenue Bulletin, or to any change
within the last-in, first-out (LIFO) inven-
tory method. For example, this change
does not apply to a taxpayer that wants
to change to a rolling-average method
(but see section 22.13 of this revenue
procedure) or to a taxpayer that accounts
for inventory, or proposes to account for
inventory, under § 471(c) or § 1.471-1(b).
For taxable years beginning on or after
January 5, 2021, a taxpayer is required to
comply with § 1.471-1(b);

(iv) any change to a method of allocat-
ing costs to inventory under § 471 or any
change to a method under § 263A (but see
sections 12.01 and 12.02 of this revenue
procedure); or

(v) a taxpayer that is currently deduct-
ing inventories (but see section 22.17 of
this revenue procedure).

(c) Permissible method defined. For
purposes of this change, a permissible
method is an inventory method of identi-
fication or valuation, or both, specifically
permitted by the Code, the regulations,
or other guidance published in the Inter-
nal Revenue Bulletin, or a decision of
the United States Supreme Court. How-
ever, an otherwise permissible inventory
method is not permissible under this sec-
tion 22.04 for a specific taxpayer if that
taxpayer is prohibited from using that
method or if that taxpayer is required to
use a different method.

(2) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
22.04 is “54.”

(3) Contact information. For further
information regarding a change under
this section, contact Michael Supanick at
(202) 317-7007 (not a toll-free number).

.05 Core Alternative Valuation Method.

(1) Description of change.

(a) Applicability. This change applies
to a remanufacturer and rebuilder of motor
vehicle parts and a reseller of remanu-
factured and rebuilt motor vehicle parts
that use the cost or market, whichever is
lower (LCM), inventory valuation method
to value their inventory of cores held for
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remanufacturing or sale and wants to use
the Core Alternative Valuation (CAV)
method specified in Rev. Proc. 2003-20,
2003-1 C.B. 445.

(b) Inapplicability. This change does
not apply to a taxpayer that:

(1) values its inventory of cores at
cost, including a taxpayer using the LIFO
inventory method, unless the taxpayer
concurrently changes, under section 6.02
of Rev. Proc. 2003-20, from cost to the
LCM method for its cores, including labor
and overhead related to the cores in raw
materials, work-in-process, and finished
goods; or

(i1) accounts for inventory, or proposes
to account for inventory, under § 471(c) or
§ 1.471-1(b). For taxable years beginning
on or after January 5, 2021, a taxpayer is
required to comply with § 1.471-1(b).

(2) Concurrent automatic change. A
taxpayer making both this change and
(1) a change from the cost method to the
LCM method under section 22.10 of this
revenue procedure, or (ii) a change from
the LIFO inventory method to a permit-
ted method for identification under (and
as determined and defined in) section
23.01(1)(b) of this revenue procedure for
the same year of change, should file a sin-
gle Form 3115 for both changes, provided
the taxpayer enters the designated auto-
matic accounting method change numbers
for both changes on the appropriate line
on that Form 3115. See section 6.03(1)(b)
of Rev. Proc. 2015-13, 2015-5 I.LR.B. 419,
for information on making concurrent
changes.

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
22.05 is “55.”

(4) Contact information. For further
information regarding a change under this
section, contact Adam Kobler at (202)
317-7007 (not a toll-free number).

.06 Replacement cost for automobile
dealers’ parts inventory.

(1) Description of change. This change
applies to a taxpayer that is engaged in the
trade or business of selling vehicle parts
at retail, that is authorized under an agree-
ment with one or more vehicle manufac-
turers or distributors to sell new automo-
biles or new light, medium, or heavy-duty
trucks, and that wants to use the replace-
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ment cost method described in section 4 of
Rev. Proc. 2002-17, 2002-1 C.B. 676, as
modified by Rev. Proc. 2006-14, 2006-1
C.B. 350, for its vehicle parts inventory.
See Rev. Proc. 2002-17 for further infor-
mation regarding this change.

(2) Inapplicability. This change does
not apply to a taxpayer that accounts for
inventory, or proposes to account for
inventory, under § 471(c) or § 1.471-1(b).
For taxable years beginning on or after
January 5, 2021, a taxpayer is required to
comply with § 1.471-1(b).

(3) Manner of making change. This
change is made on a cut-off basis and
applies only to the computation of end-
ing inventories on or after the beginning
of the year of change. Accordingly, a
§ 481(a) adjustment is neither permitted
nor required.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
22.06 is “63.”

(5) Contact information. For further
information regarding a change under this
section, contact Adam Kobler at (202)
317-7007 (not a toll-free number).

.07 Replacement cost for heavy equip-
ment dealers’ parts inventory.

(1) Description of change. This change
applies to a heavy equipment dealer that
is engaged in the trade or business of sell-
ing heavy equipment parts at retail, that is
authorized under an agreement with one
or more heavy equipment manufacturers
or distributors to sell new heavy equip-
ment, and that wants to use the replace-
ment cost method described in section 4 of
Rev. Proc. 2006-14, 2006-1 C.B. 350, for
its heavy equipment parts inventory.

(2) Inapplicability. This change does
not apply to a taxpayer that accounts for
inventory, or proposes to account for
inventory, under § 471(c) or § 1.471-1(b).
For taxable years beginning on or after
January 5, 2021, a taxpayer is required to
comply with § 1.471-1(b).

(3) Manner of making the change. This
change is made on a cut-off basis and
applies only to the computation of ending
inventories after the beginning of the year
of change. Accordingly, a § 481(a) adjust-
ment is neither permitted nor required.

(4) Concurrent automatic change. A
taxpayer making both this change and
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another automatic change in method of
accounting under § 263A (see section 12
of this revenue procedure) for the same
year of change may file a single Form
3115 for both changes, provided the tax-
payer enters the designated automatic
accounting method change numbers for
both changes on the appropriate line on
that Form 3115, and complies with the
ordering rules of § 1.263A-7(b)(2).

(5) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
22.07 is “96.”

(6) Contact information. For further
information regarding a change under this
section, contact Adam Kobler at (202)
317-7007 (not a toll-free number).

.08 Rotable spare parts.

(1) Description of change. This change
applies to a taxpayer that is using the safe
harbor method of accounting to treat its
rotable spare parts as depreciable assets
in accordance with Rev. Proc. 2007-48,
2007-2 C.B. 110, as modified by this rev-
enue procedure, and wants to change its
method of accounting to treat its rotable
spare parts as inventoriable items. This
change also applies to a taxpayer who is
treating its rotable spare parts as deprecia-
ble assets in a manner similar to the safe
harbor method described in Rev. Proc.
2007-48, and wants to change its method
of'accounting to treat its rotable spare parts
as inventoriable items. A taxpayer chang-
ing its method of accounting for rotable
spare parts under this section 22.08, must
use a proper inventory method to identify
and value its rotable spare parts.

(2) Inapplicability. This change does
not apply to a taxpayer that accounts for
inventory, or proposes to account for
inventory, under § 471(c) or § 1.471-1(b).
For taxable years beginning on or after
January 5, 2021, a taxpayer is required to
comply with § 1.471-1(b).

(3) Eligibility rule inapplicable. The
eligibility rule in section 5.01(1)(f) of Rev.
Proc. 2015-13, 2015-5 I.R.B. 419, does
not apply to a taxpayer that is required to
make the change in method of account-
ing pursuant to section 5.06 of Rev. Proc.
2007-48.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
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number for a change under this section
22.08 is “110.”

(5) Contact information. For further
information regarding a change under this
section, contact Eugene Kirman at (202)
317-7003 (not a toll-free number).

.09 Advance Trade Discount Method.

(1) Description of change. This change
applies to a taxpayer that wants to use
the Advance Trade Discount Method
described in Rev. Proc. 2007-53, 2007-2
C.B. 233.

(2) Applicability. This change in
method of accounting applies to a tax-
payer using an overall accrual method of
accounting that is required to use an inven-
tory method of accounting, that maintains
inventories as provided in § 471 and the
regulations thereunder, and that receives
advance trade discounts as defined in sec-
tion 4.03 of Rev. Proc. 2007-53.

(3) Inapplicability. This change does
not apply to a taxpayer that accounts for
inventory, or proposes to account for
inventory, under § 471(c) or § 1.471-1(b).
For taxable years beginning on or after
January 5, 2021, a taxpayer is required to
comply with § 1.471-1(b).

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
22.09is “111.”

(5) Contact information. For further
information regarding a change under this
section, contact Adam Kobler at (202)
317-7007 (not a toll-free number).

.10 Permissible methods of identifica-
tion and valuation of inventories.

(1) Description of change.

(a) Applicability. This change applies
to a taxpayer that wants to change from
one permissible method of identifying or
valuing inventories to another permissible
method of identifying or valuing inven-
tories. For example, a taxpayer using
the first-in, first-out (FIFO) method as
its inventory-identification method may
change its inventory-valuation method
from cost to cost or market, whichever
is lower (LCM), or a taxpayer valuing
“subnormal” goods at cost may change
its valuation method to another permissi-
ble method of valuing “subnormal goods”
under § 1.471-2(c).

(b) Inapplicability. This change does
not apply to:
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(1) any change for real property or
improvements to the real property because
real property is not inventoriable property
under § 1.471-1;

(i1) a taxpayer who meets the defini-
tion of a “dealer in securities” under both
§ 1.471-5 and § 475 because such dealer
is required to account for securities, as
defined in § 475, under § 475 and may not
use the rules described in § 1.471-5 for
those securities;

(iii) any change described in another
section of this revenue procedure or in
other guidance published in the Inter-
nal Revenue Bulletin, or to any change
within the last-in, first-out (LIFO) inven-
tory method. For example, this change
does not apply to a taxpayer that wants
to change to a rolling-average method
(but see section 22.13 of this revenue
procedure) or to a taxpayer that accounts
for inventory, or proposes to account for
inventory, under § 471(c) or § 1.471-1(b).
For taxable years beginning on or after
January 5, 2021, a taxpayer is required to
comply with § 1.471-1(b); or

(iv) any change to a method of allocat-
ing costs to inventory under § 471 or any
change to a method under § 263A (but see
sections 12.01 and 12.02 of this revenue
procedure).

(c) Permissible method defined. For
purposes of this change, a permissible
method is an inventory method of iden-
tification or valuation, or both, specifi-
cally permitted for inventories by the
Code, the regulations, or other guidance
published in the Internal Revenue Bul-
letin, or a decision of the United States
Supreme Court. However, an otherwise
permissible inventory method is not per-
missible under this section 22.10 for a
specific taxpayer if that taxpayer is pro-
hibited from using that method or if that
taxpayer is required to use a different
method.

(2) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
22.101s “137.”

(3) Contact information. For further
information regarding a change under this
section, contact Adam Kobler at (202)
317-7007 (not a toll-free number).

.11 Change in the official used vehicle
guide utilized in valuing used vehicles.
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(1) Description of change. Used vehi-
cles taken in trade as part payment on the
sale of vehicles by a dealer may be val-
ued for inventory purposes at valuations
comparable to those listed in an official
used vehicle guide as the average whole-
sale prices for comparable vehicles. See
Rev. Rul. 67-107, 1967-1 C.B. 115. This
change applies to:

(a) a taxpayer that wants to change
from not using an official used vehicle
guide to using an official used vehicle
guide for valuing used vehicles; or

(b) a taxpayer that wants to change to
a different official used vehicle guide for
valuing used vehicles.

(2) Inapplicability. This change does
not apply to a taxpayer that accounts for
inventory, or proposes to account for
inventory, under § 471(c) or § 1.471-1(b).
For taxable years beginning on or after
January 5, 2021, a taxpayer is required to
comply with § 1.471-1(b).

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
22.111is “138.”

(4) Contact information. For further
information regarding a change under this
section, contact Adam Kobler at (202)
317-7007 (not a toll-free number).

12 Invoiced advertising association
costs for new vehicle retail dealerships.

(1) Description of change. This change
applies to a taxpayer that is engaged in
the trade or business of retail sales of
new automobiles or new light-duty trucks
(“dealership™) that wants to discontinue
capitalizing certain advertising costs as
acquisition costs under § 1.471-3(b). The
change applies to advertising costs that
meet the following criteria: (a) the deal-
ership must pay this advertising fee when
acquiring vehicles from the manufacturer;
(b) the advertising costs are separately
coded and included in the manufacturer’s
invoice cost of the new vehicle; (c) the
advertising cost is a flat fee per vehicle or
a fixed percentage of the invoice price; and
(d) the fees collected by the manufacturer
are paid to local advertising associations
that promote and advertise the manufac-
turer’s products in the dealership’s mar-
ket area. Under the proposed method, the
dealership will exclude advertising costs
that meet the above criteria from the cost
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of new vehicles and deduct the advertising
costs under § 162 as the advertising ser-
vices are provided to the dealership. See
§ 1.461-4(d)(2)(i).

(2) Inapplicability. This change does
not apply to a taxpayer that accounts for
inventory, or proposes to account for
inventory, under § 471(c) or § 1.471-1(b).
For taxable years beginning on or after
January 5, 2021, a taxpayer is required to
comply with § 1.471-1(b).

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
22.12is “139.”

(4) Contact information. For further
information regarding a change under this
section, contact Adam Kobler at (202)
317-7007 (not a toll-free number).

.13 Rolling-average  method  of
accounting for inventories.

(1) Description of change. This change
applies to a taxpayer that uses a rolling-av-
erage method to value inventories for
financial accounting purposes and wants
to use the same rolling-average method to
value inventories for federal income tax
purposes in accordance with Rev. Proc.
2008-43, 2008-30 C.B. 186, as modified
by Rev. Proc. 2008-52, 2008-2 C.B. 587
(see section 13).

(2) Inapplicability. This change does
not apply to a taxpayer that accounts for
inventory, or proposes to account for
inventory, under § 471(c) or § 1.471-1(b).
For taxable years beginning on or after
January 5, 2021, a taxpayer is required to
comply with § 1.471-1(b). See, however,
section 22.17 of this revenue procedure
for certain changes.

(3) Manner of making change. This
change is made on a cut-off basis and is
applied only to the computation of end-
ing inventories after the beginning of the
year of change. However, if the taxpayer’s
books and records contain sufficient infor-
mation to compute a § 481(a) adjustment,
the taxpayer may choose to implement
the change with a § 481(a) adjustment as
provided in sections 7.02 and 7.03 of Rev.
Proc. 2015-13,2015-5 I.LR.B. 419.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
22.13 is “114.”
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(5) Contact information. For further
information regarding a change under
this section, contact Mia Romano at (202)
317-7007 (not a toll-free number).

.14 Sales-Based Vendor Chargebacks.

(1) Description of change. This change,
as described in Rev. Proc. 2014-33, 2014-
22 I.R.B. 1060, applies to a taxpayer that
wants to change its method of accounting
to treat sales-based vendor chargebacks as
a reduction in cost of goods sold in accor-
dance with § 1.471-3(e)(1).

(2) Inapplicability. This change does
not apply to a taxpayer that accounts for
inventory, or proposes to account for
inventory, under § 471(c) or § 1.471-1(b).
For taxable years beginning on or after
January 5, 2021, a taxpayer is required to
comply with § 1.471-1(b).

(3) Concurrent automatic changes. A
taxpayer making both this change and the
change described in section 12.10 of this
revenue procedure for the same taxable
year of change may file a single Form 3115
for both changes, provided the taxpayer
enters the designated automatic change
numbers for both changes on the appropri-
ate line on the Form 3115, and complies
with the ordering rules of § 1.263A-7(b)
(2). See section 6.03(1)(b) of Rev. Proc.
2015-13, 2015-5 I.LR.B. 419, for informa-
tion on making concurrent changes.

(4) Designated automatic account-
ing method change number. The des-
ignated automatic accounting method
change number for changes in methods
of accounting under this section 22.14 is
“203.”

(5) Contact information. For further
information regarding a change under
this section, contact Michael Supanick at
(202) 317-7007 (not a toll-free number).

.15 Certain changes to the cost com-
plement of the retail inventory method.

(1) Description of change. This change,
as described in Rev. Proc. 2014-48, 2014-
36 L.R.B. 527, applies to a taxpayer using
the retail inventory method that wants to
make one of the following changes:

(a) From adjusting to not adjusting the
numerator of the cost complement by the
amount of an allowance, discount, or price
rebate that is required under § 1.471-3(e)
to reduce only cost of goods sold;

(b) From adjusting to not adjusting the
denominator of the cost complement for
temporary markups and markdowns;
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(c) In the case of a retail LCM tax-
payer, to computing the cost complement
using a method described in § 1.471-8(b)
(3), including changes from a method
described in § 1.471-8(b)(3) to another
method described in § 1.471-8(b)(3); or

(d) In the case of a retail cost taxpayer,
from not adjusting to adjusting the denom-
inator of the cost complement for perma-
nent markups and markdowns.

(2) Inapplicability. This change does
not apply to a taxpayer that accounts for
inventory, or proposes to account for
inventory, under § 471(c) or § 1.471-1(b).
For taxable years beginning on or after
January 5, 2021, a taxpayer is required to
comply with § 1.471-1(b).

(3) Effective date. This section 22.15 is
effective for taxable years beginning after
December 31, 2014.

(4) Multiple changes. A taxpayer mak-
ing multiple changes under this section
22.15 for the same year of change should
file a single Form 3115.

(5) Manner of making change. A tax-
payer making a change under this section
22.15 for its first or second taxable year
beginning after December 31, 2014, may
use either a § 481(a) adjustment as pro-
vided in sections 7.02 and 7.03 of Rev.
Proc. 2015-13 or implement the change on
a cut-off basis. If the taxpayer uses a cut-
off basis, the change applies only to the
computation of ending inventories after
the beginning of the year of change, and
a § 481(a) adjustment is neither permitted
nor required if a change is made on a cut-
off basis.

(6) Designated automatic account-
ing method change number. The des-
ignated automatic accounting method
change number for changes in methods
of accounting under this section 22.15 is
“204.”

(7) Contact information. For further
information regarding a change under
this section, contact Michael Supanick at
(202) 317-7007 (not a toll-free number).

.16 Certain changes within the retail
inventory method.

(1) Description of change. This change
applies to a taxpayer using the retail
inventory method that wants to change
from including to not including temporary
markups and markdowns in determining
the retail selling prices of goods on hand
at the end of the taxable year.
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(2) Inapplicability. This change does
not apply to a taxpayer that accounts for
inventory, or proposes to account for
inventory, under § 471(c) or § 1.471-1(b).
For taxable years beginning on or after
January 5, 2021, a taxpayer is required to
comply with § 1.471-1(b).

(3) Designated automatic account-
ing method change number. The des-
ignated automatic accounting method
change number for changes in methods
of accounting under this section 22.16 is
€225

(4) Contact information. For further
information regarding a change under
this section, contact Michael Supanick at
(202) 317-7007 (not a toll-free number).

.17 Change from currently deducting
inventories to permissible methods of
identification and valuation of inventories.

(1) Description of change.

(a) Applicability. This change applies
to a taxpayer that wants to change from
currently deducting inventories to a
permissible method of identifying and
valuing inventories. For example, a tax-
payer currently deducting inventories
may change to using the first-in, first-out
(FIFO) method as its inventory-identifi-
cation method and cost or market, which-
ever is lower (LCM), as its inventory-val-
uation method.

(b) Inapplicability. This change does
not apply to:

(i) any change for real property or
improvements to the real property because
real property is not inventoriable property
under § 1.471-1;

(i1) a taxpayer who meets the defini-
tion of a “dealer in securities” under both
§ 1.471-5 and § 475 because such dealer
is required to account for securities, as
defined in § 475, under § 475 and may not
use the rules described in § 1.471-5 for
those securities;

(iii) any change described in another
section of this revenue procedure or in
other guidance published in the Internal
Revenue Bulletin, or to any change within
the last-in, first-out (LIFO) inventory
method. For example, this change does not
apply to a taxpayer that wants to change to
a rolling-average method (but see section
22.13 of this revenue procedure) or to a
taxpayer that accounts for inventory, or
proposes to account for inventory, under
§471(c) or § 1.471-1(b). For taxable years
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beginning on or after January 5, 2021,
a taxpayer is required to comply with
§ 1.471-1(b). See, however, section 22.18,
22.19 or 22.20 of this revenue procedure,
as applicable; or

(iv) any change to a method of allocat-
ing costs to inventory under § 471 or any
change to a method under § 263A (but see
sections 12.01 and 12.02 of this revenue
procedure).

(c) Permissible method defined. For
purposes of this change, a permissible
method is an inventory method of identi-
fication or valuation, or both, specifically
permitted for inventories by the Code,
the regulations, or other guidance pub-
lished in the Internal Revenue Bulletin, or
a decision of the United States Supreme
Court. However, an otherwise permissible
inventory method is not permissible under
this section 22.17 for a specific taxpayer if
that taxpayer is prohibited from using that
method or if that taxpayer is required to
use a different method.

(2) Designated automatic accounting
method change number. The designated
automatic accounting method change num-
ber for changes in methods of accounting
under this section 22.17 is “230.”

(3) Contact information. For further
information regarding a change under this
section, contact Adam Kobler at (202)
317-7007 (not a toll-free number).

18 Small business taxpayer § 471(c)
inventory methods.

(1) Description of change. This change
applies to a small business taxpayer, as
defined in section 22.18(2) of this revenue
procedure, that wants to change its § 471
method of accounting for inventory to one
of the following methods:

(a) the section 471(c) non-incidental
materials and supplies (NIMS) inventory
method provided in § 1.471-1(b)(4);

(b) the AFS section 471(c) inventory
method provided in § 1.471-1(b)(5), for
taxpayers with an AFS, as defined in
§ 1.471-1(b)(5)(ii), or

(c) the non-AFS section 471(c) inven-
tory method provided in § 1.471-1(b)(6),
for taxpayers that do not have an AFS, as
defined in § 1.471-1(b)(5)(ii).

(2) Small business taxpayer defined.
Small business taxpayer means a taxpayer,
other than a tax shelter under § 448(d)
(3) and § 1.448-2(b)(2) that meets the
§ 448(c) gross receipts test as provided in
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§ 448(c)and § 1.471-1(b)(2). The § 448(c)
gross receipts test is met if a taxpayer has
average annual gross receipts for the three
prior taxable years of $25,000,000 or less
(adjusted for inflation), as described in
§ 448(c) and § 1.448-2(c). For a taxable
year beginning in 2022, the inflation-ad-
justed amount is $27,000,000. See Rev.
Proc. 2021-45, 2021-48 I.R.B. 764. For a
taxable year beginning in 2023, the infla-
tion-adjusted amount is $29,000,000. See
Rev. Proc. 2022-38, 2022-45 1.R.B. 445.
For a taxable year beginning in 2024, the
inflation-adjusted amount is $30,000,000.
See Rev. Proc. 2023-34, 2023-48 1.R.B.
1287. For a taxable year beginning in
2025, the inflation-adjusted amount is
$31,000,000. See Rev. Proc. 2024-40,
2024-45 1.R.B. 1100.

(3) Inapplicability. This change does
not apply to:

(1) any change described in section
22.19 of this revenue procedure; or

(i1) any change from the LIFO inven-
tory method under § 472. But see section
23.01 of this revenue procedure.

(4) Acceleration of § 481 adjustment.
If a taxpayer making a change under this
section 22.18 has a § 481(a) adjustment
remaining on a prior change in method
of accounting to account for inventory in
accordance with § 1.471-1(a), then it must
take the remaining portion of such prior
§ 481(a) adjustment into account in the
year of change.

(5) Eligibility rule inapplicable. For a
change described in section 22.18(1) of
this revenue procedure, if the taxpayer
changed from accounting for inventory
in accordance with § 471(c) and § 1.471-
1(b) to accounting for inventory in accor-
dance with § 1.471-1(a) within the prior
five taxable years ending with the year of
change, and such change was made in the
first taxable year that the taxpayer did not
qualify as a small business taxpayer, then
such prior change is disregarded for pur-
poses of section 5.01(1)(f) of Rev. Proc.
2015-13,2015-5 I.LR.B. 419.

(6) Reduced filing requirement. A tax-
payer is required to complete only the fol-
lowing information on Form 3115 (Rev.
December 2022) to make this change:

(1) The identification section of page 1
(above Part I);

(1) The signature section at the bottom
of page 1;
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(iii) Part [;

(iv) Part II, all lines except line 16; and

(v) Part IV, all lines except line 25.

(7) Concurrent automatic changes.
A taxpayer making a change under this
section 22.18 and a change under section
15.17 and/or 12.16 of this revenue pro-
cedure for the same year of change may
file a single Form 3115 for all changes
provided the taxpayer enters the desig-
nated automatic change numbers for the
changes on the appropriate line of Form
3115. See section 6.03(1)(b) of Rev. Proc.
2015-13 for information on making con-
current changes.

(8) Designated automatic accounting
method change number.

(a) Change to apply section 471(c)
NIMS inventory method, as provided in
section 22.18(1)(a) of this revenue proce-
dure. The designated automatic account-
ing method change number for a change to
apply the section 471(c) NIMS inventory
method as provided in section 22.18(1)(a)
of this revenue procedure is “260.”

(b) Change to apply AFS section
471(c) inventory method or non-AFS sec-
tion 471(c) inventory method, as provided
in section 22.18(1)(b) or (c) of this reve-
nue procedure. The designated automatic
accounting method change number for a
change to apply the AFS section 471(c)
method or the non-AFS section 471(c)
method provided in section 22.18(1)(b) or
(c) of this revenue procedure is “261.”

(10) Contact information. For further
information regarding a change under this
section, contact Max Fishman at (202)
317-7007 (not a toll-free number).

.19 Changes within a § 471(c) inven-
tory method.

(1) Description of change. This change
applies to a small business taxpayer, as
defined in section 22.18(2) of this revenue
procedure, that:

(a) uses the section 471(c) NIMS
inventory method as provided in § 1.471-
1(b)(4) and wants to change:

(1) to a method of identification or val-
uation permitted by § 1.471-1(b)(4)(ii)
such as, for example, specific identifica-
tion, FIFO, cost or average cost;

(i1) its allocation method to a method
permitted by § 1.471-1(b)(4)(iii); or

(iii) to capitalize a direct cost of prop-
erty produced or acquired for resale, or to
deduct an indirect cost of property pro-
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duced or acquired for resale, as provided
in § 1.471-1(b)(4)(ii); or

(b) uses the AFS section 471(c) inven-
tory method provided in § 1.471-1(b)(5),
or if the taxpayer does not have an AFS
as defined in § 1.471-1(b)(5)(ii) for the
taxable year, the non-AFS section 471(c)
inventory method provided in § 1.471-
1(b)(6), and wants to change the manner in
which it accounts for inventory in its AFS
or books and records, as applicable; and is
required to use such method of account-
ing for inventory in its AFS or its books
and records, as applicable, in applying the
AFS section 471(c) inventory method in
§1.471-1(b)(5), or the non-AFS section
471(c) inventory method in § 1.471-1(b)
(6), as applicable.

(2) Eligibility rules.

(a) Eligibility rule inapplicable. The
eligibility rule in section 5.01(1)(f) of
Rev. Proc. 2015-13 does not apply to a
change described in section 22.19(1)(b) of
this revenue procedure.

(3) Section 481(a) adjustment period.
Beginning with the year of change, a
taxpayer making a change described in
section 22.19(1)(b) of this revenue pro-
cedure must take any applicable net pos-
itive § 481(a) adjustment for such change
into account ratably over the same num-
ber of taxable years, not to exceed four,
that the taxpayer used its former method
of accounting. Additionally, a taxpayer
making a change described in section
22.19(1)(b) of this revenue procedure that
has a § 481(a) adjustment remaining on a
prior change in method of accounting that
is described in section 22.19(1)(b) of this
revenue procedure must take the remain-
ing portion of such prior § 481(a) adjust-
ment into account in the year of change.

(4) Reduced filing requirement. A tax-
payer is required to complete only the fol-
lowing information on Form 3115 (Rev.
December 2022) to make this change:

(a) The identification section of page 1
(above Part I);

(b) The signature section at the bottom
of page 1;

(c) Part I;

(d) Part II, all lines except lines 7,
16b and 16c. In the response to line 16a,
include a statement that the taxpayer satis-
fies the § 448(c) gross receipts test for the
year of change.

(e) Part IV, all lines except line 25; and
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(f) Schedule D, Part 11, lines 1-3.

(5) Concurrent automatic changes. A
taxpayer that wants to make one or more
concurrent changes in method of account-
ing under this section 22.19 or wants to
make a change under this section 22.19
and a change under sections 15.17 or
12.16 of this revenue procedure for the
same year of change may file a single
Form 3115 for such changes, provided the
taxpayer enters the designated automatic
accounting method change numbers for
each change on the appropriate lines of
the Form 3115. See section 6.03(1)(b) of
Rev. Proc. 2015-13 for more information
on making concurrent changes.

(6) No audit protection. A taxpayer
making a change in method of accounting
for inventory under section 22.19(1)(b) of
this revenue procedure does not receive
audit protection under section 8.01 of
Rev. Proc. 2015-13.

(7) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
22.19is “262.”

(8) Contact information. For further
information regarding a change under this
section, contact Max Fishman at (202)
317-7007 (not a toll-free number).

.20 Change from a small business tax-
paver § 471(c) inventory method to an
inventory method under § 471(a).

(1) Description of change. This change
applies to a taxpayer that wants to change
from using a small business taxpayer
inventory method under § 471(c) and
§ 1.471-1(b)(4), (5) or (6) to accounting
for inventory in accordance with § 471(a)
and § 1.471-1(a).

(2) Inapplicability. This change does
not apply to any change within the last-in,
first-out (LIFO) inventory method.

(3) Eligibility rule inapplicable. The
eligibility rule in section 5.01(1)(f) of
Rev. Proc. 2015-13, 2015-5 L.LR.B. 419,
does not apply to a change described in
section 22.20(1) of this revenue procedure
if such change is being made in the first
taxable year that the taxpayer does not
qualify as a small business taxpayer as
defined in section 22.18(2) of this revenue
procedure.

(4) Concurrent automatic changes. A
taxpayer making a change under this sec-
tion 22.20 and a change under sections
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12.01 or 12.02 and/or 15.01 of this reve-
nue procedure for the same year of change
may file a single Form 3115 for such
changes, provided the taxpayer enters the
designated automatic accounting method
change numbers for each change on the
appropriate lines of the Form 3115. See
section 6.03(1)(b) of Rev. Proc. 2015-13
for more information on making concur-
rent changes.

(5) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
22.20 is “263.”

(6) Contact information. For further
information regarding a change under this
section, contact Max Fishman at (202)
317-7007 (not a toll-free number).

SECTION 23. LAST-IN, FIRST-OUT
(LIFO) INVENTORIES (§ 472)

.01 Change from the LIFO inventory
method.

(1) Description of change.

(a) In general. This change applies to a
taxpayer that wants to:

(1) change from the LIFO inventory
method for all its LIFO inventory or for
the entire content of one or more dol-
lar-value pools; and

(i1) change to a permitted method or
methods as determined in section 23.01(1)
(b) of this revenue procedure.

(b) Method to be used.

(1) Determining the permitted method
to be used. A taxpayer may change to one
or more non-LIFO inventory methods for
the LIFO inventories that are the subject
of this accounting method change, but
only if the selected non-LIFO method is a
permitted method for the inventory goods
to which it will be applied. For example,
a heavy equipment dealer may change
to the specific identification method for
new heavy equipment inventories and the
replacement cost method, as described in
Rev. Proc. 2006-14, 2006-1 C.B. 350, for
heavy equipment parts inventories.

(1) Permitted method defined. For pur-
poses of this section 23.01, an inventory
method (identification or valuation, or
both) is a permitted method if it is specifi-
cally permitted for the inventory goods by
the Code, the regulations, or other guid-
ance published in the Internal Revenue
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Bulletin, or a decision of the United States
Supreme Court and if the taxpayer is nei-
ther prohibited from using that method
nor required to use a different inven-
tory method for those inventory goods.
A permitted method includes a method
described in § 1.471-1(b)(4), (5) or (6),
as applicable, provided the taxpayer is a
small business taxpayer as defined in sec-
tion 22.18(2) of this revenue procedure.

(i) Determining permitted method.
Whether an inventory method is a permit-
ted method is determined without regard
to the types and amounts of costs capital-
ized under the taxpayer’s method of com-
puting inventory cost. See § 263A and the
regulations thereunder, which govern the
types and amounts of costs required to be
included in inventory cost for taxpayers
subject to those provisions.

(2) Eligibility rules inapplicable.

(a) The eligibility rule in section 5.01(1)
(f) of Rev. Proc. 2015-13, 2015-5 L.LR.B.
419, does not apply for the first taxable
year that the taxpayer does not or will not
comply with the requirements of § 472(e)
(2) because the taxpayer has applied or
will apply International Financial Report-
ing Standards in its financial statements or
because the taxpayer has been acquired by
an entity that has not or will not use the
LIFO method in its financial statements.

(b) For a change by a small business
taxpayer to a permitted method described
in the last sentence of section 23.01(1)
(b)(ii) of this revenue procedure, if the
taxpayer changed from accounting for
inventory in accordance with § 471(c),
proposed § 1.471-1(b) or § 1.471-1(b),
as applicable, to accounting for inventory
in accordance with § 472 and the accom-
panying regulations within the prior five
taxable years ending with the year of
change, and such change was made in the
first taxable year that the taxpayer did not
qualify as a small business taxpayer, then
such change is disregarded for purposes of
section 5.01(1)(f) of Rev. Proc. 2015-13.

(3) Limitation on LIFO election. The
taxpayer may not re-elect the LIFO inven-
tory method for a period of at least five
taxable years beginning with the year of
change unless, based on a showing of
unusual and compelling circumstances,
consent is specifically granted by the
Commissioner to change the method of
accounting at an earlier time. A taxpayer
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that wants to re-elect the LIFO inventory
method within a period of five taxable
years (beginning with the year of change)
must file a Form 3115 in accordance with
the non-automatic change procedures in
Rev. Proc. 2015-13. A taxpayer that wants
to re-elect the LIFO inventory method
after a period of five taxable years (begin-
ning with the year of change) does not
file a Form 3115 using the non-automatic
change procedures in Rev. Proc. 2015-13,
but, rather, must file a Form 970, Appli-
cation To Use LIFO Inventory Method, in
accordance with § 1.472-3.

(4) Effect of subchapter S election by
corporation. See section 7.03(4)(b) and
(c) of Rev. Proc. 2015-13.

(5) Additional requirements. The tax-
payer must complete the following state-
ments and attach them to its Form 3115.
If the taxpayer will use different methods
for different inventory goods to which the
change applies, the taxpayer must com-
plete the statements for each of those dif-
ferent types of inventory goods.

(a) “The proposed method of identify-
ing [Insert description of inventory goods)
is the [Insert method, as appropriate; that
is, specific identification;, FIFO, retail;
etc.] method.”

(b) “The proposed method of valuing
[Insert description of inventory goods] is
[Insert method, as appropriate; that is,
cost; LCM; etc.].”

(6) Pool split and partial termination.
If a taxpayer must remove goods from a
LIFO inventory pool because those goods
are not within the scope of that pool (for
example, removing resale goods from a
manufacturing pool), and if the taxpayer
wants to change from the LIFO inventory
method for those removed goods, the tax-
payer may split the pool pursuant to sec-
tion 23.10 of this revenue procedure and
then may change from the LIFO method
pursuant to this section 23.01. See section
23.10(2) of this revenue procedure. The
taxpayer must file a separate Form 3115
for each such change.

(7) Section 481(a) adjustment required.

(a) General rule. A taxpayer changing
from a LIFO inventory method must com-
pute a § 481(a) adjustment for the year
of change. See section 7.02 of Rev. Proc.
2015-13.

(b) Special rule for changes that would
otherwise be implemented on a cut-off
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basis. If a taxpayer is changing from the
LIFO inventory method to a method of
accounting that is implemented on a cut-
off basis under another section of this
revenue procedure (see, e.g., sections
22.06, 22.07, and 22.13 of this revenue
procedure), the taxpayer’s § 481(a) adjust-
ment is “the LIFO recapture amount” as
defined in § 312(n)(4)(B) and (C). A tax-
payer computing the § 481(a) adjustment
under this special rule must then compute
its ending inventory value for the year of
change using the proposed method (that is,
treat the deemed change from the first-in,
first-out (FIFO) method to the proposed
method on a cut-off basis).

(8) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
23.01 is “56.”

(9) Contact information. For further
information regarding a change under
this section, contact Mia Romano at (202)
317-7007 (not a toll-free number).

.02 Determining current-year cost
under the LIFO inventory method.

(1) Description of change.

(a) Applicability. This change applies
to a taxpayer using the LIFO inventory
method that wants to change its method of
determining current-year cost to:

(1) the actual cost of the goods most
recently purchased or produced (most-re-
cent-acquisitions method);

(i1) the actual cost of the goods pur-
chased or produced during the taxable
year in the order of acquisition (earli-
est-acquisitions method);

(iii) the average unit cost equal to the
aggregate actual cost of all the goods pur-
chased or produced throughout the taxable
year divided by the total number of units
so purchased or produced. See § 1.472-
8(e)(2)(in);

(iv) the specific identification method;
or

(v) a rolling-average method if the tax-
payer uses that rolling-average method
in accordance with Rev. Proc. 2008-43,
2008-30 I.R.B. 186, as modified by Rev.
Proc. 2008-52, 2008-36 I.R.B. 587 (see
section 13).

(b) Inapplicability. This change does
not apply to a taxpayer using the lower of
cost or market method to determine cur-
rent-year cost. A taxpayer using the lower
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of cost or market method that valued
inventory below cost may not change to
a proper cost valuation under this section
23.02.

(2) Manner of making change. This
change is made using a cut-off basis and
applies only to the computations of cur-
rent-year cost after the beginning of the
year of change. Accordingly, a § 481(a)
adjustment is neither permitted nor
required.

(3) Concurrent change to a rolling-av-
erage method. A taxpayer making both
a change to a rolling-average method
of determining current-year cost for its
LIFO inventory under this section 23.02
and a change to a rolling-average method
of accounting for non-LIFO inventories
under Rev. Proc. 2008-43 (see section
22.13 of this revenue procedure) should
file a single Form 3115 for both changes,
in which case the taxpayer must enter the
designated automatic accounting method
change numbers for both changes on the
appropriate line on that Form 3115. See
section 6.03(1)(b) of Rev. Proc. 2015-13,
2015-5 L.R.B. 419, for information on
making concurrent changes.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
23.02 is “57.”

(5) Contact information. For further
information regarding a change under
this section, contact Mia Romano at (202)
317-7007 (not a toll-free number).

.03 Alternative LIFO inventory method
for retail automobile dealers.

(1) Description of change.

(a) Applicability. This change applies
to a taxpayer engaged in the trade or
business of retail sales of new automo-
biles or new light-duty trucks (“automo-
bile dealer”) that wants to change to the
“Alternative LIFO method” described in
section 4 of Rev. Proc. 97-36, 1997-2 C.B.
450, as modified by Rev. Proc. 2008-23,
2008-1 C.B. 664, for its LIFO inventories
of new automobiles and new light-duty
trucks. Light-duty trucks are trucks with a
gross vehicle weight of 14,000 pounds or
less, which also are referred to as class 1,
2, or 3 trucks.

(b) Inapplicability. This change does
not apply to an automobile dealer that
uses the inventory price index computa-
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tion (IPIC) method for goods other than
new automobiles, new light-duty trucks,
parts and accessories, used automobiles,
and used trucks.

(2) Manner of making change.

(a) Cut-off basis. This change is made
using a cut-off basis and applies only to
the computation of ending inventories
after the beginning of the year of change.
See section 5.03(6) of Rev. Proc. 97-36
for more information regarding a cut-off
basis. Accordingly, a § 481(a) adjustment
is neither permitted nor required.

(b) Concurrent change from IPIC
method. An automobile dealer using
the IPIC method that also has parts and
accessories, used automobiles, or used
light-duty trucks (other goods) inventory
may incorporate a change, using a cut-
off basis, from IPIC to another accept-
able LIFO method for those other goods
into this change. When changing from
IPIC to a dollar-value LIFO method for
its other goods, the automobile dealer
must establish separate inventory pools
for new automobiles and new light-duty
trucks, unless the automobile dealer also
concurrently changes to the Vehicle-Pool
Method (see section 23.08 of this revenue
procedure). Further, the automobile dealer
must establish a separate inventory pool
for the parts and accessories. See section
6.03(1)(b) of Rev. Proc. 2015-13, 2015-5
LLR.B. 419, for information on making
concurrent changes.

(c) Additional requirements. An auto-
mobile dealer also must comply with the
following:

(1) the conditions in section 5.03 of
Rev. Proc. 97-36; and

(i1) for an automobile dealer changing
from the IPIC method under this section
23.03, the automobile dealer also must
attach to its Form 3115 a schedule setting
forth the classes of goods for which the
automobile dealer has elected to use the
LIFO method and the accounting method
changes being made under this section
23.03 for each class of goods.

(3) Concurrent change to the Vehi-
cle-Pool Method. A taxpayer making both
a change to the Alternative LIFO Method
under this section 23.03 and a change to
the Vehicle-Pool Method under Rev. Proc.
2008-23 (see section 23.08 of this reve-
nue procedure) should file a single Form
3115 for both changes, in which case the
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taxpayer must enter the designated auto-
matic accounting method change numbers
for both changes on the appropriate line
on that Form 3115. See section 6.03(1)(b)
of Rev. Proc. 2015-13 for information on
making concurrent changes.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
23.03 is “58.”

(5) Contact information. For further
information regarding a change under
this section, contact Mia Romano at (202)
317-7007 (not a toll-free number).

.04 Used vehicle alternative LIFO
method.

(1) Description of change. This change
applies to a taxpayer that sells used auto-
mobiles and used light-duty trucks (“used
vehicle dealers”) that wants to change
to the “Used Vehicle Alternative LIFO
Method” as described in Rev. Proc.
2001-23, 2001-1 C.B. 784, as modified
by Announcement 2004-16, 2004-1 C.B.
668, and Rev. Proc. 2008-23, 2008-1 C.B.
664.

(2) Additional requirements. A tax-
payer making this change must comply
with the additional conditions set forth in
section 5.04 of Rev. Proc. 2001-23.

(3) Manner of making change.

(a) Cut-off basis. This change is made
on a cut-off basis, which requires that the
value of the taxpayer’s used automobile
and used light-duty truck inventory at the
beginning of the year of change must be
the same as the value 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.
Accordingly, a § 481(a) adjustment is nei-
ther permitted nor required.

(b) Bargain purchase. If the taxpayer
has previously improperly accounted for
a bulk bargain purchase, the taxpayer
must, as part of this change, first change
its method of accounting to comply with
Hamilton Industries, Inc. v. Commis-
sioner, 97 T.C. 120 (1991), and compute
a § 481(a) adjustment for that part of
the change. See Announcement 91-173,
1991-47 1.R.B. 29. Upon examination, if
a taxpayer has properly changed under
this section 23.04 except for complying
with this section 23.04(3)(b), an examin-
ing agent may not deny the taxpayer the
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change. However, the taxpayer does not
receive audit protection under section
8.01 of Rev. Proc. 2015-13, 2015-5 L.LR.B.
419, with respect to the improper method
of accounting for the bargain purchase.
See section 8.02(2) of Rev. Proc. 2015-13.
Accordingly, the examining agent may
make any necessary adjustments in any
year for which the period of limitations on
assessment and collection of tax is open
to effect compliance with Hamilton Indus-
tries, Inc.

(c) New base year. In effecting a
change to the Used Vehicle Alternative
LIFO Method under this revenue proce-
dure, the taxpayer must retain any LIFO
inventory cost increments previously
determined and the value of those incre-
ments. Instead of using the earliest taxable
year for which the taxpayer adopted LIFO
as the base year, the taxpayer must use
the year of change as the new base year in
determining the value of all existing LIFO
cost increments for the year of change and
later taxable years. (The cumulative index
at the beginning of the year of change is
1.00). The taxpayer must restate the base-
year cost of all LIFO cost increments at
the beginning of the year of change in
terms of new base-year costs, using the
year of change as the new base year, and
must recompute the indexes for previ-
ously determined inventory increments
accordingly. The new base-year cost of a
pool is equal to the total current-year cost
of all the vehicles in the pool.

(d) Form 3115. A completed Form
3115 includes the completion of Part I of
Schedule C.

(4) Concurrent change from IPIC
method. A used vehicle dealer using
the IPIC method that also has parts and
accessories, new automobiles, or new
light-duty trucks (other goods) inventory
may incorporate a change, using a cut-off
basis, from IPIC to another acceptable
LIFO method for those other goods into
this change. When changing from IPIC to
a dollar-value LIFO method for its other
goods, the used vehicle dealer must estab-
lish separate inventory pools for new auto-
mobiles and new light-duty trucks, unless
the used vehicle dealer also concurrently
changes to the Vehicle-Pool Method (see
section 23.08 of this revenue procedure).
Further, the used vehicle dealer must
establish a separate inventory pool for the
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parts and accessories. See section 6.03(1)
(b) of Rev. Proc. 2015-13 for information
on making concurrent changes.

(5) Concurrent change to the Vehi-
cle-Pool Method. A taxpayer making both
a change to the Used Vehicle Alternative
LIFO Method under this section 23.04
and a change to the Vehicle-Pool Method
under Rev. Proc. 2008-23 (see section
23.08 of this revenue procedure) should
file a single Form 3115 for both changes,
in which case the taxpayer must enter the
designated automatic accounting method
change numbers for both changes on the
appropriate line on that Form 3115. See
section 6.03(1)(b) of Rev. Proc. 2015-13
for information on making concurrent
changes.

(6) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
23.04 is “59.”

(7) Contact information. For further
information regarding a change under
this section, contact Mia Romano at (202)
317-7007 (not a toll-free number).

.05 Determining the cost of used vehi-
cles purchased or taken as a trade-in.

(1) Description of change.

(a) Applicability. This change applies
to a taxpayer using the LIFO inventory
method that wants to:

(1) determine the cost of used vehicles
acquired by trade-in using the average
wholesale price listed by an official used
vehicle guide on the date of the trade-in.
See Rev. Rul. 67-107, 1967-1 C.B. 115.
The taxpayer must consistently use the
official used vehicle guide selected unless
the taxpayer receives permission to use a
different guide;

(i1) use a different official used vehi-
cle guide for determining the cost of used
vehicles acquired by trade-in;

(iii) determine the cost of used vehicles
purchased for cash using the actual pur-
chase price of the vehicle; or

(iv) reconstruct the beginning-of-the-
year cost of used vehicles purchased for
cash using values computed by national
auto auction companies based on vehi-
cles purchased for cash. The national auto
auction company selected must be consis-
tently used.

(b) Inapplicability. This change does
not apply to a taxpayer that adopted or
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changed to the Used Vehicle Alternative
LIFO Method (see section 23.04 of this
revenue procedure).

(2) Manner of making change. This
change is made on a cut-off basis and
applies only to used vehicles acquired
on or after the beginning of the year of
change. Accordingly, a § 481(a) adjust-
ment is neither permitted nor required.

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
23.05 is “60.”

(4) Contact information. For further
information regarding a change under
this section, contact Mia Romano at (202)
317-7007 (not a toll-free number).

.06 Change to the inventory price index
computation (IPIC) method.

(1) Description of change. This change
applies to a taxpayer that wants to change:

(a) from a non-IPIC LIFO inventory
method to the IPIC method in accordance
with all relevant provisions of § 1.472-
8(e)(3); or

(b) from the IPIC method as described
in T.D. 7814, 1982-1 C.B. 84, (March 15,
1982) (the old IPIC method) to the IPIC
method as described in § 1.472-8(¢e)(3)
(see T.D. 8976, 2002-1 C.B. 421, (January
8, 2002)) (the new IPIC method), which
includes the following required changes
(if applicable):

(1) from using 80% of the inventory
price index (IPI) to using 100% of the IPI
to determine the base-year cost and dol-
lar-value of a LIFO pool(s);

(i1) from using a weighted arithme-
tic mean to using a weighted harmonic
mean to compute an IPI for a dollar-value
pool(s); and

(iii) from using a components-of-cost
method to define inventory items to using
a total-product-cost method to define
inventory items.

(2) Manner of making change. This
change is made on a cut-off basis and
applies only to the computation of ending
inventories after the beginning of the year
of change. Accordingly, a § 481(a) adjust-
ment is neither permitted nor required.

(3) Bargain purchase. If the taxpayer
has previously improperly accounted for
a bulk bargain purchase, the taxpayer
must, as part of this change, first change
its method of accounting to comply with
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Hamilton Industries, Inc. v. Commis-
sioner, 97 T.C. 120 (1991), and compute
a § 481(a) adjustment for that part of
the change. See Announcement 91-173,
1991-47 I.R.B. 29. Upon examination, if
a taxpayer has properly changed under
this section 23.06 except for comply-
ing with section 23.06(3) of this rev-
enue procedure, an examining agent
may not deny the taxpayer the change.
However, the taxpayer does not receive
audit protection under section 8.01 of
Rev. Proc. 2015-13, 2015-5 .LR.B. 419,
with respect to the improper method of
accounting for the bargain purchase. See
section 8.02(2) of Rev. Proc. 2015-13.
Accordingly, the examining agent may
make any necessary adjustments in any
year for which the period of limitations
on assessment and collection of tax is
open to effect compliance with Hamil-
ton Industries, Inc.

(4) Concurrent automatic changes.

(a) A taxpayer making this change
and to change its method of determining
current-year cost under section 23.02 of
this revenue procedure for the same year
of change may file a single Form 3115
for both changes, provided the taxpayer
enters the designated automatic account-
ing method change numbers for both
changes on the appropriate line on that
Form 3115. See section 6.03(1)(b) of Rev.
Proc. 2015-13 for information on making
concurrent changes.

(b) A taxpayer making this change and
to change its method of pooling to IPIC-
method pools described in § 1.472-8(b)
(4) or § 1.472-8(c)(2) under section 23.07
of this revenue procedure for the same
year of change may file a single Form
3115, provided the taxpayer enters the
designated automatic accounting method
change numbers for both changes on the
appropriate line on that Form 3115. See
section 6.03(1)(b) of Rev. Proc. 2015-13
for information on making concurrent
changes.

(c) A taxpayer making this change and
a change to its method of pooling under
section 23.10 of this revenue procedure
for the same year of change may file a
single Form 3115, provided the taxpayer
enters the designated automatic account-
ing method change numbers for both
changes on the appropriate line on that
Form 3115. See section 6.03(1)(b) of Rev.
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Proc. 2015-13 for information on making
concurrent changes.

(5) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
23.06is “61.”

(6) Contact information. For further
information regarding a change under
this section, contact Mia Romano at (202)
317-7007 (not a toll-free number).

.07 Changes within the inventory price
index computation (IPIC) method.

(1) Description of change. This change
applies to a taxpayer using the IPIC
method described in § 1.472-8(e)(3) as
revised by T.D. 8976, 2002-1 C.B. 421,
(new IPIC method) that wants to make
one or more of the following changes:

(a) change from the double-exten-
sion IPIC method to the link-chain IPIC
method, or vice versa. See § 1.472-8(e)
(3)(iii)(E) for principles concerning the
computation of the inventory price index
under the double-extension IPIC method
and the link-chain IPIC method;

(b) change to or from the 10 percent
method. See § 1.472-8(e)(3)(iii)(C) for
principles concerning the assignment of
inventory items to Bureau of Labor Sta-
tistics (BLS) categories under the IPIC
method;

(¢) change to IPIC-method pools
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 rules;

(d) change to 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 (Consumer Price Index for
All Urban Consumers (CPI-U): U.S. city
average, detailed expenditure categories)
of the monthly CPI Detailed Report to
Table 9 (Producer price indexes (PPI) and
percent changes for commodity and ser-
vice groupings and individual items, not
seasonally adjusted) of the monthly PPI
Detailed Report (formerly, Table 6), or
vice versa. See § 1.472-8(e)(3)(iii)(B)(2)
for principles concerning the selection of
a BLS table under the IPIC method;

(f) change the assignment of one or
more inventory items to BLS categories
under either Table 3 (CPI-U): U.S. City
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average, detailed expenditure categories
of the monthly CPI Detailed Report or
Table 9 (PPI and percent changes for com-
modity and service groupings and individ-
ual items, not seasonally adjusted) of the
monthly PPI Detailed Report (formerly,
Table 6). See § 1.472-8(e)(3)(iii)(C) for
principles concerning the assignment of
inventory items to BLS categories under
the IPIC method. As part of this change,
a taxpayer may separate a reassigned
item from an inappropriate pool and com-
bine the reassigned item with items in an
appropriate pool. See § 1.472-8(g)(2) for
principles concerning the manner of com-
bining and separating dollar-value pools;

(g) change the representative month
when necessitated because of a change
in taxable year or a change in method of
determining current-year cost made pur-
suant to section 23.02 of this revenue
procedure. See § 1.472-8(e)(3)(iii)(B) for
principles concerning the determination
of a representative month under the IPIC
method. A change in method of determin-
ing current-year cost and a change of the
representative month may be made using
a single Form 3115, provided the taxpayer
enters the designated automatic account-
ing method change numbers for both
changes on the appropriate line on that
Form 3115;

(h) change from using preliminary BLS
price indexes to using final BLS price
indexes to compute an inventory price
index, or vice versa. See § 1.472-8(¢e)(3)
(1ii)(D)(2) for principles concerning the
selection of BLS price indexes under the
IPIC method; and

(1) change from using a representative
appropriate month to using an appropriate
month. See § 1.472-8(e)(3)(iii)(B)(3) for
principles concerning the selection of an
appropriate month.

(2) Certain eligibility rule inapplicable.
The eligibility rule in section 5.01(1)(f) of
Rev. Proc. 2015-13, 2015-5 L.LR.B. 419,
does not apply to the changes described
in sections 23.07(1)(d), (f) in the case of
a taxpayer using the 10 percent method
described in § 1.472-8(e)(3)(iii)(C)(2),
and (g) of this revenue procedure.

(3) Manner of making change.

(a) Cut-off basis. These changes are
made on a cut-off basis and apply only
to the computation of ending inventories
after the beginning of the year of change.
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Accordingly, a § 481(a) adjustment is nei-
ther permitted nor required.

(b) New base year. A taxpayer that
changes pursuant to sections 23.07(1)(a),
(b), and (e) of this revenue procedure must
establish a new base year in the year of
change.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
23.07 is “62.”

(5) Contact information. For further
information regarding a change under
this section, contact Mia Romano at (202)
317-7007 (not a toll-free number).

.08 Changes to the Vehicle-Pool
Method.

(1) Description of change. This change
applies to a retail dealer or wholesale dis-
tributor (“reseller”) of cars and light-duty
trucks that wants to change to the “Vehi-
cle-Pool Method” as described in Rev.
Proc. 2008-23, 2008-1 C.B. 664.

(2) Manner of making change.

(a) Cut-off basis. This change is made
on a cut-off basis and applies only to the
computation of ending inventories after
the beginning of the year of change.
Accordingly, a § 481(a) adjustment is nei-
ther permitted nor required. A reseller that
changes its method of pooling under Rev.
Proc. 2008-23 and this section 23.08 must
comply with § 1.472-8(g).

(b) New base year. Instead of using the
earliest taxable year for which the reseller
adopted the LIFO method for any items in
a pool, the reseller must use the year of
change as the base year when determining
the LIFO value of that pool for the year of
change and subsequent taxable years (that
is, the cumulative index at the beginning
of the year of change is 1.00). The reseller
must restate the base-year cost of all layers
of increment in a pool at the beginning of
the year of change in terms of new base-
year cost. For an example of establishing
a new base year, see § 1.472-8(e)(3)(iv)
BY(D)).

(3) Concurrent change to the Alter-
native LIFO Method or the Used Vehi-
cle Alternative LIFO Method. A reseller
making both a change to the Vehicle-Pool
Method under this section 23.08 and a
change to the Alternative LIFO Method
under Rev. Proc. 97-36 (see section 23.03
of this revenue procedure) or the Used
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Vehicle Alternative LIFO Method under
Rev. Proc. 2001-23 (see section 23.04
of this revenue procedure) should file a
single Form 3115 for both changes, in
which case the taxpayer must enter the
designated automatic accounting method
change numbers for both changes on the
appropriate line on that Form 3115. See
section 6.03(1)(b) of Rev. Proc. 2015-13,
2015-5 L.R.B. 419, for information on
making concurrent changes.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
23.08 is “112.”

(5) Contact information. For further
information regarding a change under
this section, contact Mia Romano at (202)
317-7007 (not a toll-free number).

.09 Changes within the used vehicle
alternative LIFO method.

(1) Description of change. This change
applies to a taxpayer using the “Used
Vehicle Alternative LIFO Method” as
described in Rev. Proc. 2001-23, 2001-1
C.B. 784, as modified by Announce-
ment 2004-16, 2004-1 C.B. 668, and
Rev. Proc. 2008-23, 2008-1 C.B. 664,
that wants to change the particular “offi-
cial used vehicle guide” utilized by the
taxpayer in connection with the Used
Vehicle Alternative LIFO Method or any
change in the precise manner of its utili-
zation (for example, a change in the spe-
cific guide category that a taxpayer uses
to represent vehicles of average condi-
tion for purposes of section 4.02(5)(a) of
Rev. Proc. 2001-23).

(2) Manner of making change.

(a) Cut-off basis. This change is made
on a cut-off basis and applies only to the
computation of ending inventories after
the beginning of the year of change.
Accordingly, a § 481(a) adjustment is nei-
ther permitted nor required.

(b) New base year. A taxpayer that
changes its method pursuant to this sec-
tion 23.09 must establish a new base year
in the year of change.

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
23.09 is “140.”

(4) Contact information. For further
information regarding a change under
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this section, contact Mia Romano at (202)
317-7007 (not a toll-free number).

.10 Changes to dollar-value pools of
manufacturers.

(1) Description of change. This change
applies to a manufacturer that:

(a) purchases goods for resale (resale
goods) and, thus, must reassign resale
goods from the pool(s) it maintains for
the goods it manufactures to one or more
resale pools;

(b) wants to change from using multi-
ple pools described in § 1.472-8(b)(3) to
using natural business unit (NBU) pools
described in § 1.472-8(b)(1), or vice
versa; or

(c) wants to reassign items in NBU
pools described in § 1.472-8(b)(1) into the
same number or a greater number of NBU
pools.

(2) Manner of making change. This
change is made on a cut-off basis and
applies only to the computation of ending
inventories after the beginning of the year
of change. Accordingly, a § 481(a) adjust-
ment is neither permitted nor required. A
taxpayer that changes its method of pool-
ing pursuant to this section 23.10 must
combine or separate pools as required by
§ 1.472-8(g). If a taxpayer splits a pool
into two or more permissible pools pur-
suant to this section 23.10, which must
be implemented on a cut-off basis, the
taxpayer then may file a separate Form
3115 to change from the LIFO inventory
method for one or more of the resulting
pools pursuant to section 23.01 of this
revenue procedure, which must be imple-
mented with a § 481(a) adjustment.

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
23.10is “141.”

(4) Contact information. For further
information regarding a change under
this section, contact Mia Romano at (202)
317-7007 (not a toll-free number).

SECTION 24. MARK-TO-MARKET
ACCOUNTING METHODS (Including
§475)

.01 Commodities dealers, securities
traders, and commodities traders elect-
ing to use the mark-to-market method of
accounting under § 475(e) or (f).
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(1) Description of change. This
change applies to certain taxpayers that
have elected to use the mark-to-market
method 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
makes a timely election under § 475(e)
or (f), then beginning with the first tax-
able year for which the election is effec-
tive (election year), mark to market is the
only permissible method of accounting
for securities or commodities, as defined
in § 475(c)(2), subject to the election.
Thus, if the electing taxpayer’s method
of accounting for its taxable year imme-
diately preceding the election year for
securities or commodities subject to the
election is inconsistent with § 475, the
taxpayer is required to change its method
of accounting to comply with the election
by filing a Form 3115 under the proce-
dures in section 24.01(5) of this reve-
nue procedure. A taxpayer that makes a
§ 475(e) or (f) election but fails to change
its method of accounting under the proce-
dures in section 24.01(5) of this revenue
procedure to comply with that election is
using an impermissible method. See sec-
tion 4 of Rev. Proc. 99-17.

(2) Applicability. This change applies
to a taxpayer if all of the following condi-
tions are satisfied:

(a) the taxpayer is a commodities
dealer, securities trader, or commodities
trader that has made a valid election under
§ 475(e) or (f) (see section 5.03(1) of Rev.
Proc. 99-17) and that is required to change
its method of accounting to comply with
the election;

(b) the method of accounting to which
the taxpayer changes is in accordance with
its election under § 475(e) or (f);

(c) the year of change is the election
year; and

(d) the taxpayer has not revoked a pre-
vious § 475(e) or (f) election, whichever
is applicable, within the five taxable years
ending with the election year. (If this
condition is not met, the taxpayer must
request the change to resume using the
mark-to-market method under the proce-
dures in section 24.01(7) of this revenue
procedure.)

(3) Certain eligibility rule inapplica-
ble. The eligibility rule in section 5.01(1)
(d) of Rev. Proc. 2015-13, 2015-5 I.LR.B.
419, does not apply to this change.
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(4) Election under Rev. Proc. 99-17.
In accordance with section 5.03(1) of
Rev. Proc. 99-17, to make a § 475(e) or
(f) election, a taxpayer must file a state-
ment satisfying the requirements in sec-
tion 5.04 of Rev. Proc. 99-17 (Election
Statement). The taxpayer must file the
Election Statement not later than the due
date (without regard to any extension) of
the original federal income tax return for
the taxable year immediately preceding
the election year and must attach the Elec-
tion Statement either to that return or, if
applicable, to a request for an extension
of time to file that return. For example, if
a calendar year individual taxpayer wants
to make a § 475(e) or (f) election for 2024
(the election year), the taxpayer must file
the Election Statement on or before April
15, 2024, with the taxpayer’s timely filed
(without regard to any extension) federal
income tax return for 2023 or the taxpay-
er’s timely filed request for an extension
of time to file the 2023 federal income tax
return.

(5) Form 3115 filing requirements. In
addition to filing the Election Statement
described in section 24.01(4) of this rev-
enue procedure, unless the election year is
the first taxable year in which the taxpayer
owns securities or commodities, which-
ever is applicable, a Form 3115 is required
to be filed with the federal income tax
return for the year of change (the election
year) in accordance with the procedures
in section 6.03(1) of Rev. Proc. 2015-13.
On the Form 3115, a taxpayer should indi-
cate that the taxpayer has filed the Elec-
tion Statement in compliance with section
5.03(1) of Rev. Proc. 99-17.

(6) Limited § 301.9100 relief. Section
301.9100-3 relief for failure to comply
with the requirements of this section 24.01
will be granted only in unusual and com-
pelling circumstances.

(7) Section 475(e) or (f) election made
within five taxable years of revoking a pre-
vious election. If a taxpayer has revoked a
previous § 475(e) election within the five
taxable years ending with the election year
for a new § 475(e) election, then the tax-
payer may not use the automatic change
procedures in Rev. Proc. 2015-13 and this
section 24.01 to resume using the mark-
to-market method of accounting pursuant
to the new § 475(e) election. Similarly, if
a taxpayer has revoked a previous § 475(f)
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election within the five taxable years
ending with the election year for a new
§ 475(f) election, then the taxpayer may
not use the automatic change procedures
in Rev. Proc. 2015-13 and this section
24.01 to resume using the mark-to-mar-
ket method of accounting pursuant to the
new § 475(f) election. To resume using
the mark-to-market method of account-
ing described in § 475 during this 5-year
period, a taxpayer must: (i) timely file, by
the due date described in section 5.03 of
Rev. Proc. 99-17, an Election Statement
that satisfies the requirements of section
5.04 of Rev. Proc. 99-17 and (ii) request a
change in method of accounting using the
non-automatic change procedures in Rev.
Proc. 2015-13.

(8) Revocation within five taxable
years of making a § 475(e) or (f) elec-
tion requires a non-automatic change.
If a taxpayer wants to revoke a § 475(e)
or (f) election, whichever is applicable,
within the five taxable years ending with
the year of change for the election (the
election year), the taxpayer must follow
the non-automatic change procedures in
section 24.02(9) of this revenue procedure
to make the change.

(9) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
24.01 is “64.”

(10) Contact information. For further
information regarding a change under this
section, contact Grace Cho at (202) 317-
6945 (not a toll-free number).

.02 Taxpayers requesting to change
their method of accounting from the mark-
to-market method of accounting described
in § 475 to a realization method.

(1) Description of change. This change
applies to any taxpayer requesting permis-
sion to change its method of accounting
for securities or commodities as defined in
§ 475 from the mark-to-market method of
accounting described in § 475 to a reali-
zation method of accounting. For exam-
ple, this section 24.02 applies when a tax-
payer is required to change its method of
accounting to a realization method after
revoking an election under § 475(e), (f)
(1), or (f)(2). This change is not limited to
a change required by § 475 (for example,
this section 24.02 applies to a change from
a mark-to-market method of accounting
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for notional principal contracts providing
for nonperiodic payments even if the tax-
payer is not subject to § 475) and, in such
a case, references to § 475 in this section
24.02 are interpreted accordingly. For
purposes of this section 24.02, a change
to a realization method of accounting
includes a change in which the taxpayer
also is required to use a mark-to-market
method of accounting under a specific
Code section to account for all or some of
the taxpayer’s securities or commodities
(for example, § 1256 for commodities).

(2) Exclusive procedure. The pro-
cedure set forth in this section 24.02 is
the exclusive procedure for changing a
taxpayer’s method of accounting from
the mark-to-market method described in
§ 475 to a realization method. Thus, fil-
ing the Notification Statement described
in section 24.02(7) of this revenue pro-
cedure is the exclusive manner of revok-
ing a § 475(e), (f)(1), or (f)(2) election.
Moreover, any taxpayer requesting per-
mission to change to a realization method
must follow the procedures described in
this section 24.02 (including the require-
ment for a timely-filed Notification State-
ment) and other applicable provisions of
Rev. Proc. 2015-13, 2015-5 L.LR.B. 419,
to request consent to change its method
of accounting for securities described in
§ 475(c)(2) (Section 475 Securities), com-
modities described in § 475(e)(2) (Section
475 Commodities), or both.

(3) Applicability. This change applies
to a taxpayer if all of the following condi-
tions in paragraphs (a) through (d) below
are satisfied:

(a) the taxpayer is using, properly or
improperly, the mark-to-market method
of accounting described in § 475;

(b) the taxpayer is requesting permis-
sion to change to a realization method of
accounting and report gains or losses from
the disposition of Section 475 Securities,
Section 475 Commodities, or both, under
§ 1001;

(c) the taxpayer meets the require-
ments of this section 24.02, including the
requirement that it timely file the Noti-
fication Statement described in section
24.02(7) of this revenue procedure; and

(d) the taxpayer has not changed to a
mark-to-market method for Section 475
Securities, Section 475 Commodities, or
both, whichever are applicable, within the
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five taxable years ending with the year of
change. (If this condition is not met, the
taxpayer must request the change from a
mark-to-market method to a realization
method under the procedures in section
24.02(9) of this revenue procedure).

(4) Inapplicability. This change does
notapply toadealerin securities, as defined
in § 475(c)(1). A dealer in securities must
request a change from a mark-to-market
method to a realization method under
the non-automatic change procedures in
Rev. Proc. 2015-13 and file a Notifica-
tion Statement that satisfies all applicable
requirements of section 24.02(7) of this
revenue procedure, including the timely
filing requirements. This change will be
made on a cut-off basis in the same man-
ner as described in section 24.02(6) of this
revenue procedure.

(5) Certain eligibility rule inapplica-
ble. The eligibility rule in section 5.01(1)
(d) of Rev. Proc. 2015-13 does not apply
to this change.

(6) Manner of making change. This
change is made using a cut-off basis and
applies only to Section 475 Securities,
Section 475 Commodities, or both, that
are accounted for using the mark-to-mar-
ket method of accounting described in
§ 475 and for which a change in method
is requested under this section 24.02.
Accordingly, a § 481(a) adjustment is nei-
ther permitted nor required.

Under the cut-off basis, a taxpayer must
make a final mark of all Section 475 Secu-
rities, Section 475 Commodities, or both,
that are being marked to market and that
are the subject of the accounting method
change being requested, on the last busi-
ness day of the year preceding the year of
change. As a result of the final mark, gain
or loss attributable to those securities and
commodities is also recognized on the last
business day of the year preceding the year
of change. In the case of any Section 475
Security or Section 475 Commodity that a
taxpayer holds on the first day of the year
of change, the taxpayer must make proper
adjustment in the amount of any subse-
quently realized gain or loss to take into
account adjustments for the gain or loss
recognized prior to the first day of the year
of change pursuant to the use of the mark-
to-market method of accounting described
in § 475 in order to prevent amounts from
being duplicated or omitted. Any change
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in value on or after the first day of the year
of change will be taken into account using
a realization method of accounting unless
section 24.02(10) of this revenue pro-
cedure permits the taxpayer to resume a
mark-to-market method and the taxpayer
resumes a mark-to-market method.

(7) Notification Statement required. In
addition to filing the Form 3115 required
under section 6.03(1) of Rev. Proc. 2015-
13, to change to a realization method of
accounting under this section 24.02, a
taxpayer must also file a Notification
Statement that satisfies the requirements
in section 24.02(7) of this revenue proce-
dure. The Notification Statement must be
filed not later than the due date (without
regard to any extension) of the original
federal income tax return for the taxable
year immediately preceding the year of
change and must be attached either to that
return or, if applicable, to a request for an
extension of time to file that return. For
example, a calendar year individual tax-
payer who wishes to revoke a § 475(e) or
(f) election for the 2024 taxable year must
file a Notification Statement that satisfies
the requirements of section 24.02(7) on or
before April 15, 2024. The Notification
Statement must be attached to the taxpay-
er’s original federal income tax return for
the 2023 taxable year or to a request for an
extension of time to file that return.

(a) Notification Statement contents.
The Notification Statement must contain
(1) the name of the taxpayer that will
change its method of accounting (that is,
the applicant), and, if applicable, the filer
(for example, its parent corporation); (2)
a statement that the taxpayer is requesting
to change its method of accounting from
the mark-to-market method of accounting
described in § 475 to a realization method;
(3) the year of change (both the beginning
and ending dates); and (4) the types of
instruments subject to the method change,
that is, Section 475 Securities, Section 475
Commodities, or both. If a taxpayer has
made an election under § 475(e), (f)(1),
or (f)(2), the taxpayer must also include a
statement revoking the taxpayer’s section
475 election or elections for the Section
475 Securities, Section 475 Commodities,
or both, for which a change in accounting
method is sought.

(b) Effect of filing Notification State-
ment. Once the taxpayer files a Notification
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Statement for the year of change, a realiza-
tion method of accounting is the only per-
missible method of accounting for Section
475 Securities, Section 475 Commodities,
or both, described in the Notification State-
ment for the entire year of change and all
subsequent years (unless section 24.02(10)
of this revenue procedure applies). A tax-
payer that files the Notification Statement
described in this section 24.02 but fails to
change its method of accounting using the
procedures described in Rev. Proc. 2015-
13 and this section 24.02 is using an imper-
missible method.

(c) Limited § 301.9100 relief. Section
301.9100 relief for failure to comply with
the requirements of this section 24.02(7)
will be granted only in unusual and com-
pelling circumstances.

(8) Additional requirements.

(a) Form 3115 filing requirements. In
addition to filing the Notification State-
ment described in section 24.02(7) of
this revenue procedure, a Form 3115
is required to be filed with the federal
income tax return for the year of change in
accordance with the procedures described
in section 6.03(1) of Rev. Proc. 2015-13.

(b) Copy of Notification Statement. A
taxpayer must attach a copy of the Noti-
fication Statement required in section
24.02(7) of this revenue procedure to its
Form 3115 filed under this section 24.02.

(¢) No audit protection for valuation.
A taxpayer does not receive audit pro-
tection under section 8.01 of Rev. Proc.
2015-13 for the method of valuation used
by the taxpayer to determine the fair mar-
ket value of the taxpayer’s Section 475
Securities, Section 475 Commodities, or
both, for a taxable year prior to the year of
change, or for a failure to comply with the
requirements in Rev. Proc. 99-17 to prop-
erly elect the mark-to-market method. See
section 8.02(2) of Rev. Proc. 2015-13.

(9) Change from a mark-to-market
method to a realization method within five
taxable years of changing to the mark-to-
market method requires a non-automatic
change. 1f a taxpayer wants to change
from a mark-to-market method to a real-
ization method for Section 475 Securities,
Section 475 Commodities, or both, within
the five taxable years ending with the year
of change in which the taxpayer changed
to the mark-to-market method for the same
item, the automatic change procedures of
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Rev. Proc. 2015-13 and this section 24.02
do not apply. Instead, the taxpayer must
request the change from a mark-to-mar-
ket method to a realization method under
the non-automatic change procedures in
Rev. Proc. 2015-13 and file a Notifica-
tion Statement that satisfies all applicable
requirements of section 24.02(7) of this
revenue procedure, including the timely
filing requirements. This change is made
on a cut-off basis as described in section
24.02(6) of this revenue procedure.

(10) Resuming the mark-to-market
method of accounting. A taxpayer may
not use the automatic change procedures
in Rev. Proc. 2015-13 and section 24.01
of this revenue procedure to resume using
the mark-to-market method of accounting
described in § 475 for the Section 475
Securities, Section 475 Commodities, or
both, that are the subject of the method
change being requested using this section
24.02 during any of the five taxable years
beginning with the year of change. To
resume using the mark-to-market method
of accounting described in § 475 during
this 5-year period, a taxpayer must: (i)
timely file, by the due date described in
section 5.03 of Rev. Proc. 99-17, an Elec-
tion Statement that satisfies the require-
ments of section 5.04 of Rev. Proc. 99-17
and (ii) request a change in method of
accounting using the non-automatic
change procedures in Rev. Proc. 2015-13.

(11) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
24.02 is “218.”

(12) Contact information. For further
information regarding a change under this
section, contact Grace Cho at (202) 317-
6945 (not a toll-free number).

SECTION 25. BANK RESERVES FOR
BAD DEBTS (§ 585)

.01 Changing from the § 585 reserve
method to the § 166 specific charge-off
method.

(1) Description of change.

(a) Applicability. This change applies
to a bank (as defined in § 581, including
a bank for which a qualified subchapter
S subsidiary (Qsub) election is filed) that
wants to change its method of account-
ing for bad debts from the § 585 reserve
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method to the § 166 specific charge-off
method.

(b) Inapplicability. This change does
not apply to a large bank as defined in
§ 585(c)(2).

(2) Certain eligibility rule inapplica-
ble. A bank that changed from the § 593
reserve method under § 593(g) to the
§ 585 reserve method is not prohibited
under section 5.01(1)(f) of Rev. Proc.
2015-13, 2015-5 I.R.B. 419, from chang-
ing its method of accounting for bad debts
under this section 25.01 solely because
of the § 593(g) change. A bank for which
a Qsub election is filed will not be pro-
hibited under section 5.01(1)(f) of Rev.
Proc. 2015-13 from changing its method
of accounting for bad debts under this sec-
tion 25.01 solely because of the deemed
liquidation of the bank arising from a
Qsub election.

(3) Section 481(a) adjustment. Gener-
ally, the amount of the § 481(a) adjust-
ment for a change in method of account-
ing under this section 25.01 is the amount
of the bank’s reserve for bad debts as of
the close of the taxable year immediately
before the year of change. However, the
amount of the § 481(a) adjustment does
not include the amount of a bank’s pre-
1988 reserves (as described in § 593(g)
(2)(A)(i1), without taking into account
§ 593(g)(2)(B)) if the bank changed in a
prior year from the § 593 reserve method
to the § 585 reserve method and § 593(g)
applied to that change. The deemed liqui-
dation of a bank occurring solely because
its parent makes a Qsub election does
not accelerate the § 481(a) adjustment.
In accordance with section 7.03(4)(a) of
Rev. Proc. 2015-13, a bank that ceases to
be a bank under § 581 must accelerate its
§ 481(a) adjustment.

(4) Change from § 585 required when
electing S corporation status.

(a) General rule. A bank electing S
corporation status (or a bank for which
a Qsub election is filed) cannot use the
§ 585 reserve method. The filing by a bank
of a Form 2553, Election by a Small Busi-
ness Corporation, or the filing by a bank’s
parent of Form 8869, Qualified Subchap-
ter S Subsidiary Election, with respect to
the bank will constitute an agreement by
the bank to change its method of account-
ing for bad debts from the § 585 reserve
method to the § 166 specific charge-off
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method effective as of the taxable year
for which the S corporation election or
Qsub election is effective (year of change)
in accordance with all of the automatic
change procedures of Rev. Proc. 2015-
13 and this section 25.01. The resulting
§ 481(a) adjustment is recognized built-in
gain under § 1374, unless the bank elects
under § 1361(g) and section 25.01(4)
(b) of this revenue procedure to take the
§ 481(a) adjustment into account in deter-
mining taxable income for the taxable
year immediately preceding the year of
change. See § 1.1374-4(d).

(b) Election to include § 481(a) adjust-
ment in taxable year immediately preced-
ing the year of change.

(1) Election requirements. A bank that
changes its method of accounting for bad
debts under this section 25.01, from the
§ 585 reserve method to the § 166 specific
charge-off method for the first taxable
year for which the bank’s S corporation
election is effective (year of change) may
elect under § 1361(g) to take into account
the amount of the resulting § 481(a)
adjustment in determining taxable income
for the taxable year immediately preced-
ing the year of change. To make this elec-
tion, a bank must (1) file an original and
copy of Form 3115 under section 6.03(1)
of Rev. Proc. 2015-13 (and any other copy
required under section 6.03) for the year of
change, (2) file an additional copy of the
Form 3115 with its original (or amended)
federal income tax return for the taxable
year immediately preceding the year of
change filed no later than the date the
original Form 3115 is properly filed under
section 6.03(1) of Rev. Proc. 2015-13
(and any other copy required under sec-
tion 6.03) and (3) include the amount of
the § 481(a) adjustment in gross income
for the taxable year immediately preced-
ing the year of change. The bank must
attach a statement to the original and both
copies of Form 3115 stating that the bank
elects under § 1361(g) to take the § 481(a)
adjustment into account in determining
taxable income for the taxable year imme-
diately preceding the year of change.

(1) Special rule for Qsub banks. In the
case of a Qsub bank, the S corporation
parent must file an original and copy of
Form 3115 under section 6.03(1) of Rev.
Proc. 2015-13 for the year of change. The
Qsub bank must file an additional copy
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of the Form 3115 with its original (or
amended) federal income tax return for
the taxable year immediately preceding
the year of change filed no later than the
date the original Form 3115 is properly
filed under section 6.03(1) of Rev. Proc.
2015-13, and include the amount of the
§ 481(a) adjustment in gross income for
the taxable year immediately preceding
the year of change. In the case of a Qsub
bank, the Form 3115 should indicate that
the “filer” is the S corporation parent and
the “applicant” is the Qsub bank.

(iii) The following example illustrates
the principles of section 25.01(4)(b) of

this revenue procedure.

Example. X, a calendar year taxpayer, is a calen-
dar year bank as defined in § 581 and is not a large
bank as defined in § 585(c)(2). For taxable years
before 2015, X accounted for its bad debts under the
§ 585 reserve method. By March 15, 2015, X prop-
erly filed a Form 2553 electing to be an S corpora-
tion effective January 1, 2015. Pursuant to section
25.01(4)(a) of this revenue procedure, the filing of the
Form 2553 constituted an agreement by X to change
from the § 585 reserve method to the § 166 specific
charge-off method for 2015 in accordance with all of
the automatic change procedures of Rev. Proc. 2015-
13, and the applicable provisions of this section
25.01. Thus, for example, X must file a Form 3115
for this 2015 change in duplicate, in accordance with
section 6.03(1) of Rev. Proc. 2015-13, by attaching
the original Form 3115 to X’s timely filed (includ-
ing any extension) original federal income tax return
for 2015 and filing a duplicate copy of the Form
3115 with the Ogden, UT, office. The amount of X’s
§ 481(a) adjustment for the change is the amount of
X’s bad debt reserve as of the close of December 31,
2014. X wishes to elect under § 1361(g) to include
the § 481(a) adjustment in income in the taxable year
ending December 31, 2014, the taxable year imme-
diately preceding the year of change. To make this
election, X must (1) file an original and copy of Form
3115 for the 2015 change under section 6.03(1) of
Rev. Proc. 2015-13, (2) file an additional copy of
that Form 3115 with its original (or amended) fed-
eral income tax return for 2014 filed no later than
the date the original Form 3115 is properly filed
under section 6.03(1) of Rev. Proc. 2015-13, and
(3) include the amount of its § 481(a) adjustment in
gross income in its return for 2014. X must attach
a statement to the original and both copies of Form
3115 stating that X elects under § 1361(g) to take the
§ 481(a) adjustment into account in determining tax-
able income for 2014, the taxable year immediately
preceding the year of change.

(5) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
25.01 is “66.”

(6) Contact information. For further
information regarding a change under this
section, contact K. Scott Brown at (202)
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317-4423 or Laura Fields at (202) 317-
6850 (not toll-free numbers).

SECTION 26. INSURANCE
COMPANIES (§§ 807, 816, 832, 833)

.01 Safe harbor method of accounting
for premium acquisition expenses.

(1) Description of change. Rev. Proc.
2002-46,2002-2 C.B. 105, sets forth a safe
harbor method of accounting for premium
acquisition expenses of certain non-life
insurance companies. Under this method,
an insurance company is permitted to treat
as premium acquisition expenses incurred
for the taxable year an amount equal to
the sum of (a) the amount of premium
acquisition expenses paid during the tax-
able year; (b) the difference between the
unpaid premium acquisition expenses
shown on the company’s annual statement
for the taxable year and the unpaid pre-
mium acquisition expenses shown on the
company’s annual statement for the pre-
ceding taxable year; and (c) the difference
between the amount of the insurance com-
pany’s pro forma premium acquisition
expenses at the end of the taxable year and
the company’s pro _forma premium acqui-
sition expenses at the end of the preced-
ing taxable year. The amount taken into
account as a net increase in the pro forma
premium acquisition expenses, however,
cannot exceed the insurance company’s
unearned premium reserve offset amount
for that year. A special rule applies to pre-
mium acquisition expenses with respect to
certain contracts with installment premi-
ums. See Rev. Proc. 2002-46.

(2) Applicability. The automatic change
in this section 26.01 applies to any insur-
ance company that is subject to tax under
§ 831(a) and determines its premiums
earned for insurance contracts during the
taxable year under § 832(b)(4) in accor-
dance with the provisions of § 1.832-4.
The automatic change does not apply to an
existing Blue Cross or Blue Shield organi-
zation or any other organization to which
§ 833 applies.

(3) Certain eligibility rules inappli-
cable. The eligibility rules in sections
5.01(1)(d) and (f) of Rev. Proc. 2015-13,
2015-5 I.LR.B. 419, do not apply to this
change.

(4) Designated automatic accounting
method change number. The designated
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automatic accounting method change
number for a change under this section
26.01 is “67.”

(5) Contact information. For further
information regarding a change under
this section, contact Rebecca L. Baxter at
(202) 317-6995 (not a toll-free number).

.02 Certain changes in method of
accounting for organizations to which
$ 833 applies.

(1) Description of change. This change
applies to an existing Blue Cross or Blue
Shield organization within the meaning of
§ 833(c)(2), or an organization described
in § 833(c)(3), that is required to change
its method of accounting for unearned
premiums by reason of failing to meet the
Medical Loss Ratio (MLR) requirements
of § 833(c)(5), or by reason of meeting
the MLR requirements of § 833(c)(5)
after failing to meet those requirements
in a prior year. See Notice 2011-4, 2011-2
I.R.B. 282.

(2) Certain eligibility rules inappli-
cable. The eligibility rules in sections
5.01(1)(d) and (f) of Rev. Proc. 2015-13,
2015-5 L.LR.B. 419, do not apply to this
change.

(3) Accelerated § 481(a) adjustment
period in certain situations. In addition
to the circumstances set forth in sec-
tion 7.03(4) of Rev. Proc. 2015-13, the
§ 481 adjustment period provided in sec-
tion 7.03 of Rev. Proc. 2015-13 will be
accelerated in the event a taxpayer with
a remaining balance of a § 481(a) adjust-
ment that arose by reason of a change in
method of accounting described in this
section 26.02 is required to effect another
change in method of accounting described
in this section 26.02. Thus, for example,
a taxpayer that fails to satisfy the require-
ments of § 833(c)(5) and as a result has a
positive § 481(a) adjustment, is required
to accelerate the remaining balance, if
any, of that adjustment in a subsequent
taxable year in which the taxpayer meets
the requirements of § 833(c)(5).

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
26.02 is “155.”

(5) Contact information. For further
information regarding this section, contact
Rebecca L. Baxter at (202) 317-6995 (not
a toll-free number).
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.03 Change in qualification as life/non-
life insurance company under § 816.

(1) Description of change. This change
applies to an insurance company that
changes from being taxed as a life insur-
ance company under part I of subchapter
L to being taxed as a non-life insurance
company under part II of subchapter L,
or vice versa. Whether an insurance com-
pany is taxed under § 801 as a life insur-
ance company under part I of subchapter
L is determined under § 816.

(2) Certain eligibility rules inappli-
cable. The eligibility rules in sections
5.01(1)(d) and (f) of Rev. Proc. 2015-13,
2015-5 I.R.B. 419, do not apply to this
change.

(3) No audit protection or ruling on
qualification as a life insurance company.
The taxpayer does not receive either: (a)
any audit protection under section 8.01 of
Rev. Proc. 2015-13 or (b) ruling reliance
under section 10 of Rev. Proc. 2015-13
in connection with the consent granted
under section 9 of Rev. Proc. 2015-13 for
a change under this section 26.03 regard-
ing whether the taxpayer qualifies as a
life insurance company. The director will
ascertain whether the taxpayer qualifies as
a life insurance company.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
26.03 is “219.”

(5) Contact information. For further
information regarding a change under
this section, contact Rebecca L. Baxter at
(202) 317-6995 (not a toll-free number).

.04 Changes in basis of computing
reserves under § 807(f).

(1) Description of change and appli-
cability. This automatic change applies
to a change in basis of computing any
item referred to in § 807(c), as described
in § 807(f), by a life insurance company
or by an insurance company that is not a
life insurance company (nonlife insurance
company). See § 1.807-4.

(2) Manner of making change.

(a)(i) Life insurance companies. If a life
insurance company changes its basis of
computing any item referred to in § 807(c)
during a taxable year (year of change),
then for purposes of applying § 807(a) and
(b) with respect to contracts issued before
the year of change, the amount of the item
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at the close of the year of change attrib-
utable to those contracts is computed on
the old basis and the amount of the item
at the opening of the succeeding taxable
year attributable to those contracts is com-
puted on the new basis. The amount of
such item attributable to contracts issued
during the year of change and thereafter
must be computed on the new basis. See
§ 1.807-4(c)(1).

(i) Nonlife insurance companies. 1If
a nonlife insurance company changes
its basis of computing an item referred
to in § 807(c)(1) (life insurance reserves
(as defined in § 816(b)) during a taxable
year (year of change), then for purposes
of applying § 832(b)(4), (A) for the year
of change, life insurance reserves at the
end of the year of change with respect to
contracts issued before the year of change
are computed on the old basis and (B) for
the year following the year of change, life
insurance reserves at the end of the pre-
ceding taxable year with respect to con-
tracts issued before the year of change are
computed on the new basis. Life insurance
reserves attributable to contracts issued
during the year of change and thereafter
must be computed on the new basis. See
§ 1.807-4(c)(2).

(iil) Requirement to file Form 3115.
A taxpayer that changes its basis of com-
puting any item referred to in § 807(c)
is subject to the procedures that apply to
obtain the automatic consent of the Com-
missioner to change a method of account-
ing. Under these procedures, (A) the tax-
payer must file Form 3115 as provided
in this section 26.04, (B) the taxpayer
will receive audit protection for taxable
years prior to the year of change as pro-
vided in section 8 of Rev. Proc. 2015-13,
2015-5 I.R.B. 419, in connection with the
change, and (C) the § 481(a) adjustment
period generally will be one taxable year
(year of change) for a negative § 481(a)
adjustment and four taxable years (year of
change and next three taxable years) for
a positive § 481(a) adjustment in accor-
dance with section 7.03(1) of Rev. Proc.
2015-13.

(iv) Examples. The following examples each illus-
trate the rules of sections 26.04(2)(a)(i) and (ii) of this
revenue procedure in two situations: (A) a change in
basis in computing life insurance reserves (reserves)
for contracts issued prior to the year of change that
results in an increase in the reserves at the end of the
year of change (negative § 481(a) adjustment) and
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(B) a change in basis in computing reserves for con-
tracts issued prior to the year of change that results

Reserve amounts.

in a decrease in the reserves at the end of the year of
change (positive § 481(a) adjustment). The following

table summarizes the reserve amounts for contracts
issued before the year of change.

Description Old Basis New Basis New Basis
(Negative § 481(a) Adjustment) (Positive § 481(a) Adjustment)
End of Year Prior to Year of Change 100
End of Year of Change 105 109 101
End of Year Following Year of Change 112 104
Section 481(a) Adjustment 105-109=(4) 105-101=4

A. Example 1. The taxpayer is a life insurance
company. Under section 26.04(2)(a)(i) of this rev-
enue procedure, reserves for contracts issued before
the year of change are reported under the old basis
at the close of the year of change and under the new
basis at the beginning of the year following the year
of change; reserves for contracts issued during the
year of change and thereafter are computed under the
new basis. The remainder of this example describes
only the deductions and income inclusions relating
to reserves for contracts issued before the year of
change.

Deduction for a net increase in reserves for the
year of change. In both the negative and positive
§ 481(a) adjustment situations, the company must
take $105 of reserves into account (on the old basis)
at the end of the year of change, resulting in a $5
increase in reserves ($105-$100) and a correspond-
ing deduction for a net increase in reserves for the
year of change.

Negative § 481(a) adjustment situation. As
described in section 26.04(2)(a)(iii) of this reve-
nue procedure, the negative § 481(a) adjustment of
$4 ($109-$105) is taken into account in the year of
change, such that the company recognizes a deduc-
tion for an increase in reserves under § 807(f) of $4
in the year of change. This results in total deductions
in the year of change of $9 ($5+$4).

At the beginning of the following year, the
company must take $109 of reserves into account
(new basis) and the deduction for the net increase in
reserves for that year is $3 ($112-$109).

Positive § 481(a) adjustment situation. As
described in section 26.04(2)(a)(iii) of this revenue
procedure, the positive § 481(a) adjustment of $4
($101-$105) is taken into account over four taxable
years, such that the company recognizes additional
income from a decrease in reserves under § 807(f)
of $1 (1/4th of the § 481(a) adjustment) in the year
of change. This results in a net reduction in taxable
income in the year of change of $4 ($5-$1).

At the beginning of the following year, the com-
pany takes $101 of reserves into account (new basis),
and the deduction for the net increase in reserves for
that year is $3 ($104-$101). The company also rec-
ognizes another 1/4th of the § 481(a) adjustment,
resulting in a $1 increase in income due to a decrease
in reserves under § 807(f) and a net reduction in tax-
able income of $2 ($3-$1) in that year. The remain-
ing $2 of the § 481(a) adjustment is recognized as a
$1 increase in income due to a decrease in reserves
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under § 807(f) in each of the two remaining years of
the § 481(a) adjustment period.

B. Example 2. The taxpayer is a nonlife insur-
ance company. Under section 26.04(2)(a)(ii) of this
revenue procedure, reserves at the end of the year
of change with respect to contracts issued before the
year of change are computed under the old basis for
the year of change and under the new basis for the
taxable year following the year of change; reserves
for contracts issued during the year of change and
thereafter are computed under the new basis. The
remainder of this example only relates to reserves for
contracts issued before the year of change.

Effect on premiums earned in year of change.
In both the negative and positive § 481(a) adjust-
ment situations, the company must add to the result
obtained under § 832(b)(4)(A) the $100 of reserves
on outstanding business at the end of the preceding
taxable year and then deduct the $105 of reserves
(computed under the old basis) on outstanding busi-
ness at the end of the year of change.

Negative § 481(a) adjustment situation. As
described in section 26.04(2)(a)(iii) of this reve-
nue procedure, the negative § 481(a) adjustment of
$4 ($109-$105) is taken into account in the year of
change, such that the company recognizes an addi-
tional reduction in premiums earned of $4 in the year
of change. This results in a total reduction in premi-
ums earned of $9 ($5+84).

In the taxable year after the year of change,
the reserves on outstanding business at the end of
the preceding year are $109 (computed on the new
basis) and the net reduction in premiums earned is
$3 ($109-$112).

Positive § 481(a) adjustment situation. As
described in section 26.04(2)(a)(iii) of this revenue
procedure, the positive § 481(a) adjustment of $4
($101-$105) is taken into account over four taxable
years, such that the company recognizes an addi-
tional $1 (1/4th of the § 481(a) adjustment) increase
in premiums earned in the year of change. This
results in a net reduction in premiums earned in the
year of change of $4 ($5-$1).

In the taxable year after the year of change,
the reserves on outstanding business at the end of
the preceding year are $101 (computed on the new
basis) and the net reduction in premiums earned is $3
($101-$104). The company also recognizes another
1/4th of the § 481(a) adjustment, resulting in an
additional $1 increase in premiums earned and a net
reduction in premiums earned of $2 ($3-$1) in that
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year. The remaining $2 of the § 481(a) adjustment
is recognized as a $1 increase in premiums earned
in each of the two remaining years of the § 481(a)
adjustment period.

(b) Section 481(a) adjustment.

(1) Computation of § 481(a) adjust-
ment at end of year. In general, a change
in basis of computing any item referred to
in § 807(c) requires an adjustment under
§ 481(a). The § 481(a) adjustment is com-
puted as of the end of the year of change
and is only with respect to contracts issued
before the year of change. See § 1.807-
4(b)(1).

(i) Number of § 481(a) adjustments.
Multiple changes during the same taxable
year in methods, assumptions, or factors,
each of which alone would constitute a
change in basis of computing any item
referred to in § 807(c), are considered a
single change in basis, and the effects
of such multiple changes are netted and
treated as a single net negative § 481(a)
adjustment or net positive § 481(a) adjust-
ment. A separate § 481(a) adjustment
must be determined for each item referred
to in § 807(c) and each such § 481(a)
adjustment must be taken into account
separately.

(ii1) Loss of company status. If for any
taxable year a taxpayer that was an insur-
ance company for the year of change is
no longer an insurance company, then the
taxpayer must take into account in the pre-
ceding taxable year (that is, the last tax-
able year it was an insurance company)
the balance of any § 481(a) adjustment. A
taxpayer that was an insurance company
for the year of change does not acceler-
ate the balance of any § 481(a) adjustment
merely because it changes from a life
insurance company to a nonlife insurance
company or because it changes from a
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nonlife insurance company to a life insur-
ance company. See § 1.807-4(b)(2).

(¢c) No ruling protection for year of
change or subsequent years. The con-
sent granted under section 9 of Rev. Proc.
2015-13 for a change under this section
26.04 is not a determination by the Com-
missioner that the new basis of computing
any item referred to in § 807(c) is a per-
missible basis of computing such item and
does not create any presumption that the
new basis is a permissible basis of com-
puting such item. The director may ascer-
tain whether the new method of account-
ing is a permissible method of accounting.
Thus, a taxpayer that changes its basis of
computing any item referred to in § 807(c)
under this section 26.04 may be required
to change or modify that basis of comput-
ing such item for the year of change or
any subsequent year if it is determined by
the Commissioner that the basis to which
the taxpayer changed does not meet the
requirements of federal income tax law.

(d) Information required to be fur-
nished. A taxpayer that files a Form 3115
(Rev. December 2022) under this section
26.04 is required to complete or provide
only the following information on Form
3115:

(1) The identification section of page 1
(above Part I);

(i1) The signature section at the bottom of
page 1;

(iii) Part I;

(iv) Part I1, lines 4, 5, 6a-d, 7a-b, 8a-d, 9,

1la-c, 12, 17, and 18;

The following information, in lieu of

completing Part II, line 14:

e Theitem in § 807(c) to which the
change in basis relates,

e The type of contract to which the
change relates,

e If a life insurance reserve, a
description of the applicable
tax reserve method (e.g., Com-

V)

missioners’ Reserve Valuation
Method or Commissioners’
Annuity Reserve  Valuation
Method),

e A description of the change in
basis,

* A description of the reason for
the change in basis, including
(1) whether the change results
from a change in the method pre-
scribed by the National Associa-
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tion of Insurance Commissioners
or from another change (such as
a change in assumption for mor-
tality, morbidity, or interest rate),
regardless of whether the change
is reflected on an annual state-
ment and (ii) whether the change
results from a prior incorrect
application of federal income tax
law and the nature of such incor-
rect application.

(vi) Part IV. (The taxpayer may indicate
that the § 481(a) adjustment is an esti-
mate or is to be determined.)

(e) Concurrent automatic changes. A
taxpayer that makes multiple changes in
basis under this section 26.04 may file
a single Form 3115 that includes all the
changes in basis for the year of change.
Likewise, a single Form 3115 may be filed
for all changes in basis for members of a
group filing a consolidated return. The
information required by section 26.04(2)
(d) of this revenue procedure is required
for each separate change for each member
of the group.

(f) Certain eligibility rule inapplicable.
The eligibility rule in section 5.01(1)(f)
of Rev. Proc. 2015-13 does not apply to a
change under this section 26.04.

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
26.04 is “240.”

(4) Contact information. For further
information regarding a change under this
section, contact Dan Phillips at (202) 317-
6995 (not a toll-free number).

SECTION 27. DISCOUNTED UNPAID
LOSSES (§ 846)

.01 Composite method for discounting
unpaid losses.

(1) Description of change. Section
846 defines “discounted unpaid losses”
for purposes of computing the insurance
company taxable income of certain insur-
ance companies. Notice 88-100, 1988-2
C.B. 439, section V, sets forth a composite
method for computing unpaid losses with
respect to accident years not separately
stated on the NAIC annual statement. Rev.
Proc. 2002-74, 2002-2 C.B. 980, section
3.01, clarifies that the composite method
of Notice 88-100, section V, is permitted,
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but not required; section 3.02 sets forth an
alternative method for those taxpayers that
do not use the composite method of sec-
tion 3.01. An insurance company using a
method provided in section 3.01 or 3.02 of
Rev. Proc. 2002-74 to compute discounted
unpaid losses, must use the same method
to compute discounted estimated salvage
recoverable. An insurance company that
currently uses a permissible method of
accounting for discounted unpaid losses
may change its method of accounting to
or from the composite method of Notice
88-100, section V, without the consent of
the Commissioner. This change applies to
insurance companies that are required to
discount unpaid losses under § 846. See
Rev. Proc. 2002-74.

(2) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
27.01 is “68.”

(3) Contact information. For further
information regarding a change under
this section, contact Rebecca L. Baxter at
(202) 317-6995 (not a toll-free number).

SECTION 28. REAL ESTATE
MORTGAGE INVESTMENT
CONDUIT (REMIC) (§§ 860A-860G)

.01 REMIC inducement fees.

(1) Description of change. A taxpayer
that receives an inducement fee in connec-
tion with becoming the holder of a noneco-
nomic residual interest in a REMIC must
take that fee into account over the remain-
ing expected life of the applicable REMIC
in accordance with § 1.446-6. This change
applies to a taxpayer that seeks to change
from any method of accounting for such
inducement fees to one of the safe harbor
methods provided under § 1.446-6(e)(1)-
(2). See Rev. Proc. 2004-30, 2004-1 C.B.
950, for additional guidance relating to
this change.

(2) Manner of making change. A tax-
payer making this change must identify
the specific safe harbor method under
§ 1.446-6(e) to which the taxpayer is
changing.

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
28.01 is “79.”
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(4) Contact information. For further
information regarding a change under
this section, contact K. Scott Brown at
(202) 317-4423 (not a toll-free number).

SECTION 29. FUNCTIONAL
CURRENCY (§ 985)

.01 Change in functional currency.

(1) Description of change. This
change applies to a taxpayer that wants
to change its functional currency or the
functional currency of a qualified busi-
ness unit (QBU) of the taxpayer. The
preceding sentence does not apply to a
QBU of a taxpayer described in § 1.985-
1(b)(1)(ii).

(2) Manner of making change. A tax-
payer making this change must make all
necessary adjustments required by such
change. See §§ 1.985-5, 1.985-8(c). A
taxpayer must attach a statement to the
Form 3115 representing that it has made
the adjustments set forth in § 1.985-5 or
§ 1.985-8(c). The statement must also
provide the amount of any unrealized
exchange gain or loss required to be
taken into account pursuant to § 1.985-5
or § 1.985-8(c) and the date on which a
taxpayer took such amount into account.
Finally, the statement must provide a
detailed and complete description of any
other adjustments required pursuant to
§ 1.985-5 or § 1.985-8(c).

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
29.01 is “70.”

(4) Contact information. For further
information regarding a change under
this section, contact Peter Merkel at (202)
317-4919 (not a toll-free number).

SECTION 30. ORIGINAL ISSUE
DISCOUNT (§§ 1272, 1273)

.01 De minimis original issue discount
(OID).

(1) Description of change. This change
applies to a taxpayer that wants to change
to the principal-reduction method of
accounting described in section 5 of Rev.
Proc. 97-39, 1997-2 C.B. 485. The prin-
cipal-reduction method of accounting is
an aggregate method of accounting for de
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minimis OID (discount) on certain loans
originated by the taxpayer.

(2) Certain eligibility rule inapplica-
ble. The eligibility rule in section 5.01(1)
(f) of Rev. Proc. 2015-13, 2015-5 L.R.B.
419, does not apply to this change.

(3) Description. The principal-reduc-
tion method of accounting is a permissible
method for use by taxpayers to account
for discount on one or more categories of
loans described in section 4.02 or 4.03 of
Rev. Proc. 97-39. If the principal-reduc-
tion method is used to account for any
loans in a category of loans, the method
must be used for the entire category of
loans. The principal-reduction method
applies only to loans described in section
3 of Rev. Proc. 97-39.

(4) Manner of making change.

(a) This change is made on a cut-off
basis and applies only to loans described
in section 3 of Rev. Proc. 97-39 that were
acquired on or after the beginning of the
year of change. Accordingly, a § 481(a)
adjustment is neither permitted nor
required.

(b) The taxpayer must maintain books
and records sufficient to satisfy the direc-
tor that old and new loans have been ade-
quately segregated.

(5) Additional requirements. On a
statement attached to the Form 3115, the
taxpayer must:

(a) identify the categories of loans to
which the proposed method will apply;
and

(b) describe any “additional catego-
ries” permitted under section 4.03 of Rev.
Proc. 97-39.

(6) No audit protection. A taxpayer
does not receive audit protection under
section 8.01 of Rev. Proc. 2015-13 in
connection with this change. See section
8.02(2) of Rev. Proc. 2015-13.

(7) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
30.01 is “72.”

(8) Contact information. For further
information regarding a change under this
section, contact K. Scott Brown at (202)
317-4423 (not a toll-free number).

.02 Proportional method of accounting
Jfor OID on a pool of credit card receiv-
ables.
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(1) Description of change. This change
applies to a taxpayer that wants to change
to the proportional method of accounting
for OID on a pool of credit card receiv-
ables as described in Rev. Proc. 2013-
26, 2013-22 1.R.B. 1160, as modified by
Rev. Proc. 2021-35, 2021-35 I.R.B. 355,
to reflect changes made to the treatment
of certain credit card fees by § 451(b),
as amended by Public Law 115-97, 131
Stat. 2054 (Dec. 22, 2017), commonly
referred to as the Tax Cuts and Jobs Act
(TCJA), and §§ 1.451-3 and 1.1275-2(1).
The proportional method of accounting
applies to OID and certain amounts that
would not otherwise be treated as OID
(for example, market discount or bond
premium). Under § 1.1275-2(1), OID does
not include items that are subject to the
timing rules in § 1.451-3, such as credit
card late fees, credit card cash advance
fees, and interchange fees (specified credit
card fees). Therefore, items subject to the
timing rules in § 1.451-3, such as speci-
fied credit card fees, are excluded from the
proportional method. See section 16.08 of
this revenue procedure for the procedures
by which a taxpayer, including a taxpayer
using the proportional method of account-
ing, can change its method of accounting
for specified credit card fees to comply
with § 451(b), as amended by the TCJA,
and §§ 1.451-3 and 1.1275-2(1).

(2) Manner of making change.

(a) This change is made on a cut-off
basis. Accordingly, a § 481(a) adjustment
is neither required nor permitted.

(b) The unaccrued OID for the pool as
of the beginning of the first period in the
year of change is equal to the unaccrued
OID for the pool as of the end of the pre-
ceding taxable year under the taxpayer’s
previous method of accounting for OID
on the pool, reduced by any amounts rep-
resenting charges or fees that are not prop-
erly treated as OID (for example, specified
credit card fees).

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
30.02 is “183.”

(4) Contact information. For further
information regarding this section, please
contact Chris Lieu at (202) 317-6945 (not
a toll-free number).
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SECTION 31. MARKET DISCOUNT
BONDS (§ 1278)

.01 Revocation of § 1278(b) election.

(1) Description of change. This change
applies to a taxpayer that wants to change
its method of accounting for market dis-
count bonds by revoking its § 1278(b)
election. Under § 1278(b), a taxpayer may
elect a method of accounting under which
market discount is currently included
in gross income for the taxable years to
which the discount is attributable. See
Rev. Proc. 92-67, 1992-2 C.B. 429, for the
procedures to make a § 1278(b) election
(including a deemed § 1278(b) election for
certain taxable years). For purposes of this
section 31.01, a taxpayer also is treated as
having made a deemed § 1278(b) election
for a taxable year if, for one or more mar-
ket discount bonds that were acquired by
the taxpayer during that taxable year, the
taxpayer includes in gross income on the
tax return for that taxable year and on the
tax return for the following taxable year
the market discount attributable to each
taxable year, other than as a result of a dis-
position of the bond or a partial principal
payment on the bond. The procedures for
revoking a § 1278 election were formerly
provided in section 7 of Rev. Proc. 92-67.

(2) Revocation of election. The revoca-
tion of a § 1278(b) election (or a deemed
§ 1278(b) election) applies to all market
discount bonds that are held by the tax-
payer on the first day of the first taxable
year for which the revocation is effec-
tive (year of change), and to all market
discount bonds that are subsequently
acquired by the taxpayer. If a § 1278(b)
election (or a deemed § 1278(b) election)
is revoked, then for purposes of § 1278(a),
accrued market discount with respect to
any bond previously subject to the elec-
tion means accrued market discount as
defined in § 1276(b) less any market dis-
count included in income while the bond
was subject to the § 1278(b) election (or
the deemed § 1278(b) election).

(3) Manner of making change. This
change is made on a cut-off basis and
applies only to market discount accruing
on or after the beginning of the year of
change. Accordingly, a § 481(a) adjust-
ment is neither permitted nor required.
Market discount accruing on a bond
prior to the year of change was currently

June 9, 2025

included in income and market discount
accruing on the bond on and after the first
day of the year of change is included in
income generally upon disposition of the
bond. See § 1276(a). Because a cut-off
basis is prescribed for this change, the
basis of any bond, adjusted for amounts
previously included in income during the
period of the election, is not affected by
the revocation.

(4) Additional requirements. On a
statement attached to the Form 3115, the
taxpayer must provide:

(a) the reason(s) for revoking the
§ 1278(b) election (or deemed § 1278(b)
election);

(b) a description of the method by
which, and the date on which, the taxpayer
made the § 1278(b) election (or deemed
§ 1278(b) election) that is being revoked;
and

(c) a statement that, after the revoca-
tion, the taxpayer will not make a constant
interest rate election for any bond that has
been subject to the § 1278(b) election (or
deemed § 1278(b) election) being revoked
and for which a constant interest rate elec-
tion was not effective in the year of acqui-
sition.

(5) Audit protection. A taxpayer may
receive audit protection, as provided
in section 8.01 of Rev. Proc. 2015-13,
2015-5 I.LR.B. 419, in connection with this
change. Any audit protection applicable
to this change under section 8.01 of Rev.
Proc. 2015-13 does not preclude the Com-
missioner from examining the method
used by the taxpayer to determine the
amount of accrued market discount under
§ 1276(b) for a taxable year prior to the
year of change.

(6) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
31.01is “73.”

(7) Contact information. For further
information regarding a change under this
section, contact Matthew P. Howard at
(202) 317-7053 (not a toll-free number).

SECTION 32. SHORT-TERM
OBLIGATIONS (§ 1281)

.01 Interest income on short-term obli-

gations.
(1) Description of change.
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(a) This change applies to a tax-
payer that wants to change its method
of accounting to comply 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, must include in gross
income any accrued interest income on
such obligations, regardless of the hold-
er’s overall method of accounting. Sec-
tion 1281 applies to all types of interest
income, including acquisition discount,
original issue discount (OID), and stated
interest. See S. Rep. No. 99-313, 99*
Cong., 2d Sess. 903 (1986), 1986-3 (Vol.
3) C.B. 903.

(¢) Section 1283(a)(l) generally
defines a short-term obligation as any
bond, debenture, note, certificate, or other
evidence of indebtedness that matures in
one year or less from its issue date.

(d) Under §§ 1281(a) and 1283(c), a
holder of a short-term obligation subject
to § 1281 must include in gross income an
amount equal to the sum of the daily por-
tions of the acquisition discount or OID,
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 modified by § 1283(c), to
determine the daily portions of acquisition
discount or OID. In addition, § 1281(a)
requires the holder to include in gross
income any stated interest that is payable
on the short-term obligation (other than
stated interest taken into account to deter-
mine the amount of the acquisition dis-
count or OID) as it accrues.

(2) Section 481(a) adjustment period.
A taxpayer must take the entire § 481(a)
adjustment into account in computing tax-
able income for the year of change.

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
32.01is “74.”

(4) Contact information. For further
information regarding a change under
this section, contact Andrea Hoffenson at
(202) 317-6945 (not a toll-free number).

.02 Stated interest on short-term loans
of cash method banks.

(1) Description of change. This change
applies to a bank that uses the cash
receipts and disbursements (cash) method
of accounting as its overall account-
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ing method and that wants to change its
method of accounting from accruing
stated interest on short-term loans made
in the ordinary course of business to using
the cash method for that interest. For
example, see Security State Bank v. Com-
missioner, 214 F.3d 1254 (10" Cir. 2000),
aff’'g 111 T.C. 210 (1998), acq., 2001-1
C.B. xix; and Security Bank Minnesota
v. Commissioner, 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 loans made by a cash method
bank in the ordinary course of its business.

(2) Certain eligibility rule inapplica-
ble. The eligibility rule in section 5.01(1)
(f) of Rev. Proc. 2015-13, 2015-5 I.LR.B.
419, does not apply to this change.

(3) Section 481(a) adjustment period.
A taxpayer making this change must take
the entire § 481(a) adjustment into account
in computing taxable income for the year
of change.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
32.02 is “75.”

(5) Contact information. For further
information regarding a change under
this section, contact Andrea Hoffenson at
(202) 317-6945 (not a toll-free number).

EFFECTIVE DATE

.01 In general. Except as otherwise
provided under this EFFECTIVE DATE
section, this revenue procedure is effective
for a Form 3115 filed on or after June 9,
2025, for a year of change ending on or
after October 31, 2024, that is filed under
the automatic change procedures of Rev.
Proc. 2015-13, 2015-5 I.R.B. 419, as clar-
ified and modified by Rev. Proc. 2015-33,
2015-24 I.R.B. 1067, and as modified by
Rev. Proc. 2021-34, 2021-35 I.R.B. 337,
Rev. Proc. 2021-26, 2021-22 I.R.B. 1163,
Rev. Proc. 2017-59, 2017-48 1.R.B. 543,
and section 17.02(b) and (c) of Rev. Proc.
2016-1,2016-1 I.R.B. 1.

.02 Transition rules. The following
transition rules apply:

(1) Limited time period to convert a
Form 3115 filed under the non-automatic
change procedures in Rev. Proc. 2015-13.
If, before June 9, 2025, a taxpayer prop-
erly filed a Form 3115 under the non-au-
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tomatic change procedures in Rev. Proc.
2015-13 requesting the Commissioner’s
consent for a change in method of account-
ing described in this revenue procedure,
and the Form 3115 is pending with the
national office on June 9, 2025, the tax-
payer may choose to make the change in
method of accounting under the automatic
change procedures in Rev. Proc. 2015-13
if the taxpayer is otherwise eligible to use
this revenue procedure and the automatic
change procedures in Rev. Proc. 2015-
13. The taxpayer must notify the national
office contact person (if unknown, fax the
notification to 855-574-9031 or send the
notification to the attention of Control
Clerk, CC:ITA, Room 4512 at the address
specified in section 9.08(6) of Rev. Proc.
2025-1, 2025-1 I.R.B. 1 (or its succes-
sor) for the Form 3115 of the taxpayer’s
intent to make the change in method of
accounting under the automatic change
procedures in Rev. Proc. 2015-13 before
the later of (a) July 9, 2025, or (b) the issu-
ance of a letter ruling granting or denying
consent for the change. The notification
should indicate that the taxpayer chooses
to convert the Form 3115 to the automatic
change procedures in Rev. Proc. 2015-13.
If the taxpayer timely notifies the national
office that it chooses to convert the Form
3115 to the automatic change procedures
in Rev. Proc. 2015-13, the national office
will send a letter to the taxpayer acknowl-
edging its request and will return the user
fee submitted with the Form 3115.

A taxpayer converting a Form 3115 to
the automatic change procedures in Rev.
Proc. 2015-13 for a change in method of
accounting described in this revenue pro-
cedure must resubmit a Form 3115 that
conforms to the automatic change proce-
dures, with a copy of the national office
letter sent acknowledging the taxpayer’s
request attached, to the IRS in Ogden, UT
by the earlier of (a) the 30" calendar day
after the date of the national office’s let-
ter acknowledging the taxpayer’s request,
or (b) the date the taxpayer is required to
file the duplicate copy of the Form 3115
under section 6.03(1)(a)(i)(B) of Rev.
Proc. 2015-13. See section 6.03(3) of
Rev. Proc. 2015-13 regarding additional
required copies of Form 3115.

For purposes of the eligibility rules in
section 5 of Rev. Proc. 2015-13, the dupli-
cate copy of the timely resubmitted Form
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3115 will be considered filed as of the date
the taxpayer originally filed the converted
Form 3115 under the non-automatic
change procedures in Rev. Proc. 2015-
13. This paragraph (1) does not extend
the date the taxpayer must file the origi-
nal (converted) Form 3115 under section
6.03(1)(a)(1)(A) of Rev. Proc. 2015-13.

A Form 3115 filed under the non-au-
tomatic change procedures in Rev. Proc.
2015-13 before June 9, 2025, for a change
in method of accounting described in this
revenue procedure, will be disregarded
for purposes of the prior five-year change
rules in sections 5.04 and 5.05 of Rev.
Proc. 2015-13 if the taxpayer converts the
Form 3115 pursuant to this paragraph (1).

(2) Forms 3115 for changes in methods
of accounting that can no longer be filed
under the automatic change procedures.
Except as provided in subsection .02(2)
(a) of this EFFECTIVE DATE section,
the following transition rules apply to the
changes in methods of accounting that
can no longer be filed under the automatic
change procedures in Rev. Proc. 2015-13
because of changes made in this revenue
procedure. Examples of such changes in
methods of accounting are described in
subsection .01(10), (12), and (16) of the
SIGNIFICANT CHANGES section of
this revenue procedure.

(a) If before June 9, 2025, a taxpayer
properly filed the original, or the duplicate
copy, of a Form 3115 under the automatic
change procedures in Rev. Proc. 2015-13
for a change in method of accounting that
can no longer be filed under the automatic
change procedures in Rev. Proc. 2015-13,
the taxpayer may continue to make that
change in method of accounting under
the automatic change procedures in Rev.
Proc. 2015-13 for the year of change.
The taxpayer is not required to resubmit
a duplicate copy of the Form 3115 to the
IRS in Ogden, UT under section 6.03(1)
(a)(i)(B) of Rev. Proc. 2015-13.

(b) If before June 9, 2025, a taxpayer
did not properly file the original, or the
duplicate copy, of a Form 3115 under
the automatic change procedures in Rev.
Proc. 2015-13 for a change in method
of accounting that can no longer be filed
under the automatic change procedures
in Rev. Proc. 2015-13, the taxpayer must
make that change in method of account-
ing under the non-automatic change pro-
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cedures in Rev. Proc. 2015-13. Notwith-
standing § 1.446-1(e)(3)(i), the taxpayer
may file a Form 3115 to request the Com-
missioner’s consent to change the method
of accounting under the non-automatic
change procedures in Rev. Proc. 2015-13
for the taxpayer’s last taxable year end-
ing before June 9, 2025, on or before the
due date of the federal income tax return
for that taxable year. Solely for purposes
of this paragraph (2)(b), the due date of
the taxpayer’s federal income tax return
includes extensions, notwithstanding that
the taxpayer may not have extended the
due date.

(3) Transition rule for taxpayers that
properly filed the duplicate copy of Form
3115 before June 9, 2025, for a change
that continues to qualify under the auto-
matic change procedures.

(a) Option to implement change as
described in Rev. Proc. 2024-23 or under
this revenue procedure. If, before June 9,
2025, a taxpayer properly filed the dupli-
cate copy of the Form 3115, pursuant to
section 6.03(1)(a)(i)(B) of Rev. Proc.
2015-13, requesting consent to change
its method of accounting for a change
described in Rev. Proc. 2024-23, 2024-
23 I.R.B. 1334, as modified prior to June
9, 2025, that continues to be eligible for
the automatic change procedures in this
revenue procedure, but has not filed its
timely filed (including extensions) origi-
nal Federal income tax return for the year
of change implementing the change, the
taxpayer may choose to implement the
change as described in either Rev. Proc.
2024-23 or this revenue procedure, but not
both.

(b) Procedures to implement change
as described in Rev. Proc. 2024-23. A
taxpayer who meets the requirements of
paragraph (3)(a) and chooses to imple-
ment the change as described in Rev.
Proc. 2024-23 is not required to resubmit
a duplicate copy of the Form 3115 to the
IRS in Ogden, UT. However, if requested
by the Director, the taxpayer must pro-
vide written substantiation that the dupli-
cate copy of the Form 3115 was filed
before June 9, 2025, pursuant to section
6.03(1)(a)(i)(B) of Rev. Proc. 2015-13.
Such written substantiation may include
proof of mailing or faxing, as appropri-
ate, of the duplicate copy of the Form
3115.
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(c) Procedures to implement the
change as described in this revenue pro-
cedure. A taxpayer who meets the require-
ments of paragraph (3)(a) and chooses to
implement the change as described in
this revenue procedure, must resubmit
a duplicate copy (with signature) of the
Form 3115 to the IRS in Ogden, UT for
the year of change under this revenue
procedure, pursuant to the requirements
of section 6.03(1)(a)(i)(B) of Rev. Proc.
2015-13. The resubmitted duplicate copy
must include the following statement
on the top of page 1 of the Form 3115:
“FILED UNDER REV. PROC. 2025-23,
AS PROVIDED IN SECTION .02(3)(c)
OF THE EFFECTIVE DATE SECTION
OF REV. PROC. 2025-23”. For purposes
of the eligibility rules in section 5 of Rev.
Proc. 2015-13, the duplicate copy of the
resubmitted Form 3115 will be con-
sidered filed as of the date the taxpayer
originally filed the duplicate copy of the
Form 3115 requesting the change under
Rev. Proc. 2024-23. This paragraph (3)
(c) does not extend the date the taxpayer
must file either the resubmitted duplicate
copy or original Form 3115 under sec-
tion 6.03(1)(a) of Rev. Proc. 2015-13. If
requested by the Director, the taxpayer
must provide written substantiation that
the duplicate copy of the Form 3115
requesting the change under Rec. Proc.
2024-23 was filed before June 9, 2025,
pursuant to section 6.03(1)(a)(i)(B) of
Rev. Proc. 2015-13. Such written sub-
stantiation may include proof of mailing
or faxing, as appropriate, of the duplicate
copy of the Form 3115.

EFFECT ON OTHER DOCUMENTS

.01 This revenue procedure amplifies
and modifies Rev. Proc. 2024-23, 2024-23
[.R.B. 1334. Rev. Proc. 2024-23, as ampli-
fied and modified, is superseded in part.
The second sentence in the subsection .01
under the EFFECT ON OTHER DOCU-
MENTS section of Rev. Proc. 2024-23
remains in effect (that is, the second sen-
tences in sections 14.01 and 14.02, and
sections 14.04, 14.05, 14.06, and 14.07
of Rev. Proc. 2011-14, 2011-4 I.R.B. 330,
remain in effect). All other sections of
Rev. Proc. 2024-23 are superseded.

.02 Rev. Proc. 2011-46,2011-42 .R.B.
518, is modified as follows:
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(1) Section 5.02(3)(a) is modified to
remove the first two sentences in the Man-
ner of Making Change section and to sub-
stitute the following three new sentences
in its place:

(a) In accordance with § 1.446-1(e)(3)
(i1), the requirement under § 1.446-1(e)
(3)(i) to file a Form 3115 is waived and a
statement in lieu of a Form 3115 is autho-
rized for this change. Notwithstanding the
definition of Form 3115 in section 3.07 of
Rev. Proc. 2015-13, 2015-5 L.LR.B. 419,
the statement in lieu of a Form 3115 that is
permitted under this paragraph 5.02(3)(a)
is considered a Form 3115 for purposes of
the automatic change procedures in Rev.
Proc. 2015-13. However, the require-
ment to file the duplicate copy, under sec-
tion 6.03(1)(a) of Rev. Proc. 2015-13, is
waived.

(2) Section 5.03(2)(a) is modified to
remove the first two sentences in the Man-
ner of Making Change section and to sub-
stitute the following three new sentences
in its place:

(a) In accordance with § 1.446-1(e)
(3)(ii), the requirement under § 1.446-
1(e)(3)(i) to file a Form 3115 is waived
and a statement in lieu of a Form 3115
is authorized for this change. Notwith-
standing the definition of Form 3115 in
section 3.07 of Rev. Proc. 2015-13, the
statement in lieu of a Form 3115 that is
permitted under this paragraph 5.03(2)
(a) is considered a Form 3115 for pur-
poses of the automatic change proce-
dures in Rev. Proc. 2015-13. However,
the requirement to file the duplicate
copy, under section 6.03(1)(a) of Rev.
Proc. 2015-13, is waived.

.03 Rev. Rul. 2004-62, 2004-1 C.B.
1072, is modified to remove the second
sentence in the CHANGE IN METHOD
OF ACCOUNTING section and to substi-
tute the following new two sentences in its
place:

A taxpayer that wants to change its
method of accounting to comply with this
revenue ruling must follow the automatic
change procedures in Rev. Proc. 2015-
13, 2015-5 L.R.B. 419, (or successor) if
the taxpayer is eligible to request such
consent under the automatic change pro-
cedures therein. The eligibility rules in
section 5.01(1) of Rev. Proc. 2015-13 (or
successor) apply to a change in method of
accounting described in section 3.04 of
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Rev. Proc. 2025-23, 2025-24 I.R.B. 1476
(or successor).

.04 Rev. Rul. 2000-7,2000-9 C.B. 712,
is modified to remove the fourth sentence
of the paragraph in the APPLICATION
section and to substitute the following
new fourth sentence:

A taxpayer that wants to change its
method of accounting to conform with
the holding in this revenue ruling must
follow the automatic change procedures
in Rev. Proc. 2015-13,2015-5 I.LR.B. 419,
(or successor) if the taxpayer is eligible to
request such consent under the automatic
change procedures therein, except that
the eligibility rule in section 5.01(1)(f) of
Rev. Proc. 2015-13 (or successor) does
not apply to a change described in section
11.03 of Rev. Proc. 2025-23, 2025-24
I.R.B. 1476 (or successor).

.05 Rev. Rul. 2000-4,2000-1 C.B. 331,
is modified to remove the second sentence
of the paragraph in the APPLICATION
section, and to substitute the following
two new sentences in that paragraph in its
place:

A taxpayer that wants to change its
method of accounting to conform with the
holding in this revenue ruling must follow
the automatic change procedures in Rev.
Proc. 2015-13,2015-5 1.R.B. 419, (or suc-
cessor) if the taxpayer is eligible to request
such consent under the automatic change
procedures therein. The eligibility rules in
section 5.01(1) of Rev. Proc. 2015-13 (or
successor) apply to a change in method
of accounting under section 3.02 of Rev.
Proc. 2025-23, 2025-24 1.R.B. 1476 (or
successor).

.06 Rev. Proc. 2007-48, 2007-2 C.B.
110, is modified to remove section 5.06(1)
and to substitute it with the following sen-
tence:

The eligibility rule in section 5.01(1)(f)
of Rev. Proc. 2015-13, 2015-5 I.LR.B. 419,
(or successor) does not apply to a change
in method of accounting described in sec-
tion 5.06 of Rev. Proc. 2007-48, and made
under section 22.08 of Rev. Proc. 2025-
23,2025-24 1.R.B. 1476 (or successor).

.07 Rev. Proc. 2007-16, 2007-1 C.B.
358, is modified as follows:

(1) The second sentence in section
4.01 is modified by substituting “and Rev.
Proc. 2015-13, 2015-5 I.R.B. 419” for
“and, as applicable, Rev. Proc. 97-27 or
Rev. Proc. 2002-9.”
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(2) The first sentence in section 4.02 is
modified by:

(a) Substituting “the non-automatic
change or automatic change procedures of
Rev. Proc. 2015-13” for “Rev. Proc. 97-27
or Rev. Proc. 2002-9, as applicable,”; and

(b) Substituting “(as defined in sec-
tion 3.19 of Rev. Proc. 2015-13)” for “(as
defined in section 5.02(2) of Rev. Proc.
97-27 or section 5.02 of Rev. Proc. 2002-
9, as applicable)”.

(3) Section 4.03 is modified by sub-
stituting “Rev. Proc. 2015-13,” for “Rev.
Proc. 97-27 or Rev. Proc. 2002-9, as
applicable,”.

.08 Rev. Proc. 2000-50, 2000-2 C.B.
601, is modified for amounts paid or
incurred in taxable years beginning after
December 31, 2021, as follows:

(1) Section 5.01 is removed as obsolete.

(2) Section 5 is modified to add the fol-
lowing sentence: Reserved.

(3) Section 8 is modified to remove all
references to section 5.

PAPERWORK REDUCTION ACT

The collection of information con-
tained in this revenue procedure has been
reviewed and approved by the Office of
Management and Budget under OMB
control numbers 1545-0074 for individ-
ual filers, 1545-0123 for business filers,
and 1545-0047 for tax-exempt filers, in
accordance with the Paperwork Reduc-
tion Act (44 U.S.C. 3507(d)). 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 OMB control
number. The collections of information in
this revenue procedure are in sections 3,
5,6,7,8,9,11,12, 15, 16, 17, 18, 20, 21,
22,23, 24, 25, 26, 29, 30, 31, and .02(3)
of the EFFECTIVE DATE section. This
information is necessary and will be used
to determine whether the taxpayer prop-
erly changed to a permitted method of
accounting. The collections of informa-
tion are required for the taxpayer to obtain
consent to change its method of account-
ing.

SIGNIFICANT CHANGES

.01 Significant changes made by this
revenue procedure to the List of Auto-
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matic Changes in Rev. Proc. 2024-23
include:

(1) Section 6.22, relating to late elec-
tions under § 168(3)(8), § 168(1)(3)(D),
and § 181(a)(1), is removed because the
section is obsolete;

(2) The following paragraphs, relating
to the § 481(a) adjustment, are clarified by
adding the phrase “for any taxable year in
which the election was made” to the sec-
ond sentence:

(a) Paragraph (2) of section 3.07, relat-
ing to wireline network asset maintenance
allowance and units of property methods
of accounting under Rev. Proc. 2011-27;

(b) Paragraph (2) of section 3.08, relat-
ing to wireless network asset maintenance
allowance and units of property methods
of accounting under Rev. Proc. 2011-28;
and

(c) Paragraph (3)(a) of section 3.11,
relating to cable network asset capitaliza-
tion methods of accounting under Rev.
Proc. 2015-12;

(3) Section 6.04, relating to a change
in general asset account treatment due to
a change in the use of MACRS property,
is modified to remove section 6.04(2)(b),
providing a temporary waiver of the eli-
gibility rule in section 5.01(1)(f) of Rev.
Proc. 2015-13, because the provision is
obsolete;

(4) Section 6.05, relating to changes in
method of accounting for depreciation due
to a change in the use of MACRS prop-
erty, is modified to remove section 6.05(2)
(b), providing a temporary waiver of the
eligibility rule in section 5.01(1)(f) of
Rev. Proc. 2015-13, because the provision
is obsolete;

(5) Section 6.13, relating to the disposi-
tion of a building or structural component
(§ 168; § 1.168(i)-8), is clarified by add-
ing the parenthetical “including the tax-
able year immediately preceding the year
of change” to sections 6.13(3)(b), (¢), (d),
and (e), regarding certain covered changes
under section 6.13;

(6) Section 6.14, relating to disposi-
tions of tangible depreciable assets (other
than a building or its structural compo-
nents) (§ 168; § 1.168(i)-8), is clarified
by adding the parenthetical “including
the taxable year immediately preceding
the year of change” to sections 6.14(3)(b),
(¢), (d), and (e), regarding certain covered
changes under section 6.14;
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(7) Section 7.01, relating to changes
in method of accounting for SRE expen-
ditures, is modified as follows. First, to
remove section 7.01(3)(a), relating to
changes in method of accounting for SRE
expenditures for a year of change that is
the taxpayer’s first taxable year begin-
ning after December 31, 2021, because
the provision is obsolete. Second, newly
redesignated section 7.01(3)(a) (formerly
section 7.01(3)(b)) is modified to remove
the references to a year of change later
than the first taxable year beginning after
December 31, 2021, because the language
is obsolete;

(8) Section 12.14, relating to interest
capitalization, is modified to provide under
section 12.14(1)(b) that the change under
section 12.14 does not apply to a taxpayer
that wants to change its method of account-
ing for interest to apply either: (1) current
§§ 1.263A-11(e)(1)(i1) and (iii); or (2) pro-
posed §§ 1.263A-8(d)(3) and 1.263A-11(e)
and (f) (REG-133850-13), as published on
May 15,2024 (89 FR 42404) and corrected
on July 24, 2024 (89 FR 59864);

(9) Section 15.01, relating to a change
in overall method to an accrual method
from the cash method or from an accrual
method with regard to purchases and sales
of inventories and the cash method for
all other items, is modified by removing
the first sentence of section 15.01(5), dis-
regarding any prior overall accounting
method change to the cash method imple-
mented using the provisions of Rev. Proc.
2001-10, as modified by Rev. Proc. 2011-
14, or Rev. Proc. 2002-28, as modified by
Rev. Proc. 2011-14, for purposes of the
eligibility rule in section 5.01(e) of Rev.
Proc. 2015-13, because the language is
obsolete;

(10) Section 15.08, relating to changes
from the cash method to an accrual method
for specific items, is modified to add new
section 15.08(1)(b)(ix) to provide that the
change under section 15.08 does not apply
to a change in the method of accounting
for any foreign income tax as defined in
§ 1.901-2(a);

(11) Section 15.12, relating to farmers
changing to the cash method, is clarified
to provide that the change under section
15.12 is only applicable to a taxpayer’s
trade or business of farming and not appli-
cable to a non-farming trade or business
the taxpayer might be engaged in;
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(12) Section 15.13, relating to non-
shareholder contributions to capital under
§ 118, is modified to require changes under
section 15.13(1)(a)(ii), relating to a regu-
lated public utility under § 118(c) (as in
effect on the day before the date of enact-
ment of Public Law 115-97, 131 Stat. 2054
(Dec. 22, 2017)) (“former § 118(c)”) that
wants to change its method of account-
ing to exclude from gross income pay-
ments or the fair market value of property
received that are contributions in aid of
construction under former § 118(c), to be
requested under the non-automatic change
procedures provided in Rev. Proc. 2015-
13. Specifically, section 15.13(1)(a)(i),
relating to a regulated public utility under
former § 118(c) that wants to change its
method of accounting to include in gross
income payments received from custom-
ers as connection fees that are not con-
tributions to the capital of the taxpayer
under former § 118(c), is removed. Sec-
tion 15.13(1)(a)(ii), relating to a regulated
public utility under former § 118(c) that
wants to change its method of accounting
to exclude from gross income payments or
the fair market value of property received
that are contributions in aid of construc-
tion under former § 118(c), is removed.
Section 15.13(2), relating to the inapplica-
bility of the change under section 15.13(1)
(a)(ii), is removed. Section 15.13(1)(b),
relating to a taxpayer that wants to change
its method of accounting to include in
gross income payments or the fair market
value of property received that do not con-
stitute contributions to the capital of the
taxpayer within the meaning of § 118 and
the regulations thereunder, is modified
by removing “(other than the payments
received by a public utility described
in former § 118(c) that are addressed in
section 15.13(1)(a)(i) of this revenue pro-
cedure)” because a change under section
15.13(1)(a)(i) may now be made under
newly redesignated section 15.13(1) of
this revenue procedure;

(13) Section 16.08, relating to changes
in the timing of income recognition under
§ 451(b) and (c), is modified as follows.
First, section 16.08 is modified to remove
section 16.08(5)(a), relating to the tem-
porary waiver of the eligibility rule in
section 5.01(1)(f) of Rev. Proc. 2015-13
for certain changes under section 16.08,
because the provision is obsolete. Sec-

1594

ond, section 16.08 is modified to remove
section 16.08(4)(a)(iv), relating to special
§ 481(a) adjustment rules when the tempo-
rary eligibility waiver applies, because the
provision is obsolete. Third, section 16.08
is modified to remove sections 16.08(4)(a)
(v)(C) and 16.08(4)(a)(v)(D), providing
examples to illustrate the special § 481(a)
adjustment rules under section 16.08(4)(a)
(iv), because the examples are obsolete;

(14) Section 19.01, relating to changes
in method of accounting for certain
exempt long-term construction con-
tracts from the percentage-of-completion
method of accounting to an exempt con-
tract method described in § 1.460-4(c), or
to stop capitalizing costs under § 263A
for certain home construction contracts,
is modified by removing the references to
“proposed § 1.460-3(b)(1)(i1)” in section
19.01(1), relating to the inapplicability of
the change under section 19.01, because
the references are obsolete;

(15) Section 19.02, relating to changes
in method of accounting under § 460 to
rely on the interim guidance provided
in section 8 of Notice 2023-63, 2023-39
I.R.B. 919, is modified to remove sec-
tion 19.02(3)(a), relating to a change in
the treatment of SRE expenditures under
§ 460 for the taxpayer’s first taxable
year beginning after December 31, 2021,
because the provision is obsolete;

(16) Section 20.07, relating to changes
in method of accounting for liabilities for
rebates and allowances to the recurring
item exception under § 461(h)(3), is clar-
ified by adding new section 20.07(1)(b)
(i1), providing that a change under section
20.07 does not apply to liabilities arising
from reward programs;

(17) The following sections, relating to
the inapplicability of the relevant change,
are modified to remove the reference to
“proposed § 1.471-1(b)” because this ref-
erence is obsolete:

(a) Section 22.01(2), relating to cash dis-
counts;

(b) Section 22.02(2), relating to estimat-
ing inventory “shrinkage”;

(c) Section 22.03(2), relating to qualify-
ing volume-related trade discounts;

(d) Section 22.04(1)(b)(iii), relating to
impermissible methods of identifica-
tion and valuation of inventories;

(e) Section 22.05(1)(b)(ii), relating to the
core alternative valuation method;
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(f) Section 22.06(2), relating to replace-
ment cost for automobile dealers’
parts inventory;

(g) Section 22.07(2), relating to replace-
ment cost for heavy equipment deal-
ers’ parts inventory;

(h) Section 22.08(2), relating to rotable
Spare parts;

(1) Section 22.09(3), relating to the
advanced trade discount method;

() Section 22.10(1)(b)(iii), relating to
permissible methods of identification
and valuation of inventories;

(k) Section 22.11(2), relating to a change
in the official used vehicle guide uti-
lized in valuing used vehicles;

(1) Section 22.12(2), relating to invoiced
advertising association costs for new
vehicle retail dealerships;

(m) Section 22.13(2), relating to the roll-
ing-average method of accounting for
inventories;
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(n) Section 22.14(2), relating to sales-
based vendor chargebacks;

(o) Section 22.15(2), relating to certain
changes to the cost complement of
the retail inventory method,

(p) Section 22.16(2), relating to certain
changes within the retail inventory
method; and

(q) Section 22.17(1)(b)(iii), relating to
changes from currently deducting
inventories to permissible methods of
identification and valuation of inven-
tories; and

(18) Section 22.10, relating to permis-
sible methods of identification and valua-
tion of inventories, is modified to remove
section 22.10(1)(d), because this provi-
sion is obsolete.

DRAFTING INFORMATION

The principal author of this revenue
procedure is Mia Romano of the Office
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of Associate Chief Counsel (Income Tax
and Accounting). For further information
regarding this revenue procedure, contact
Ms. Romano at (202) 317-7007 (not a toll-
free number).

For further information regarding a
specific change in method of account-
ing in this revenue procedure, contact
the individual listed in the “Contact Per-
son(s)” section located at the end of each
section of the revenue procedure (num-
bers are not toll-free) or see the CON-
TACT LIST at the end of this revenue pro-
cedure. The contact person is with one of
the following Offices of Associate Chief
Counsel: Corporate (CORP); Financial
Institutions and Products (FI&P); Income
Tax & Accounting (IT&A); International
(INTL); Passthroughs, Trusts, & Estates
(PT&E); Energy, Credits, and Excise Tax
(ECE) or Employee Benefits, Exempt
Organizations, and Employment Taxes
(EEE).
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LIST OF AUTOMATIC CHANGES CONTACT LIST

Section Designated Automatic

Number Accounting Change Number Contact Name Telephone Number Office
1.01 91 William E. Blanchard (202) 317-3900 FI&P
2.01 1 Michael Finn (202) 317-4718 IT&A
3.01 2 Alicia Lee-Won (202) 317-7003 IT&A
3.02 3 Alicia Lee-Won (202) 317-7003 IT&A
3.03 4 Benjamin Masselli (202) 317-7003 IT&A
3.04 86 Maria Castillo Valle (202) 317-7003 IT&A
3.05 See § 11.08 See § 11.08 See § 11.08 IT&A
3.06 See § 11.08 See § 11.08 See § 11.08 IT&A
3.07 158 lan Heminsley (202) 317-5100 IT&A
3.08 159 Riston Escher (202) 317-5100 IT&A
3.09 160 Riston Escher (202) 317-5100 IT&A
3.10 182 Morgan Lawrence (202) 317-7011 IT&A
3.11 208, 209 Riston Escher (202) 317-5100 IT&A
3.12 269 Riston Escher (202) 317-5100 IT&A
4.01 5 Benjamin Masselli (202) 317-7003 IT&A
4.02 211 K. Scott Brown (202) 317-4423 F1&P
4.03 272 Jason Kristall (202) 317-6945 FI&P
5.01 16 Steven Harrison (202) 317-6842 FI&P
5.02 212 Dylan Steiner (202) 317-6934 INTL
6.01 7 James Liechty (202) 317-7005 IT&A
6.02 8 Bruce Chang (202) 317-7005 IT&A
6.03 10 Edward Schwartz (202) 317-7006 IT&A
6.04 87 Elizabeth Binder (202) 317-7005 IT&A
6.05 88 Elizabeth Binder (202) 317-7005 IT&A
6.06 89 C. Dylan Durham (202) 317-7005 IT&A
6.07 107 James Liechty (202) 317-7005 IT&A
6.08 145 Elizabeth Binder (202) 317-7005 IT&A
6.09 157 Charles Magee (202) 317-7005 IT&A
6.10 198 Patrick Clinton (202) 317-7005 IT&A
6.11 199 Patrick Clinton (202) 317-7005 IT&A
6.12 200 Patrick Clinton (202) 317-7005 IT&A
6.13 205 Patrick Clinton (202) 317-7005 IT&A
6.14 206 Patrick Clinton (202) 317-7005 IT&A
6.15 207 Patrick Clinton (202) 317-7005 IT&A
6.16 Summary of changes related to

dispositions of MACRS property
6.17 210 Charles Magee (202) 317-7005 IT&A
6.18 244 Elizabeth Binder (202) 317-7005 IT&A
6.19 245 Elizabeth Binder (202) 317-7005 IT&A
6.20 246, 247 Elizabeth Binder (202) 317-7005 IT&A
6.21 248 Dylan Steiner (202) 317-6934 INTL
7.01 265 Bruce Chang (202) 317-7005 IT&A
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Section Designated Automatic

Number Accounting Change Number Contact Name Telephone Number Office
8.01 152 Charles Hyde (202) 317-5214 ECE
9.01 18 Bruce Chang (202) 317-7005 IT&A
10.01 223 Elizabeth Binder (202) 317-7005 IT&A
10.02 228 Benjamin Masselli (202) 317-7003 IT&A
10.03 229 Elizabeth Zanet (202) 317-5279 PT&E
11.01 19 Maria Castillo Valle (202) 317-7003 IT&A
11.02 20 Douglas Kim (202) 317-7003 IT&A
11.03 21 Douglas Kim (202) 317-7003 IT&A
11.04 47 Maria Castillo Valle (202) 317-7003 IT&A
11.05 78 Alicia Lee-Won (202) 317-7003 IT&A
11.06 109 Eugene Kirman (202) 317-7003 IT&A
11.07 121 Eugene Kirman (202) 317-7003 IT&A
11.08 184-193 Douglas Kim (202) 317-7003 IT&A
11.09 213 Douglas Kim (202) 317-7003 IT&A
11.10 222 Riston Escher (202) 317-5100 IT&A
12.01 22 Livia Piccolo (202) 317-7007 IT&A
12.02 23 Livia Piccolo (202) 317-7007 IT&A
12.03 25 Livia Piccolo (202) 317-7007 IT&A
12.04 77 Livia Piccolo (202) 317-7007 IT&A
12.05 92 Livia Piccolo (202) 317-7007 IT&A
12.06 150, 151 Livia Piccolo (202) 317-7007 IT&A
12.07 181 Patrick Clinton (202) 317-7005 IT&A
12.08 194 Livia Piccolo (202) 317-7007 IT&A
12.09 195 Michael Supanick (202) 317-7007 IT&A
12.10 201 Livia Piccolo (202) 317-7007 IT&A
12.11 202 Michael Supanick (202) 317-7007 IT&A
12.12 214 Livia Piccolo (202) 317-7007 IT&A
12.13 215 Michael Supanick (202) 317-7007 IT&A
12.14 224 Max Fishman (202) 317-7007 IT&A
12.15 232 Livia Piccolo (202) 317-7007 IT&A
12.16 234 Max Fishman (202) 317-7007 IT&A
12.17 237 Livia Piccolo (202) 317-7007 IT&A
13.01 26 Livia Piccolo (202) 317-7007 IT&A
Dylan Steiner (202) 317-6934 INTL

14.01 28 Thomas Scholz (202) 317-5600 EEE

14.02 29 Jeremy Lamb (202) 317-6799 EEE
15.01 122,257,258 Elizabeth Boone (202) 317-7007 IT&A
15.02 31 David Sill (202) 317-7011 IT&A
15.03 35 Livia Piccolo (202) 317-7007 IT&A
15.04 71 William E. Blanchard (202) 317-3900 FI&P
15.05 85 Christian Lagorio (202) 317-7005 IT&A
15.06 90 Rebecca L. Baxter (202) 317-6995 F1&P
15.07 108 K. Scott Brown (202) 317-4423 FI&P
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Number Accounting Change Number Contact Name Telephone Number Office
15.08 124 Douglas Kim (202) 317-7003 IT&A
15.09 125 Morgan Lawrence (202) 317-7011 IT&A
15.10 126 Elizabeth Boone (202) 317-7007 IT&A
15.11 127 K. Scott Brown (202) 317-4423 FI&P
15.12 128 Minho Seo (202) 317-5100 IT&A
15.13 129 David H. McDonnell (202) 317-4137 ECE
15.14 148 Jason Kristall (202) 317-6945 FI&P
15.15 226 Barbara Campbell (202) 317-4137 ECE
15.16 227 Grace Cho (202) 317-6945 FI&P
15.17 233,259 Max Fishman (202) 317-7007 IT&A
16.01 36 K. Scott Brown (202) 317-4423 FI&P
16.02 37 Daniel Cassano (202) 317-7011 IT&A
16.03 38 Daniel Cassano (202) 317-7011 IT&A
16.04 39 Michael Finn (202) 317-4718 IT&A
16.05 80, 81 Kate Sleeth (202) 317-7053 FI&P
16.06 130,217 Peter Cohn (202) 317-7011 IT&A
16.07 153 Maria Castillo Valle (202) 317-7003 IT&A
16.08 239, 242, 250-255 Maria Castillo Valle (202) 317-7003 IT&A
FIP questions only Chris Lieu (202) 317-6945 F1&P

17.01 131 Steven Harrison (202) 317-6842 F1&P
18.01 132 Minho Seo (202) 317-5100 IT&A
19.01 236 Christina Glendening (202) 317-7006 IT&A
19.02 271 Kyle Griffin (202) 317-7006 IT&A
20.01 42,133,134, 249 Maria Castillo Valle (202) 317-7003 IT&A
Alicia Lee-Won (202) 317-7003 IT&A
20.02 43 Elizabeth Choi (202) 317-5100 IT&A
20.03 44 Elizabeth Choi (202) 317-5100 IT&A
20.04 45,113 Joseph Denker (202) 317-5100 IT&A
20.05 46 Joseph Denker (202) 317-5100 IT&A
20.06 106 Minho Seo (202) 317-5100 IT&A
20.07 135 Joseph Denker (202) 317-5100 IT&A
20.08 149 Daniel Cassano (202) 317-7011 IT&A
20.09 154 Douglas Kim (202) 317-7003 IT&A
20.10 156 Alicia Lee-Won (202) 317-7003 IT&A
20.11 161 Eugene Kirman (202) 317-7003 IT&A
20.12 220 Douglas Kim (202) 317-7003 IT&A
20.13 266-268 Maria Castillo Valle (202) 317-7003 IT&A
21.01 136 Michael Finn (202) 317-4718 IT&A
22.01 48 Michael Supanick (202) 317-7007 IT&A
22.02 49 Michael Supanick (202) 317-7007 IT&A
22.03 53 Michael Supanick (202) 317-7007 IT&A
22.04 54 Michael Supanick (202) 317-7007 IT&A
22.05 55 Adam Kobler (202) 317-7007 IT&A
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22.06 63 Adam Kobler (202) 317-7007 IT&A
22.07 96 Adam Kobler (202) 317-7007 IT&A
22.08 110 Eugene Kirman (202) 317-7003 IT&A
22.09 111 Adam Kobler (202) 317-7007 IT&A
22.10 137 Adam Kobler (202) 317-7007 IT&A
22.11 138 Adam Kobler (202) 317-7007 IT&A
22.12 139 Adam Kobler (202) 317-7007 IT&A
22.13 114 Mia Romano (202) 317-7007 IT&A
22.14 203 Michael Supanick (202) 317-7007 IT&A
22.15 204 Michael Supanick (202) 317-7007 IT&A
22.16 225 Michael Supanick (202) 317-7007 IT&A
22.17 230 Adam Kobler (202) 317-7007 IT&A
22.18 260, 261 Max Fishman (202) 317-7007 IT&A
22.19 262 Max Fishman (202) 317-7007 IT&A
22.20 263 Max Fishman (202) 317-7007 IT&A
23.01 56 Mia Romano (202) 317-7007 IT&A
23.02 57 Mia Romano (202) 317-7007 IT&A
23.03 58 Mia Romano (202) 317-7007 IT&A
23.04 59 Mia Romano (202) 317-7007 IT&A
23.05 60 Mia Romano (202) 317-7007 IT&A
23.06 61 Mia Romano (202) 317-7007 IT&A
23.07 62 Mia Romano (202) 317-7007 IT&A
23.08 112 Mia Romano (202) 317-7007 IT&A
23.09 140 Mia Romano (202) 317-7007 IT&A
23.10 141 Mia Romano (202) 317-7007 IT&A
24.01 64 Grace Cho (202) 317-6945 FI&P
24.02 218 Grace Cho (202) 317-6945 F1&P
25.01 66 K. Scott Brown (202) 317-4423 F1&P
Laura Fields (202) 317-6850 PT&E

26.01 67 Rebecca L. Baxter (202) 317-6995 FI&P
26.02 155 Rebecca L. Baxter (202) 317-6995 FI&P
26.03 219 Rebecca L. Baxter (202) 317-6995 FI&P
26.04 240 Dan Phillips (202) 317-6995 FI&P
27.01 68 Rebecca L. Baxter (202) 317-6995 FI1&P
28.01 79 K. Scott Brown (202) 317-4423 FI&P
29.01 70 Peter Merkel (202) 317-4919 INTL
30.01 72 K. Scott Brown (202) 317-4423 F1&P
30.02 183 Chris Lieu (202) 317-6945 FI&P
31.01 73 Matthew P. Howard (202) 317-7053 FI&P
32.01 74 Andrea Hoffenson (202) 317-6945 FI&P
32.02 75 Andrea Hoffenson (202) 317-6945 FI&P
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Definition of Terms

Revenue rulings and revenue procedures
(hereinafter referred to as “rulings”) that
have an effect on previous rulings use the
following defined terms to describe the
effect:

Amplified describes a situation where
no change is being made in a prior pub-
lished position, but the prior position is
being extended to apply to a variation of
the fact situation set forth therein. Thus,
if an earlier ruling held that a principle
applied to A, and the new ruling holds that
the same principle also applies to B, the
earlier ruling is amplified. (Compare with
modified, below).

Clarified is used in those instances
where the language in a prior ruling is
being made clear because the language
has caused, or may cause, some confu-
sion. It is not used where a position in a
prior ruling is being changed.

Distinguished describes a situation
where a ruling mentions a previously pub-
lished ruling and points out an essential
difference between them.

Modified is used where the substance
of a previously published position is being
changed. Thus, if a prior ruling held that a
principle applied to A but not to B, and the

Abbreviations

The following abbreviations in
current use and formerly
used will appear in material
published in the Bulletin.

A—Individual.
Acgq.—Acquiescence.
B—Individual.
BE—Beneficiary.

BK—Bank.

B.T.A.—Board of Tax Appeals.
C—Individual.
C.B.—Cumulative Bulletin.
CFR—Code of Federal Regulations.
CI—City.
COOP—Cooperative.
Ct.D.—Court Decision.
CY—County.

D—Decedent.

DC—Dummy Corporation.
DE—Donee.

Del. Order—Delegation Order.
DISC—Domestic International Sales Corporation.
DR—Donor.

E—Estate.

EE—Employee.
E.O.—Executive Order.
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new ruling holds that it applies to both A
and B, the prior ruling is modified because
it corrects a published position. (Compare
with amplified and clarified, above).

Obsoleted describes a previously pub-
lished ruling that is not considered deter-
minative with respect to future transactions.
This term is most commonly used in a ruling
that lists previously published rulings that
are obsoleted because of changes in laws or
regulations. A ruling may also be obsoleted
because the substance has been included in
regulations subsequently adopted.

Revoked describes situations where the
position in the previously published ruling
is not correct and the correct position is
being stated in a new ruling.

Superseded describes a situation where
the new ruling does nothing more than
restate the substance and situation of a
previously published ruling (or rulings).
Thus, the term is used to republish under
the 1986 Code and regulations the same
position published under the 1939 Code
and regulations. The term is also used
when it is desired to republish in a single
ruling a series of situations, names, etc.,
that were previously published over a
period of time in separate rulings. If the

ER—Employer.

ERISA—Employee Retirement Income Security Act.
EX—EXxecutor.

F—Fiduciary.

FC—Foreign Country.

FICA—Federal Insurance Contributions Act.
FISC—Foreign International Sales Company.
FPH—Foreign Personal Holding Company.
F.R.—Federal Register.

FUTA—Federal Unemployment Tax Act.
FX—Foreign corporation.

G.C.M.—Chief Counsel’s Memorandum.
GE—Grantee.

GP—General Partner.

GR—Grantor.

IC—Insurance Company.

IL.R.B.—Internal Revenue Bulletin.
LE—TLessee.

LP—Limited Partner.

LR—TLessor.

M—Minor.

Nonacq.—Nonacquiescence.
O—Organization.

P—Parent Corporation.

PHC—Personal Holding Company.
PO—Possession of the U.S.

PR—Partner.

new ruling does more than restate the sub-
stance of a prior ruling, a combination of
terms is used. For example, modified and
superseded describes a situation where the
substance of a previously published ruling
is being changed in part and is continued
without change in part and it is desired to
restate the valid portion of the previously
published ruling in a new ruling that is
self contained. In this case, the previously
published ruling is first modified and then,
as modified, is superseded.

Supplemented is used in situations in
which a list, such as a list of the names of
countries, is published in a ruling and that
list is expanded by adding further names
in subsequent rulings. After the original
ruling has been supplemented several
times, a new ruling may be published that
includes the list in the original ruling and
the additions, and supersedes all prior rul-
ings in the series.

Suspended 1is used in rare situations
to show that the previous published rul-
ings will not be applied pending some
future action such as the issuance of new
or amended regulations, the outcome of
cases in litigation, or the outcome of a
Service study.

PRS—Partnership.

PTE—Prohibited Transaction Exemption.
Pub. L.—Public Law.

REIT—Real Estate Investment Trust.
Rev. Proc.—Revenue Procedure.

Rev. Rul—Revenue Ruling.
S—Subsidiary.

S.P.R.—Statement of Procedural Rules.
Stat.—Statutes at Large.

T—Target Corporation.

T.C.—Tax Court.

T.D.—Treasury Decision.
TFE—Transferee.

TFR—Transferor.

T.1.R.—Technical Information Release.
TP—Taxpayer.

TR—Trust.

TT—Trustee.

U.S.C.—United States Code.
X—Corporation.

Y—Corporation.

Z—Corporation.
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