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Part IV—Section 481(a) 

Adjustment 

Line 25. Ordinarily, an adjustment under 

section 481(a) is required for accounting 

method changes. The section 481(a) 

adjustment period is generally 1 tax year 

(year of change) for a negative section 

481(a) adjustment and 4 tax years (year of 

change and next 3 tax years) for a positive 

section 481(a) adjustment. However, when 

an applicant is under examination, the section 

481(a) adjustment period is 2 tax years (year 

of change and next tax year) for a positive 

section 481(a) adjustment for a requested 

accounting method change unless one of the 

following categories described on line 7b 

applies: 3-month window, 120-day window 

period, method not before the director, or 

CAP. 

For some accounting method changes, there 

may be special rules relating to the section 

481(a) adjustment period. See, for example, 
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section 16.10(4)(b)(iv)(D) of Rev. Proc. 

2022-14 pertaining to certain section 451 cost 

offset accounting method changes resulting 

from concurrent cost-offset related inventory 

method changes. 

Also, for certain accounting method changes, 

the applicant must make the change on a cut-

off basis or modified cut-off basis. See, for 

example, Regulations section 1.446-

1(e)(2)(ii)(d) (5)(iii). In those cases, there is 

no section 481(a) adjustment. Under a cut-off 

basis, only the items arising on or after the 

beginning of the year of change are 

accounted for under the new method of 

accounting. Any items arising before the year 

of change continue to be accounted for under 

the applicant's former accounting method. 

For a change in accounting method for 

accruing a foreign income tax expense, do not 

compute a section 481(a) adjustment. 

Instead, apply the modified cut-off rules in 

Regulations section 1.905-1(d)(5). Attach a 
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statement showing, for each separate 

statutory or residual grouping, the upward 

and downward adjustment (accounted for in 

the currency in which the foreign tax liability 

is denominated) that is required by 

Regulations section 1.905-1(d)(5)(ii). Provide 

a separate upward and downward adjustment 

for foreign income taxes for which the foreign 

tax credit is disallowed and to which section 

275(a)(4) does not apply. See Regulations 

section 1.905-1(d)(5) and the examples in 

Regulations section 1.905-1(d)(6) for 

additional information. 

If multiple items are being changed on one 

Form 3115 and at least one item is changed 

on a cut-off basis or modified cut-off basis 

and another item is changed with a section 

481(a) adjustment, check both “Yes” and 

“No” and attach a statement identifying which 

item(s) is being made on a cut-off basis or 

modified cut-off basis. 



76 

An eligible terminated S corporation (as 

defined in section 481(d)(2)) that is required 

to change an accounting method as a result 

of a revocation of its S corporation election 

must take into account the resulting positive 

or negative section 481(a) adjustment ratably 

during the 6-year period beginning with the 

year of change. In addition, an eligible 

terminated S corporation that is permitted to 

continue to use the cash method after the 

revocation of its S corporation election and 

that changes to an overall accrual method for 

the C corporation’s first tax year after such 

revocation may take into account the 

resulting positive or negative adjustment 

required by section 481(a)(2) ratably during 

the 6-year period beginning with the year of 

change. See Rev. Proc. 2018-44, 2018-37 

I.R.B. 426. Section 481(d)(2) defines an 

eligible terminated S corporation as any C 

corporation that (1) was an S corporation on 

December 21, 2017; (2) revokes its S 

corporation election after December 21, 2017, 
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but before December 22, 2019; and (3) has 

the same owners of stock in identical 

proportions on December 22, 2017, and the 

revocation date. 

If the accounting method change is an 

automatic change in functional currency 

under section 985 (see section 29.01 of Rev. 

Proc. 2022-14), the adjustments required 

under Regulations section 1.985-5 must be 

made on the last day of the tax year ending 

before the year of change. Any gain or loss 

that must be recognized under Regulations 

section 1.985-5 is included in income or 

earning and profits on the last day of the tax 

year ending before the year of change, and is 

not subject to section 481. Attach a 

statement showing the adjustment required 

under Regulations section 1.985-5. The 

statement should include the amount of the 

adjustment required pursuant to Regulations 

section 1.985-5, a summary of the 

computation of such adjustment, and an 
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explanation of any other adjustments 

required by Regulations section 1.985-5. 

Except if instructed differently, you must 

attach a statement showing the (net) section 

481(a) adjustment for each change in method 

for each applicant included on Form 3115. 

Include a summary of how the (net) section 

481(a) adjustment was computed and an 

explanation of the methodology used to 

determine it. The summary of computation 

and explanation must be sufficient to 

demonstrate that the (net) section 481(a) 

adjustment is computed correctly. If the 

applicant is a CFC or 10/50 corporation, or a 

trade or business of a CFC or 10/50 

corporation, and its functional currency is not 

the U.S. dollar, state the (net) section 481(a) 

adjustment in that functional currency. The 

statement may be combined with the 

information requested on the fourth line on 

page 1 (list the applicants and their 
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identification numbers) and on line 24 (user 

fee). 

Section 481(a) adjustments (or 

components of section 481(a) 

adjustments) from changes under DCN 

248 included in the same Form 3115 must be 

stated in accordance with section 6.22(8) of 

Rev. Proc. 2022-14. 

Example 1. Under its present method, XYZ 

Corporation is deducting certain costs that are 

required to be capitalized into inventory 

under section 263A. XYZ Corporation is 

proposing to change its account method to 

properly capitalize such costs. The 

computation of the section 481(a) adjustment 

with respect to the accounting method 

change is demonstrated as follows. 
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Beginning inventory for year of 

change under proposed method .  $120,000  

Beginning inventory for year of 

change under present method . .  $100,000  

Section 481(a) adjustment . .  +$20,000  

Example 2. WXY Corporation, a calendar 

year taxpayer, is a producer and capitalizes 

costs that are required to be capitalized into 

inventory under section 263A. Each February, 

WXY Corporation pays a salary bonus to each 

employee who remains in its employment as 

of January 31 for the employee's services 

provided in the prior calendar year. Under its 

present method, WXY Corporation treats 

these salary bonuses as incurred in the tax 

year the employee provides the related 

services. For 2022, WXY Corporation proposes 

to change its accounting method to treat 

salary bonuses as incurred in the tax year in 

which all events have occurred that establish 
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the fact of the liability to pay the salary 

bonuses and the amount of the liability can 

be determined with reasonable accuracy, 

pursuant to section 20.01(2) of Rev. Proc. 

2022-14. The computation of WXY 

Corporation's net section 481(a) adjustment 

for the change in accounting method for 

salary bonuses is demonstrated as follows. 

Salary bonuses 

treated as incurred 

under the present 

method, but not 

incurred under the 

proposed method . . .   $40,000 

Beginning inventory 

as of January. 1, 

2022, with capitalized 

salary bonuses 

computed under the 

present method . . . .  $100,000   
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Beginning inventory 

as of January. 1, 

2022, with capitalized 

salary bonuses, 

computed under the 

proposed method . . .  $92,000   

Decrease in beginning 

inventory as of 

January. 1, 2022 . . .   ($8,000) 

Net section 481(a) 

adjustment . . . .   +$32,000 

Line 26. In computing the net section 481(a) 

adjustment, an applicant must take into 

account all relevant accounts. For some 

changes (for example, a change that affects 

multiple accounts), the section 481(a) 

adjustment is a net section 481(a) 

adjustment. See Example 2 above and the 

example under Schedule A, Part l, line 2h, 

later. If there is more than one method 
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change requested, the section 481(a) 

adjustment is generally separately stated for 

each method change. However, some 

changes may require the netting of section 

481(a) adjustments with those for certain 

other method changes made during the same 

year of change. See, for example, certain 

changes under section 16.10 of Rev. Proc. 

2022-14. 

If an election has been made under 

Regulations section 1.59A-3(c)(6)(i) to waive 

an allowed deduction for purposes of 

determining the section 59A base erosion and 

anti-abuse tax, and the method of accounting 

for the waived deduction is being changed, 

the amount of the net section 481(a) 

adjustment is determined without regard to 

the waived deduction. See Regulations 

section 1.59A-3(c)(6)(iii)(D). As a result, a 

waived deduction has no effect on the 

calculation of the amount of a section 481(a) 

adjustment. For an example illustrating how 
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to calculate a section 481(a) adjustment with 

respect to a method of accounting for which 

an applicant has waived deductions, see 

Regulations 1.59A-3(d)(9) (Example 9). 

Line 27. Certain automatic method changes 

require an applicant with a section 481(a) 

adjustment remaining on a prior change in 

accounting method to take the remaining 

portion of the prior section 481(a) adjustment 

into account in the year of change. See, for 

example, DCNs 234 and 262. If applicable, 

enter the amount of the remaining portion of 

the section 481(a) adjustment from the prior 

change. 

Line 28. An applicant may elect a 1-year 

section 481(a) adjustment period for a 

positive section 481(a) adjustment that is less 

than $50,000. See section 7.03(3)(c) of Rev. 

Proc. 2015-13. An applicant may also elect a 

1-year section 481(a) adjustment period for 

all positive section 481(a) adjustments for the 

year of change if an eligible acquisition 
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transaction occurs during the year of change 

or in the subsequent tax year on or before the 

due date for filing the applicant's federal tax 

return for the year of change. For more 

details about the eligible acquisition 

transaction election, see section 7.03(3)(d) of 

Rev. Proc. 2015-13. 

Line 29. If “Yes,” explain the nature and 

amount of the section 481 adjustment 

attributable to the intercompany 

transaction(s). 

Schedule A—Change in Overall 

Method of Accounting 

Part I—Change in Overall Method 

All applicants filing to change their overall 

accounting method must complete Schedule 

A, Part I, including applicants filing under 

DCNs 122, 126, 127, 128, 233, 257, 258, and 

259 in the List of Automatic Changes. 
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Lines 2a–g. Enter the amounts requested on 

lines 2a through 2g, even though the 

calculation of some amounts may not have 

been required in determining taxable income 

due to the applicant's present accounting 

method. Applicants with an applicable 

financial statement changing to an accrual 

method and entering an amount on line 2a 

should complete Schedule B if the income is 

subject to section 451(b). 

Note. Do not include amounts that are not 

attributable to the accounting method 

change, such as amounts that correct a math 

or posting error or errors in calculating tax 

liability. In addition, for a bank changing to 

an overall cash/hybrid method of accounting, 

do not include any amounts attributable to a 

special method of accounting. See DCN 127. 

Line 2b. Enter amounts received or reported 

as income in a prior year that were not 

earned as of the beginning of the year of 

change. For example, an advance payment 
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received in a prior year for goods that were 

not delivered by the beginning of the year of 

change may be reported in the subsequent 

year if the applicant qualifies under 

Regulations section 1.451-8(c) or (d), as 

applicable. If any amounts entered on line 2b 

are for advance payments, complete  

Schedule B. 

Line 2h. Enter the net amount, which is the 

net section 481(a) adjustment, on line 2h. 

Also, enter the net section 481(a) adjustment 

on Part IV, line 26. See the instructions for 

Part IV, line 26, earlier. 

The following example illustrates how an 

applicant calculates the section 481(a) 

adjustment when changing to an accrual 

method, a nonaccrual-experience method, 

and the recurring item exception. 

Example. ABC Corporation, a calendar year 

taxpayer using the cash method of 

accounting, has the following items of 
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unreported income and expense on December 

31, 2021. 

Accrued income...................... $250,000 

Uncollectible amounts based 

onthe nonaccrual-experience 

method......... 50,000 

Accrued amounts properly 

deductible(economic performance 

has occurred)....... 75,000 

Expenses eligible for recurring 

item exception......................... 5,000  

ABC Corporation changes to an overall accrual 

method, a nonaccrual-experience method, 

and the recurring item exception for calendar 

year 2022. The section 481(a) adjustment is 

calculated as of January 1, 2022, as follows. 
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Accrued income 

(line 2a) $250,000  

Less: 

Uncollectible 

amount.............. (50,000)  

Net income accrued 

but not received....  $200,000 

Less: 

Accrued expenses 

(line 2c).......... (75,000)  

Expenses deducted 

as recurring item 

(line 2g)................. (5,000)  

Total expenses 

accrued but not 

paid.....  (80,000) 

Section 481(a) 

adjustment...........  +$120,000 
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Line 3. Check “Yes” if the applicant is 

requesting to use the recurring item 

exception (section 461(h)(3)). The section 

481(a) adjustment must include the amount 

of the additional deduction that results from 

using the recurring item exception. 

Line 5. Check "Yes" if the applicant is 

requesting a change to the overall cash 

method or to a method in which a taxpayer 

uses an accrual method for purchases and 

sales of inventories and uses the cash method 

for computing all other items of income and 

expense under section 15.17 of Rev. Proc. 

2022-14 (DCNs 233 and 259). See section 

15.17(5)(a) of Rev. Proc. 2022-14 to 

determine whether an applicant qualifies as a 

small business taxpayer. 

Part II—Change to the Cash Method 

for Non-Automatic Change Request 

Limits on cash method use. Except as 

provided below, C corporations and 
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partnerships with a C corporation as a partner 

may not use the cash method. Tax shelters 

are also precluded from using the cash 

method. For this purpose, a trust subject to 

tax on unrelated business income under 

section 511(b) is treated as a C corporation 

with respect to its unrelated trade or business 

activities. 

The limit on the use of the cash method 

under section 448 does not apply to the 

following. 

1. Farming businesses as defined in 

section 448(d)(1). 

2. Qualified personal service corporations 

as defined in section 448(d)(2). 

3. C corporations and partnerships with a 

C corporation as a partner that meets 

the section 448(c) gross receipts test 

for the tax year. The gross receipts 

test is met if a taxpayer has average 

annual gross receipts for the 3 prior 
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tax years at or below the inflation-

adjusted amount. See Useful Items, 

earlier, for guidance on the inflation-

adjusted amount for the applicable tax 

year. Also, see section 448(c) and 

Regulations section 1.448-2(c) to 

determine if the applicant qualifies for 

this exception. 

For farming corporations and partnerships 

with a C corporation as a partner, see section 

447 for limits on the use of the cash method. 

Use of the cash method is also limited for a 

taxpayer that is required to maintain an 

inventory because the production, purchase, 

or sale of merchandise is an income-

producing factor. However, see sections 

448(c) and 471(c), and sections 15, 17 (DCNs 

233 and 259), and 22.18 of Rev. Proc. 2022-

14 (DCN 235) for an exception to this 

requirement for small business taxpayers with 

average annual gross receipts that meet the 

gross receipts test. 
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Schedule B—Changes Related to the 

Deferral Method for Advance 

Payments, Cost Offset Methods, 

and/or the Applicable Financial 

Statement Income Inclusion Rule 

Line 1. The deferral method for advance 

payments. In general, advance payments 

must be included in gross income in the tax 

year of receipt for federal income tax 

purposes. However, under Regulations section 

1.451-8(c) or (d), an applicant may defer the 

inclusion in income of certain advance 

payments (or a portion thereof), as defined in 

Regulations section 1.451-8(a)(1), to the 

next tax year. If the applicant is also using 

the advance payment cost offset method, the 

portion of any advance payment to which the 

cost offset applies is deferred to the tax year 

in which ownership of the good is transferred 

to the customer. Under the cost offset 

method, only the portion of the payment in 
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excess of costs incurred is recognized by the 

year following the year of receipt. 

Applicants with or without an applicable 

financial statement (AFS), as defined in 

Regulations section 1.451-3(a)(5), may be 

eligible to use a deferral method for advance 

payments. See section 451(c), Regulations 

section 1.451-8, and section 16.10 of Rev. 

Proc. 2022-14 for more information about the 

deferral method for advance payments. 

Some applicants requesting to change to the 

deferral method must file under the non-

automatic change procedures of Rev. Proc. 

2015-13. See section 16.10(3) of Rev. Proc. 

2022-14. All other applicants must generally 

file under the automatic change procedures of 

Rev. Proc. 2015-13. 

If the applicant is requesting to change to the 

deferral method for advance payments 

described in Regulations section 1.451-8(c) or 

(d), attach a detailed description of the 
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present and proposed methods including the 

following information. 

1. Explain how the payments meet the 

definition of an advance payment as 

defined in Regulations section 1.451-

8(a) (1). 

2. Does the applicant have an AFS as 

defined in Regulations section 1.451-

3(a)(5)? If so, identify the type of AFS. 

3. For applicants with an AFS. Describe 

the advance payment allocation 

method if there is more than one 

performance obligation as defined in 

Regulations section 1.451-3(a)(11). 

For applicants without an AFS. If the applicant 

receives an advance payment that is 

attributable to one or more items described in 

Regulations section 1.451-8(a)(1)(i)(C), 

describe the objective criteria on which the 

applicant's method is based. For example, the 

allocation method may be based on payments 



96 

the applicant receives for an item or items it 

regularly sells or provides separately. 

4. For applicants with an AFS. Under the 

proposed method, if the applicant is 

required to adjust AFS revenue in 

accordance with Regulations section 

1.451-8(c)(2), describe the specific 

adjustments used to arrive at the 

amount taken into account as AFS 

revenue. 

Applicants filing under the non-automatic 

change procedures of Rev. Proc. 2015-13 

should include all information requested in 

the instructions for Schedule B, line 1, and 

see Rev. Proc. 2015-13 and Non-automatic 

change scope and eligibility rules under Part 

III, earlier, for additional requirements. 

Line 2. Cost offset methods. Regulations 

section 1.451-3(c) allows taxpayers to use a 

cost offset accounting method to determine 

the AFS income inclusion amount from the 

sale of inventory (AFS cost offset method). 
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See Regulations section 1.451-3(c) for the 

rules relating to the AFS cost offset method. 

Applicants using this method for a trade or 

business that have advance payments for the 

sale of inventory must also use the advance 

payment cost offset method described in 

Regulations section 1.451-8(e). If an 

applicant chooses to use the AFS cost offset 

method and/or the advance payment cost 

offset method, as applicable, it must use such 

method(s) for all items of gross income in the 

trade or business that meet the criteria set 

forth in Regulations sections 1.451-3(c) and 

1.451-8(e), as applicable. Under the AFS cost 

offset method and the advance payment cost 

offset method, the cost of goods in progress 

offset must be determined separately for each 

item of inventory. Under some circumstances, 

an applicant without an AFS may use the 

advance payment cost offset method in 

Regulations section 1.451-8(e). See DCN 253 

in section 16.10 of Rev. Proc. 2022-14. 

Applicants changing to or within a cost offset 
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method may be required to make concurrent 

accounting method changes, including cost-

offset related inventory changes, as defined 

in section 5.06 of Rev. Proc. 2015-13, as 

modified by section 4.02 of Rev. Proc. 2021-

34. See DCN 255 in section 16.10 of Rev. 

Proc. 2022-14. 

If the applicant is requesting to change to or 

within a cost offset method, attach a detailed 

description of the present and proposed 

methods including the following information. 

1. Does the applicant have an AFS as 

defined in Regulations section 1.451-

3(a)(5)? If so, identify the type of AFS. 

2. Describe any other concurrent 

proposed cost-offset related inventory 

method changes and describe the 

order in which the concurrent changes 

are being implemented. See section 

16.10 of Rev. Proc. 2022-14. 
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3. Provide a general description of the 

items of inventory to which the change 

applies. 

4. Describe how the applicant determines 

the cost of goods allocable to each 

respective item of inventory as 

required by Regulations section 1.451-

3(c)(3) or Regulations section 1.451-

8(e)(4), as applicable. 

Line 3. Methods to conform to the AFS 

income inclusion rule.  Generally, for an 

accrual method taxpayer, the all events test 

under Regulations section 1.451-1(a) for an 

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 

(AFS income inclusion rule). The AFS income 

inclusion rule does not apply to taxpayers 

that do not have an AFS, as defined in 

Regulations section 1.451-3(a)(5), for a tax 

year. See section 451(b), Regulations section 

1.451-3, and DCN 250 in section 16.10 of 
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Rev. Proc. 2022-14 for additional information 

about methods to conform to the AFS income 

inclusion rule. 

If the applicant is requesting to change to or 

within a method to conform to the AFS 

income inclusion rule under section 451(b) 

and Regulations section 1.451-3, attach a 

detailed description of the present and 

proposed methods including the following 

information: 

1. Identify the type of AFS that is used 

for purposes of the AFS income 

inclusion rule. 

2. If the taxpayer is required to allocate 

transaction price to multiple items of 

gross income in accordance with 

Regulations section 1.451-3(d), 

including any item(s) of gross income 

that is accounted for under a special 

method of accounting, describe the 

present and proposed allocation 

method. 
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3. Under the proposed method, if the 

applicant is required to adjust AFS 

revenue in accordance with 

Regulations section 1.451-3(b)(2), 

describe the specific adjustments used 

to arrive at the amount taken into 

account as AFS revenue. 

4. If under the applicant's proposed 

method of accounting, AFS revenue is 

reduced in accordance with the 

enforceable right rules in Regulations 

section 1.451-3(b)(2)(i)(B), describe 

why the applicant does not have an 

enforceable right to the reduction 

amount. 

Schedule C—Changes Within the LIFO 

Inventory Method 

Use this schedule to request a change from 

one LIFO inventory method or submethod to 

another LIFO inventory method or 

submethod. All applicants changing within the 

LIFO inventory method or submethods must 
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complete Part I. Complete Part II only if 

applicable. 

Part I—General LIFO Information 

Line 6. Applicants changing to the inventory 

price index computation (IPIC) method must 

use this method for all LIFO inventories. This 

requirement includes applicants requesting 

DCN 61 or 62 in the List of DCNs, later. 

Schedule D—Change in the Treatment 

of Long-Term Contracts Under 

Section 460, Inventories, or Other 

Section 263A Assets 

Part I—Change in Reporting Income 

From Long-Term Contracts 

Line 2a. Under section 460(f), the term 

“long-term contract” means any contract for 

the manufacture, building, installation, or 

construction of property that is not completed 

in the tax year in which it is entered into. 

However, a manufacturing contract will not 
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qualify as long term unless the contract 

involves the manufacture of (a) a unique item 

not normally included in finished goods 

inventory, or (b) any item that normally 

requires more than 12 calendar months to 

complete. 

Long-term contracts that do not meet the 

exceptions under section 460(e) must be 

accounted for using the percentage of 

completion method. See section 460 and the 

related regulations. 

Line 2b. To qualify for the exceptions under 

section 460(e), the contract must be: 

1. A home construction contract as 

defined in section 460(e)(5)(A), or 

2. Any other construction contract 

entered into by the applicant if, at the 

time the contract is entered into, it is 

expected to be completed within 2 

years and the applicant's average 

annual gross receipts for the 3-year 
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period preceding the tax year the 

contract was entered into do not 

exceed the inflation-adjusted amount. 

See Useful items, earlier. 

Line 2d. Under the simplified cost-to-cost 

method, only certain costs are used in 

determining both (a) costs allocated to the 

contract and incurred before the close of the 

tax year, and (b) estimated contract costs. 

These costs are (1) direct material costs; (2) 

direct labor costs; and (3) allowable 

deductions for depreciation, amortization, and 

cost recovery allowances on equipment and 

facilities directly used to construct or produce 

the subject matter of the long-term contract. 

See Regulations section 1.460-5(c). 

Part II—Change in Valuing Inventories 

Including Cost Allocation Changes 

If the applicant is currently using a LIFO 

inventory method or submethod and is 

changing to another LIFO inventory method 

or submethod, Schedule D, Part II, is not 
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applicable. Use Schedule C, Changes Within 

the LIFO Inventory Method. 

Line 3. If an applicant is subject to, but not 

in compliance with, section 263A, generally 

on the same Form 3115 the applicant must 

first comply with section 263A before 

changing an inventory valuation method. The 

applicant must complete Schedule D, Part III, 

Method of Cost Allocation. For exceptions, see 

Regulations section 1.263A-7(b)(2). 

Line 5a. If the applicant properly elected the 

LIFO inventory method but is unable to 

furnish a copy of Form(s) 970, Application to 

Use a LIFO Inventory Method, attach the 

following statement to Form 3115. 

“I certify that to the best of my knowledge 

and belief [name of applicant] properly 

elected the LIFO inventory method by filing 

Form 970 with its return for the tax year(s) 

ended [insert date(s)] and otherwise 

complied with the provisions of section 472(d) 

and Regulations section 1.472-3.” 
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Line 5c. Attach the two statements required 

by section 23.01(5) of Rev. Proc. 2022-14. 

Line 6 Applicants requesting to make a cost-

offset related inventory method change, as 

defined in section 5.06 of Rev. Proc. 2015-13, 

as modified by section 4.02 of Rev. Proc. 

2021-34, may also be required to make 

concurrent cost offset changes under 

Regulations sections 1.451-3 and/or 1.451-8. 

See the changes under DCN 255 in section 

16.10 of Rev. Proc. 2022-14. Applicants 

making concurrent cost offset changes under 

Regulations sections 1.451-3 and/or 1.451-8 

should also complete Schedule B, line 2. 

Concurrent changes may need to be 

implemented in a particular order, and special 

eligibility rules regarding section 481(a) 

adjustments may apply. See section 16.10 of 

Rev. Proc. 2022-14 and section 5.01(1)(g) of 

Rev. Proc. 2015-13, as modified by section 

4.01 of Rev. Proc. 2021-34. 
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Part III—Method of Cost Allocation 

Applicants requesting to change their 

accounting method for any property 

(produced or acquired for resale) subject to 

section 263A or any long-term contracts as 

described in section 460 must complete this 

schedule. 

If the change is for noninventory property 

that is subject to section 263A, attach a 

detailed description of the types of property 

involved. 

There are several methods available for 

allocating and capitalizing costs under section 

263A, and for allocating costs to long-term 

contracts. A change to or from any of these 

methods is a change in accounting method 

that requires IRS consent. Using the 

applicable regulations and notice listed below, 

the applicant should verify which methods are 

presently being used and the proposed 

methods that will be used before completing 
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Schedule D, Part III. These methods are as 

follows. 

1. Allocating Direct and Indirect Costs • 

Specific identification method—Regulations 

sections  

1.263A-1(f)(2) and 1.460-5. 

• Burden rate method—Regulations sections 

1.263A-1(f)(3)(i) and 1.460-5. 

• Standard cost method—Regulations 

sections 1.263A-1(f)(3) (ii) and 1.460-5. 

• Any other reasonable allocation method—

Regulations sections 1.263A-1(f)(4) and 

1.460-5. 

2. Allocating Mixed Service Costs • Direct 

reallocation method—Regulations section 

1.263A-1(g) 

(4)(iii)(A). 

• Step-allocation method—Regulations 

section 1.263A-1(g)(4)(iii)(B). 
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• Simplified service cost method:   

—Using the labor-based allocation ratio—

Regulations section 1.263A-1(h)(4). 

—Using the production cost allocation 

ratio—Regulations section 1.263A-1(h)(5). 

• Any other reasonable allocation method—

Regulations section 1.263A-1(f)(4). 

3. Capitalizing Additional Section 263A 

Costs 

• Simplified production method:  

—Without historic absorption ratio 

election—Regulations section 1.263A-

2(b)(3). 

—With historic absorption ratio election—

Regulations section 1.263A-2(b)(4). 

• Modified simplified production method:  

—Without historic absorption ratio 

election—Regulations section 1.263A-

2(c)(3). 
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—With historic absorption ratio election—

Regulations section 1.263A-2(c)(4). 

• Simplified resale method: 

—Without historic absorption ratio 

election—Regulations section 1.263A-

3(d)(3). 

—With historic absorption ratio election—

Regulations section 1.263A-3(d)(4). 

• U.S. ratio method—Notice 88-104, 1988-2 

C.B. 443. 

• Any other reasonable allocation method—

Regulations section 1.263A-1(f)(4) 

(including the methods listed above under 

Allocating Direct and Indirect Costs). 

Schedule E—Change in Depreciation or 

Amortization 

All applicants requesting to change their 

accounting method for depreciation or 

amortization must complete Schedule E of 

Form 3115. Attach a statement describing the 
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property subject to the change. Include the 

property description, type, placed-in-service 

year, and use in the applicant's trade or 

business or income-producing activity, and 

include the type and amount of any tax credit 

claimed, subsidy, or grant received, along 

with any necessary adjustments to basis 

required under the Code, with respect to the 

property. The statement should include a 

description of the incentive received with 

respect to the property subject to the change, 

including whether the type of incentive is a 

tax credit, subsidy, grant, or other incentive 

and whether the incentive is funded by the 

federal government, a state or local 

government, or an agency or instrumentality 

thereof. Applicants changing their accounting 

method for depreciation or amortization under 

the automatic change procedures should see 

the depreciation changes in the List of DCNs 

below. 

Do not file Form 3115: 
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1. To make an election under section 

167, 168, 179, 197, or former section 

1400I; 

2. To revoke an election made under one 

of those sections; 

3. To make or revoke an election under 

section 13261(g)(2) or (3) of the 

Revenue Reconciliation Act of 1993 

(relating to section 197 intangibles); 

4. To change the placed-in-service date; 

5. To change the salvage value (except 

for a change in salvage value to zero 

when the salvage value is expressly 

treated as zero by the Code, the 

regulations, or other published 

guidance); or 

6. To change a useful life under section 

167 (except for a change to or from a 

useful life, recovery period, or 

amortization period that is specifically 
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assigned by the Code, the regulations, 

or other published guidance). 

List of DCNs 

Summary of Automatic Accounting 

Method Changes 

This list includes regulatory automatic 

changes, changes provided for in Rev. Proc. 

2022-14, and automatic changes provided for 

in other guidance. These automatic changes 

may be modified or supplemented with 

additional automatic changes by subsequently 

published guidance. 

This list provides a brief description of the 

automatic changes in method of accounting 

made using Form 3115. A filer/applicant may 

not rely on the list or the descriptions of 

accounting method changes in the list as 

authority for making an accounting method 

change. A filer/applicant that is within the 

scope of, and complies with, all the applicable 

provisions of the published guidance that 
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authorizes each listed change may rely on the 

applicable published guidance as authority for 

its automatic accounting method change. If 

any information in the list conflicts with 

published guidance, the published guidance 

applies. Each automatic method change 

described in Rev. Proc. 2022-14, as modified, 

contains a contact person you may call if you 

need additional information concerning the 

change (not a toll-free number). Each item in 

the list below: 

• Designates an automatic accounting 

method change number for each change 

for entry on line 1a of Form 3115;  

• Briefly describes the accounting method 

change and its primary Code section(s); 

• Indicates in some cases which schedules 

of Form 3115 to complete; and 

• Provides a reference to the basic 

published guidance (for example, revenue 

procedure) that provides for the automatic 
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change, which filers should review prior to 

completing Part I, Information for 

Automatic Change Request, on page 1 of 

Form 3115. 

Note. Certain retired or obsolete numbers in 

the List of DCNs have not been replaced in 

order to maintain continuity for the active 

DCNs. 

In the event the underlying authority 

for any of the DCNs becomes obsolete 

or is superseded, then a change can 

no longer be made under such DCN. 
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Paperwork Reduction Act Notice. We ask 

for the information on this form to carry out 

the Internal Revenue laws of the United 

States. You are required to give us the 

information. We need it to ensure that you 

are complying with these laws and to allow us 

to figure and collect the right amount of tax. 

You are not required to provide the 

information requested on a form that is 

subject to the Paperwork Reduction Act 

unless the form displays a valid OMB control 

number. Books or records relating to a form 

or its instructions must be retained as long as 

their contents may become material in the 

administration of any Internal Revenue law. 

Generally, tax returns and return information 

are confidential, as required by section 6103. 

The time needed to complete and file this 

form will vary depending on individual 

circumstances. The estimated burden for 

business taxpayers filing this form is 

approved under OMB control number 1545-
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0123 and is included in the estimates shown 

in the instructions for their business income 

tax return. The estimated burden for 

individual taxpayers filing this form is 

approved under OMB control number 1545-

0074 and is included in the estimates shown 

in the instructions for their individual income 

tax return. The estimated burden for all other 

taxpayers who file this form is shown below. 

Time Per Response 

Recordkeeping . . . . . . . . . .  60 hours, 

58 minutes 

Learning . . . . . . . . . . . . . . . .  17 hours, 

25 minutes 

Preparing . . . . . . . . . . . . . . .  21 hours, 3 

minutes 

Sending . . . . . . . . . . . . . . .  32 minutes 
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If you have comments concerning the 

accuracy of these time estimates or 

suggestions for making this form simpler, we 

would be happy to hear from you. You can 

send us comments from 

IRS.gov/FormComments. Or you can send 

your comments to: Internal Revenue Service, 

Tax Forms and Publications Division, 1111 

Constitution Ave. NW, IR-6526, Washington, 

DC 20224. Do not send Form 3115 to this 

address. Instead, see When and Where To 

File, earlier. 

 

  

https://www.irs.gov/forms-pubs/comment-on-tax-forms-and-publications
https://www.irs.gov/forms-pubs/comment-on-tax-forms-and-publications
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