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The IRS Mission

Provide America’s taxpayers top-quality service by helping
them understand and meet their tax responsibilities and en-

Introduction

The Internal Revenue Bulletin is the authoritative instrument of
the Commissioner of Internal Revenue for announcing official
rulings and procedures of the Internal Revenue Service and for
publishing Treasury Decisions, Executive Orders, Tax Conven-
tions, legislation, court decisions, and other items of general
interest. It is published weekly and may be obtained from the
Superintendent of Documents on a subscription basis. Bulletin
contents are compiled semiannually into Cumulative Bulletins,
which are sold on a single-copy basis.

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, mod-
ify, or amend any of those previously published in the Bulletin.
All published rulings apply retroactively unless otherwise indi-
cated. Procedures relating solely to matters of internal man-
agement 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 rulings 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 Unpublished rulings will not be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,

force the law with integrity and fairness to all.

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 .—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, Leg-
islation 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 Rul-
ings. Bank Secrecy Act Administrative Rulings are issued by
the Department of the Treasury’s Office of the Assistant Secre-
tary (Enforcement).

Part IV.—Items 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.

For sale by the Superintendent of Documents, U.S. Government Printing Office, Washington, DC 20402.

January 24, 2011

2011-4 I.R.B.



Part |. Rulings and Decisions Under the Internal Revenue Code

of 1986

Section 401.—Qualified
Pension, Profit-Sharing,
and Stock Bonus Plans

26 CFR 1.401(1)-1: Permitted disparity in employer-
provided contributions or benefits.

2011 covered compensation tables;
permitted disparity. The covered com-
pensation tables under section 401 of the
Code for the year 2011 are provided for
use in determining contributions to de-
fined benefit plans and permitted disparity.

Rev. Rul. 2011-3

This revenue ruling provides ta-
bles of covered compensation under
§ 401(1)(5)(E) of the Internal Revenue
Code (the “Code”) and the Income Tax
Regulations thereunder, for the 2011 plan
year.

Section 401(1)(5)(E)(i) defines covered
compensation with respect to an employee
as the average of the contribution and ben-
efit bases in effect under section 230 of the
Social Security Act (the “Act”) for each
year in the 35-year period ending with the

year in which the employee attains social
security retirement age.

Section 401(1)(5)(E)(ii) states that the
determination for any year preceding the
year in which the employee attains social
security retirement age shall be made by
assuming that there is no increase in cov-
ered compensation after the determination
year and before the employee attains social
security retirement age.

Section 1.401(1)-1(c)(34) defines the
taxable wage base as the contribution and
benefit base under section 230 of the Act.

Section 1.401(1)-1(c)(7)(i) defines cov-
ered compensation for an employee as the
average (without indexing) of the taxable
wage bases in effect for each calendar year
during the 35-year period ending with the
last day of the calendar year in which the
employee attains (or will attain) social
security retirement age. A 35-year pe-
riod is used for all individuals regardless
of the year of birth of the individual. In
determining an employee’s covered com-
pensation for a plan year, the taxable wage
base for all calendar years beginning after
the first day of the plan year is assumed

to be the same as the taxable wage base in
effect as of the beginning of the plan year.
An employee’s covered compensation for
a plan year beginning after the 35-year pe-
riod applicable under §1.401(1)-1(c)(7)(i)
is the employee’s covered compensation
for a plan year during which the 35-year
period ends. An employee’s covered
compensation for a plan year beginning
before the 35-year period applicable under
§1.401(1)—-1(c)(7)(1) is the taxable wage
base in effect as of the beginning of the
plan year.

Section 1.401(1)-1(c)(7)(ii) provides
that, for purposes of determining the
amount of an employee’s covered com-
pensation under §1.401(1)-1(c)(7)(i), a
plan may use tables, provided by the Com-
missioner, that are developed by rounding
the actual amounts of covered compensa-
tion for different years of birth.

For purposes of determining covered
compensation for the 2011 year, the tax-
able wage base is $106,800.

The following tables provide covered
compensation for 2011.

CALENDAR
YEAR OF
BIRTH

1907
1908
1909
1910
1911
1912
1913
1914
1915
1916
1917
1918
1919
1920
1921
1922
1923
1924
1925
1926
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ATTACHMENT 1

2011 COVERED COMPENSATION TABLE

CALENDAR YEAR OF
SOCIAL SECURITY
RETIREMENT AGE

1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
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2011 COVERED
COMPENSATION
TABLE II

$4,488
4,704
5,004
5,316
5,664
6,060
6,480
7,044
7,692
8,460
9,300
10,236
11,232
12,276
13,368
14,520
15,708
16,968
18,312
19,728
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ATTACHMENT 1
2011 COVERED COMPENSATION TABLE

CALENDAR CALENDAR YEAR OF 2011 COVERED
YEAR OF SOCIAL SECURITY COMPENSATION
BIRTH RETIREMENT AGE TABLE 11
1927 1992 21,192
1928 1993 22,716
1929 1994 24,312
1930 1995 25,920
1931 1996 27,576
1932 1997 29,304
1933 1998 31,128
1934 1999 33,060
1935 2000 35,100
1936 2001 37,212
1937 2002 39,444
1938 2004 43,992
1939 2005 46,344
1940 2006 48,816
1941 2007 51,348
1942 2008 53,952
1943 2009 56,628
1944 2010 59,268
1945 2011 61,884
1946 2012 64,464
1947 2013 67,008
1948 2014 69,408
1949 2015 71,724
1950 2016 73,920
1951 2017 76,044
1952 2018 78,084
1953 2019 80,052
1954 2020 81,972
1955 2022 85,620
1956 2023 87,384
1957 2024 89,064
1958 2025 90,660
1959 2026 92,184
1960 2027 93,648
1961 2028 95,052
1962 2029 96,372
1963 2030 97,680
1964 2031 98,940
1965 2032 100,116
1966 2033 101,220
1967 2034 102,192
1968 2035 103,068
1969 2036 103,824
1970 2037 104,448
1971 2038 105,012
1972 2039 105,552
1973 2040 106,032
1974 2041 106,392
1975 2042 106,656
1976 and Later 2043 and Later 106,800
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ATTACHMENT 11

2011 ROUNDED COVERED COMPENSATION TABLE

CALENDAR 2011 COVERED
YEAR OF COMPENSATION
BIRTH ROUNDED
1937 $ 39,000
1938 — 1939 45,000
1940 48,000
1941 51,000
1942 54,000
1943 57,000
1944 60,000
1945 — 1946 63,000
1947 66,000
1948 69,000
1949 72,000
1950 - 1951 75,000
1952 78,000
1953 — 1954 81,000
1955 — 1956 87,000
1957 — 1958 90,000
1959 — 1960 93,000
1961 — 1962 96,000
1963 — 1965 99,000
1966 — 1968 102,000
1969 - 1972 105,000
1973 — and Later 106,800
DRAFTING INFORMATION ties Division. For further information re- 4:30 p.m. Eastern time, Monday

The principal author of this revenue
ruling is Michael Spaid of the Employee
Plans, Tax Exempt and Government Enti-

2011-4 1.R.B.

garding this revenue ruling, please contact
the Employee Plans taxpayer assistance
telephone service at 1-877-829-5500,
between the hours of 8:30 a.m. and

328

through Friday (a toll-free number).
Mr. Spaid may be reached via e-mail at
RetirementPlanQuestions @irs.gov.

January 24, 2011



Part lll. Administrative, Procedural, and Miscellaneous

26 CFR 1.61-21: Taxation of fringe benefits
(Also: §§ 61, 280F.)

Rev. Proc. 2011-11

SECTION 1. PURPOSE

.01 This revenue procedure provides:
(1) the maximum value of employer-pro-
vided vehicles first made available to em-
ployees for personal use in calendar year
2010 for which the vehicle cents-per-mile
valuation rule provided under section
1.61-21(e) of the Income Tax Regula-
tions may be applicable is $15,300 for a
passenger automobile and $16,200 for a
truck or van; (2) the maximum value of
employer-provided vehicles first made
available to employees for personal use in
calendar year 2010 for which the fleet-av-
erage valuation rule provided under sec-
tion 1.61-21(d) of the regulations may
be applicable is $20,300 for a passenger
automobile and $21,200 for a truck or van.

SECTION 2. BACKGROUND

.01 If an employer provides an em-
ployee with a vehicle that is available
to the employee for personal use, the
value of the personal use must generally
be included in the employee’s income
and wages. Internal Revenue Code § 61;
Treas. Reg. § 1.61-21.

.02 For employer-provided passen-
ger automobiles (including trucks and
vans) made available to employees for
personal use that meet the requirements
of section 1.61-21(e)(1) of the regula-
tions, generally the value of the personal
use may be determined under the vehicle
cents-per-mile valuation rule of section
1.61-21(e). However, regulations section
1.61-21(e)(1)(iii)(A) provides that for a
passenger automobile first made avail-
able after 1988 to any employee of the
employer for personal use, the value of
the personal use may not be determined
under the vehicle cents-per-mile valuation
rule for a calendar year if the fair market
value of the passenger automobile (de-
termined pursuant to regulations section
1.61-21(d)(5)(1) through (iv)) on the first
date the passenger automobile is made
available to the employee exceeds a spec-
ified dollar limit.

January 24, 2011

.03 For employer-provided vehicles
available to employees for personal use for
an entire year, generally the value of the
personal use may be determined under the
automobile lease valuation rule of section
1.61-21(d) of the regulations. Under this
valuation rule, the value of the personal
use is the Annual Lease Value. Provided
the requirements of regulation section
1.61-21(d)(5)(v) are met, an employer
with a fleet of 20 or more automobiles
may use a fleet-average value for purposes
of calculating the Annual Lease Values of
the automobiles in the employer’s fleet.
The fleet-average value is the average
of the fair market values of all the auto-
mobiles in the fleet. However, section
1.6121(d)(5)(v)(D) of the regulations
provides that for an automobile first made
available after 1988 to an employee of the
employer for personal use, the value of the
personal use may not be determined under
the fleet-average valuation rule for a cal-
endar year if the fair market value of the
automobile (determined pursuant to reg-
ulations section 1.61-21(d)(5)(i) through
(v)) on the first date the passenger auto-
mobile is made available to the employee
exceeds a specified dollar limit.

.04 The maximum passenger automo-
bile values for applying the vehicle cents-
per-mile and the fleet-average value rules
reflect the automobile price inflation ad-
justment of Code section 280F(d)(7). The
method of calculating this price inflation
amount for automobiles other than trucks
and vans uses the “new car” component of
the CPI “automobile component”. When
calculating this price inflation adjustment
for trucks and vans, the “new trucks” com-
ponent of the CPI is used. This results
in somewhat higher maximum values for
trucks and vans. This change reflects the
higher rate of price inflation that trucks and
vans have been subject to since 1988, and
is consistent with the change announced
in Rev. Proc. 2003-75, 2003-2 C.B.
1018, for purposes of calculating depre-
ciation deductions. See also Rev. Proc.
2010-18,2010-9 1.R.B. 427. For purposes
of this revenue procedure, the term “trucks
and vans” refers to passenger automobiles
that are built on a truck chassis, including
minivans and sport utility vehicles (SUVs)
that are built on a truck chassis.
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SECTION 3. PROCEDURE

.01 Maximum Automobile Value for
Using the Cents-per-mile Valuation Rule.
An employer providing a passenger auto-
mobile for the first time in calendar year
2011 for the personal use of any employee
may determine the value of the personal
use by using the vehicle cents-per-mile
valuation rule in section 1.61-21(e) of the
regulations if its fair market value on the
date it is first made available does not
exceed $15,300 for a passenger automo-
bile other than a tuck or van, or $16,200
for a truck or van. If the fair market
value of the passenger automobile exceeds
this amount, the employer may determine
the value of the personal use under the
general valuation rules of regulations sec-
tion 1.61-21(b) or under the special valua-
tion rules of section 1.61-21(d) (Automo-
bile lease valuation) or section 1.61-21(f)
(Commuting valuation) if the applicable
requirements are met. See Rev. Proc.
2009-12, 2009-3 I.R.B. 321, for guidance
on determining the maximum value of pas-
senger automobiles first made available
during calendar year 2009, and Rev. Proc.
2010-10, 2010-3 I.R.B. 300, for guidance
on determining the maximum value of pas-
senger automobiles first made available
during calendar year 2010.

.02 Maximum Automobile Value for
Using the Fleet-Average Valuation Rule.
An employer with a fleet of 20 or more
automobiles providing an automobile for
the first time in calendar year 2011 for
the personal use of any employee for an
entire year may determine the value of
the personal use by using the fleet-aver-
age valuation rule in regulations section
1.61-21(d)(5)(v) to calculate the Annual
Lease Values of the automobiles in the
fleet. The fleet-average valuation rule may
not be used to determine the Annual Lease
Value of any automobile if its fair market
value on the date it is first made available
exceeds $20,300 for a passenger automo-
bile other than a truck or van, or $21,200
for a truck or van. If all other appli-
cable requirements are met, an employer
with a fleet of 20 or more vehicles consist-
ing of passenger automobiles other than
trucks or vans as well as trucks and vans
may use the fleet-average valuation rule
as long as none of the vehicles exceed

2011-4 1.R.B.



their respective maximum allowable val-
ues. If the fair market value of any passen-
ger automobile in the fleet exceeds these
amounts, the employer may determine the
value of the personal use under regulations
section 1.61-21(f) (Commuting valuation
rule) or the general valuation rules of sec-
tion 1.61-21(b) or may determine the An-
nual Lease Value of such automobile sepa-
rately under the automobile lease valuation
rule of section 1.61-21(d)(2) if the applica-
ble requirements are met.

SECTION 4. EFFECTIVE DATE

This revenue procedure applies to em-
ployer-provided passenger automobiles
first made available to employees for per-
sonal use in calendar year 2011.

SECTION 5. DRAFTING
INFORMATION

The principal author of this revenue
procedure is Don M. Parkinson of the

Office of the Division Counsel/Associate
Chief Counsel (Tax Exempt & Govern-
ment Entities). For further information
regarding the maximum automobile val-
ues for applying the valuation rules of
regulations section 1.61-21(e)(1)(iii)(A)
(the wvehicle cents-per-mile valuation
rule), and section 1.61-21(d)(5)(v)(D)
(the fleet average valuation rule), contact
Don M. Parkinson at (202) 622-6040 (not
a toll free call).

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

(Also Part I, §§ 56, 61, 77, 118, 162, 1.162-12, 166, 167, 168, 171, 174, 179D, 194, 197, 263, 263A, 267, 280F, 404, 446, 447, 448, 451, 454, 455, 460, 461, 467,
471, 472, 475, 481, 585, 832, 833, 846, 860A-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, 1.166-4, 1.167(a)-2, 1.167(a)-3(b), 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(i)—4, 1.168(i)-6, 1.168(k)-1, 1.171-4, 1.174—1, 1.174-3, 1.174-4, 1.179-5, 1.194-1, 1.197-2, 1.263(a)-1, 1.263(a)-2,
1.263(a)—4, 1.263(a)-5, 1.263A-1, 1.263A-2, 1.263A-3, 1.263A—4, 1.263A-7, 1.267(a)-1, 1.280F-6, 1.404(b)-IT, 1.446-1, 1.446-IT, 1.446-2, 1.446-5, 1.446-6,
1.448-2, 1.467-1, 1.471-4, 1.471-5, 1.471-8, 1.448—1T, 1.451-1, 1.454—1, 1.455-6, 1.460-1, 1.460—4, 1.461-1, 1.461-4, 1.461-5, 1.471-1, 1.471-2, 1.471-3,
1.471-4, 1.472—1, 1.472-2, 1.472-6, 1.472-8, 1.481-1, 1.481-4, 1.832-4, 1.860A—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,
1.1363-2, 1.1374—4, 1.1400L(b)-1.)

Rev. Proc. 2011-14
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SECTION 1. PURPOSE and clarified by Rev. Proc. 2002-54, for an item involves timing, generally the

This revenue procedure provides the
procedures by which a taxpayer may ob-
tain automatic consent for a change in
method of accounting described in the
APPENDIX of this revenue procedure.
This revenue procedure amplifies, clari-
fies, modifies, and supersedes Rev. Proc.
2008-52, 2008-2 C.B. 587, as amplified,
clarified, and modified by Rev. Proc.
2009-39, 2009-38 I.R.B. 371, and pro-
vides additional changes in methods of
accounting for which a taxpayer may ob-
tain automatic consent.

A taxpayer complying with all the ap-
plicable provisions of this revenue proce-
dure obtains the consent of the Commis-
sioner of Internal Revenue to change its
method of accounting under § 446(e) of the
Internal Revenue Code and the Income Tax
Regulations thereunder.

This revenue procedure also modifies
Rev. Proc. 97-27, 1997-1 C.B. 680,
as amplified and modified by Rev. Proc.
2002-19, 2002-1 C.B. 696, as amplified
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2002-2 C.B. 432, as modified by Rev.
Proc. 2007-67, 2007-2 C.B. 1072, and
as clarified and modified by Rev. Proc.
2009-39, which provides the general pro-
cedures for obtaining the advance (non-au-
tomatic) consent of the Commissioner to
change a method of accounting.

Section 16 of this revenue procedure
lists the significant changes to Rev. Proc.
2008-52 and Rev. Proc. 97-27.

SECTION 2. BACKGROUND

.01 Change in method of accounting
defined.

(1) Section 1.446-1(e)(2)(ii)(a) pro-
vides that a change in method of account-
ing includes a change in the overall plan
of accounting for gross income or deduc-
tions, or a change in the treatment of any
material item. A material item is any item
that involves the proper time for the inclu-
sion of the item in income or the taking
of the item as a deduction. In determining
whether a taxpayer’s accounting practice
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relevant question is whether the practice
permanently changes the amount of the
taxpayer’s lifetime taxable income. If
the practice does not permanently affect
the taxpayer’s lifetime taxable income,
but does or could change the taxable year
in which income is reported, it involves
timing and is therefore a method of ac-
counting. See Rev. Proc. 91-31, 1991-1
C.B. 566.

(2) Although a method of accounting
may exist under this definition without a
pattern of consistent treatment of an item,
a method of accounting is not adopted in
most instances without consistent treat-
ment. The treatment of a material item
in the same way in determining the gross
income or deductions in two or more con-
secutively filed federal income tax returns
(without regard to any change in status of
the method as permissible or impermissi-
ble) represents consistent treatment of that
item for purposes of § 1.446-1(e)(2)(ii)(a).
If a taxpayer treats an item properly in the
first return that reflects the item, however,
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it is not necessary for the taxpayer to treat
the item consistently in two or more con-
secutive returns to have adopted a method
of accounting. If a taxpayer has adopted
a method of accounting under these rules,
the taxpayer may not change the method
by amending its prior income tax return(s).
See Rev. Rul. 90-38, 1990-1 C.B. 57.

(3) A change in method of accounting
does not include correction of mathe-
matical or posting errors, or errors in
the computation of tax liability (such
as errors in computation of the foreign
tax credit, net operating loss, percent-
age depletion, or investment credit). See
§ 1.446-1(e)(2)(i1)(D).

.02 Securing permission to make a
method change. Section 446(e) and
§ 1.446-1(e)(2)(i) state that, except as
otherwise provided, a taxpayer must se-
cure the consent of the Commissioner
before changing a method of accounting
for federal income tax purposes. Section
1.446—1(e)(3)(i) requires that, in general,
in order to obtain the Commissioner’s con-
sent to a method change, a taxpayer must
file a Form 3115, Application for Change
in Accounting Method, during the taxable
year for which the taxpayer wants to make
the proposed change.

.03 Terms and conditions of a method
change. Section 1.446-1(e)(3)(ii) pro-
vides that the Commissioner may pre-
scribe administrative procedures setting
forth the limitations, terms, and conditions
deemed necessary to permit a taxpayer to
obtain consent to change a method of ac-
counting in accordance with § 446(e). The
terms and conditions the Commissioner
may prescribe include the year of change,
whether the change is to be made with a
§ 481(a) adjustment or on a cut-off basis,
and the § 481(a) adjustment period.

.04 No retroactive method change. Un-
less specifically authorized by the Com-
missioner, a taxpayer may not request,
or otherwise make, a retroactive change
in method of accounting, regardless of
whether the change is from a permissible
or an impermissible method. See gener-
ally Rev. Rul. 90-38. But see section
6.02(3)(d)(i) of this revenue procedure.

.05 Method change with a § 481(a) ad-
justment.

(1) Need for adjustment. Section 481(a)
requires those adjustments necessary to
prevent amounts from being duplicated or
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omitted to be taken into account when the
taxpayer’s taxable income is computed
under a method of accounting different
from the method used to compute taxable
income for the preceding taxable year.
When there is a change in method of ac-
counting to which § 481(a) is applied,
income for the taxable year preceding the
year of change must be determined under
the method of accounting that was then
employed, and income for the year of
change and the following taxable years
must be determined under the new method
of accounting as if the new method had
always been used. The § 481(a) adjust-
ment is computed notwithstanding that the
period of limitations on assessment and
collection of tax may have closed on the
years (closed years) in which the events
giving rise to the need for an adjustment
occurred. See Superior Coach of Fla., Inc.
v. Commissioner, 80 T.C. 895,912 (1983).
In computing the net § 481(a) adjustment,
a taxpayer must take into account all rele-
vant accounts. For example, the § 481(a)
adjustment for a change in the proper time
for deducting salary bonuses under § 461
reflects any necessary adjustments for
amounts of salary bonuses capitalized to
inventory under § 263A.

Example. A taxpayer that is not required to
use inventories uses the overall cash receipts and
disbursements method and changes to an overall
accrual method. The taxpayer has $120,000 of
income earned but not yet received (accounts
receivable) and $100,000 of expenses incurred
but not yet paid (accounts payable) as of the end
of the taxable year preceding the year of change.
A positive § 481(a) adjustment of $20,000
($120,000 accounts receivable less $100,000
accounts payable) is required as a result of the
change.

(2) Adjustment period. Section 481(c)
and §§ 1.446-1(e)(3)(ii)) and 1.481-4
provide that the adjustment required by
§ 481(a) may be taken into account in
determining taxable income in the manner
and subject to the conditions agreed to
by the Commissioner and the taxpayer.
Generally, in the absence of such an agree-
ment, the § 481(a) adjustment is taken
into account completely in the year of
change, subject to § 481(b), which lim-
its the amount of tax where the § 481(a)
adjustment is substantial. However,
under the Commissioner’s authority in
§ 1.446-1(e)(3)(ii) to prescribe terms and
conditions for changes in methods of ac-
counting, this revenue procedure provides
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specific adjustment periods that are in-
tended to achieve an appropriate balance
between the goals of mitigating distortions
of income that result from accounting
method changes and providing appropriate
incentives for voluntary compliance.

.06 Method change using a cut-off ba-
sis. The Commissioner may determine
that certain changes in methods of ac-
counting will be made without a § 481(a)
adjustment, using a cut-off basis. When a
change in method of accounting is made
on a cut-off basis, in general, only the
items arising on or after the beginning of
the year of change (or other operative date)
are accounted for under the new method of
accounting. Any items arising before the
year of change (or other operative date)
continue to be accounted for under the
taxpayer’s former method of accounting.
See, for example, sections 2.01, 10.04 and
22.02 of the APPENDIX of this revenue
procedure. Because no amounts are dupli-
cated or omitted when a change in method
of accounting is made on a cut-off basis,
no § 481(a) adjustment is necessary.

.07 Consistency and clear reflection of
income. Methods of accounting should
clearly reflect income on a continuing ba-
sis, and the Commissioner exercises dis-
cretion under §§ 446(e) and 481(c) in a
manner that generally minimizes distor-
tions of income across taxable years and
on an annual basis.

.08 Separate trades or businesses.

(1) Sections 1.446-1(d)(1) and (2) pro-
vide that when a taxpayer has two or more
separate and distinct trades or businesses,
the taxpayer may use a different method of
accounting for each trade or business pro-
vided the method of accounting used for
each trade or business clearly reflects the
overall income of the taxpayer as well as
that of each particular trade or business.
No trade or business is separate and dis-
tinct unless the taxpayer keeps a complete
and separable set of books and records for
that trade or business.

(2) Section 1.446—1(d)(3) provides that
if, by reason of maintaining different meth-
ods of accounting, there is a creation or
shifting of profits or losses between the
taxpayer’s trades or businesses (for exam-
ple, through inventory adjustments, sales,
purchases, or expenses) so that the tax-
payer’s income is not clearly reflected, the
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taxpayer’s trades or businesses are not sep-
arate and distinct.

.09 Penalties. Any otherwise applica-
ble penalty, addition to the tax, or addi-
tional amount for the failure of a taxpayer
to change its method of accounting (for ex-
ample, the accuracy-related penalty under
§ 6662 or the fraud penalty under § 6663)
may be imposed if the taxpayer does not
timely file a request to change a method of
accounting. See § 446(f). Additionally, the
taxpayer’s return preparer may also be sub-
ject to the preparer penalty under § 6694.
However, penalties, additions to the tax,
or additional amounts will not be imposed
when a taxpayer changes from an imper-
missible method of accounting to a permis-
sible one by complying with all applicable
provisions of this revenue procedure.

.10 Change made as part of an
examination. Section 446(b) and
§ 1.446-1(b)(1) provide that if a taxpayer
does not regularly employ a method of
accounting that clearly reflects its income,
the computation of taxable income must
be made in a manner that, in the opinion
of the Commissioner, does clearly reflect
income. If a taxpayer under examination
is not eligible to change a method of ac-
counting under this revenue procedure, the
director may make the change. A change
resulting in a positive § 481(a) adjustment
ordinarily will be made in the earliest
taxable year under examination with a
one-year § 481(a) adjustment period. See
Rev. Proc. 200218, 2002—-1 C.B. 678.

SECTION 3. DEFINITIONS

.01 Application. The term “applica-
tion” means a Form 3115 or any statement
that is authorized in the APPENDIX of this
revenue procedure to be filed in lieu of a
Form 3115, and any attachments.

.02 Applicable provisions. The term
“applicable provisions” means all provi-
sions and requirements of this revenue pro-
cedure pertinent to the taxpayer or its re-
quested change, including but not limited
to:

(1) the scope requirements and limita-
tions in section 4 of this revenue proce-
dure;

(2) the terms and conditions of change
in section 5 of this revenue procedure;
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(3) the requirements regarding the form
and content of an application in section 6
of this revenue procedure;

(4) the filing requirements in section 6
of this revenue procedure, including (but
not limited to) the timely duplicate filing
requirements of section 6.02(3); and

(5) the APPENDIX of this revenue pro-
cedure, including:

(a) the available changes in method of
accounting;

(b) any restrictions on the availability of
arequested change that is applicable to the
taxpayer (including provisions that render
the change inapplicable to the taxpayer);
and

(c) any special terms, conditions, and
requirements applicable to a change, such
as the use of a cut-off basis or a § 481(a)
adjustment, the spread period for any
§ 481(a) adjustment, the year of change,
and any special filing requirement.

.03 Taxpayer.

(1) In general. The term “taxpayer”
has the same meaning as the term “person”
defined in § 7701(a)(1) (rather than the
meaning of the term “taxpayer” defined in
§ 7701(a)(14)).

(2) Consolidated group. For purposes
of the following sections of this revenue
procedure, the term “taxpayer” includes a
consolidated group: (a) sections 3.08(1),
3.09(1), and 4.02(1) (taxpayer under ex-
amination), (b) section 3.09(2) (taxpayer
before an appeals office), and (c) section
3.09(3) (taxpayer before a federal court).

.04 Timely mailing as timely filing.
Under the provisions of § 7502, any ap-
plication, statement, or other document
required to be filed under this revenue
procedure is considered timely filed if it
is timely postmarked and mailed, postage
prepaid, to the proper address (or an
address similar enough to complete de-
livery). If these requirements are met,
the date of filing is the date of the U.S.
postmark or the applicable date recorded
or marked by a designated private deliv-
ery service. See Notice 2004-83, 2004-2
C.B. 1030. If the requirements of § 7502
are not met, the application, statement, or
other document is considered filed on the
date it is delivered to the Service.

.05 Timely performance of acts. The
rules of § 7503 apply when the last day
for the taxpayer’s timely performance of
any act (for example, filing an application
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or submitting additional information) falls
on a Saturday, Sunday, or legal holiday.
The performance of any act is timely if the
act is performed on the next succeeding
day that is not a Saturday, Sunday, or legal
holiday.

.06 Year of change. The year of change
is the taxable year for which a change in
method of accounting is effective, that is,
the first taxable year the new method is to
be used, even if no affected items are taken
into account for that year.

.07 Section 481(a) adjustment period.
The § 481(a) adjustment period is the ap-
plicable number of taxable years for taking
into account the § 481(a) adjustment re-
quired as a result of the change in method
of accounting. The year of change is the
first taxable year in the adjustment period
and the § 481(a) adjustment is taken into
account ratably over the number of taxable
years in the adjustment period. The ap-
plicable adjustment periods are set forth in
section 5.04 of this revenue procedure.

.08 Under examination.

(1) In general.

(a) Except as provided in sections
3.08(2), 3.08(3) and 3.08(5) of this rev-
enue procedure, an examination of a
taxpayer with respect to a federal income
tax return begins on the date the taxpayer
is contacted in any manner by a repre-
sentative of the Internal Revenue Service
(Service) for the purpose of scheduling
any type of examination of the return.
Except as provided in sections 3.08(1)(b),
3.08(1)(c), 3.08(2), 3.08(3) and 3.08(4)
of this revenue procedure, an examination
ends:

(i) in a case in which the Service ac-
cepts the return as filed, on the date the “no
change” letter is sent to the taxpayer;

(i) in a fully agreed case, on the earliest
of the date the taxpayer executes a waiver
of restrictions on assessment or acceptance
of overassessment (for example, Form
870, Waiver of Restrictions on Assess-
ment and Collection of Deficiency in Tax
and Acceptance of Overassessment, Form
4549, Income Tax Examination Changes,
or Form 4605, Examination Changes —
Partnerships, Fiduciaries, S Corporations,
and Interest Charge Domestic Interna-
tional Sales Corporations), the date the
taxpayer makes a payment of tax that
equals or exceeds the proposed deficiency,
or the date of the “closing” letter (for ex-
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ample, Letter 987 — Agreed Income Tax
Change) sent to the taxpayer; or

(iii) in an unagreed or a partially agreed
case, on the earliest of the date the taxpayer
(or its representative) is notified by Ap-
peals that the case has been referred by the
examining agent(s) to Appeals, the date the
taxpayer files a petition in the Tax Court,
the date on which the period for filing a
petition with the Tax Court expires, or the
date of the notice of claim disallowance.

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

(c) An examination resumes on the
date the taxpayer (or its representative)
is notified by Appeals (or otherwise) that
the case has been referred to the examin-
ing agent(s) for reconsideration. Further,
notwithstanding sections 3.08(1)(a)(iii)
and 6.03(3), if the taxpayer is within the
120-day window period provided in sec-
tion 6.03(3) of this revenue procedure, that
120-day window period ends as of the date
the taxpayer is notified, ordinarily by Ap-
peals, that the case has been referred to the
examining agent(s) for reconsideration.
The 120-day window period in section
6.03(3) will be available to the taxpayer in
its entirety when the resumed examination
ends.

(2) Partnerships subject to TEFRA. Ex-
cept as provided in sections 3.08(4) and
(5) of this revenue procedure, for an en-
tity (including a limited liability company)
treated as a partnership for federal income
tax purposes that is subject to the TEFRA
unified audit and litigation provisions for
partnerships, an examination begins on the
date of the notice of the beginning of an
administrative proceeding sent to the Tax
Matters Partner (TMP), and ends:

(a) in a case in which the Service ac-
cepts the partnership return as filed, on the
date of the “no adjustments” letter or the
“no change” notice of final administrative
adjustment sent to the TMP;

(b) in a fully agreed case, when all
the partners or members execute a Form
870-P, Agreement to Assessment and Col-
lection of Deficiency in Tax for Partnership
Adjustments, 870-L, Agreement to Assess-
ment and Collection of Deficiencies in Tax
for Partnership Adjustments, Additions to
Tax, and Affected Items; or
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(c) in an unagreed or a partially agreed
case, on the earliest of the date the TMP (or
its representative) is notified by Appeals
that the case has been referred by the ex-
amining agent(s) to Appeals, the date the
TMP (or a partner or member) requests ju-
dicial review, or the date on which the pe-
riod for requesting judicial review expires.
But see section 4.02(3) of this revenue pro-
cedure for certain rules that preclude an en-
tity from requesting a change in account-
ing method.

(3) Certain foreign corporations. A for-
eign corporation that is not required to file
a federal income tax return is under ex-
amination if any of its controlling domes-
tic shareholders, as defined in § 6.02(3)(b)
of this revenue procedure, is under ex-
amination for a taxable year(s) in which
it was a United States shareholder of the
foreign corporation. For purposes of this
revenue procedure, a foreign corporation
is no longer under examination when the
controlling domestic shareholders are no
longer under examination, as defined in
section 3.08 of this revenue procedure.

(4) Taxpayer before Joint Committee on
Taxation. If a taxpayer is under exami-
nation (including an examination that be-
gins on the date a taxpayer is contacted
in any manner for additional information
as a result of a Joint Committee on Tax-
ation inquiry pursuant to § 6405) then,
notwithstanding the performance of an act
described in section 3.08(1), (2), or (3),
for purposes of this revenue procedure, the
taxpayer continues to be under examina-
tion while the taxpayer has a refund or
credit under review by the Joint Commit-
tee on Taxation. The examination ends on
the later of (i) the performance of the ap-
plicable act described in section 3.08(1),
(2), or (3); or (ii) the date of the Ser-
vice’s written notification to the taxpayer
that the Joint Committee on Taxation has
completed its consideration (for example,
Letter 1574 (P)), or that the case has been
withdrawn from consideration by the Joint
Committee on Taxation. See Rev. Proc.
2005-32, 2005-1 C.B. 1206.

(5) Taxpayer in Compliance Assurance
Process. For purposes of this revenue
procedure, a taxpayer participating in the
Compliance Assurance Process (CAP) is
considered to be under examination as of
the date the taxpayer executes the Memo-
randum of Understanding for the CAP.
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.09 Issue under consideration.

(1) Under examination. A taxpayer’s
method of accounting for an item is an
issue under consideration for the taxable
years under examination if the taxpayer re-
ceives written notification (for example,
by examination plan, information docu-
ment request (IDR), or notification of pro-
posed adjustments or income tax examina-
tion changes) from the examining agent(s)
specifically citing the treatment of the item
as an issue under consideration. For exam-
ple, a taxpayer’s method of pooling under
the dollar-value, last-in, first-out (LIFO)
inventory method is an issue under consid-
eration as a result of an examination plan
that identifies LIFO pooling as a matter to
be examined, but it is not an issue under
consideration as a result of an examina-
tion plan that merely identifies LIFO in-
ventories as a matter to be examined. Sim-
ilarly, a taxpayer’s method of determin-
ing inventoriable costs under § 263A is
an issue under consideration as a result of
an IDR that requests documentation sup-
porting the costs included in inventoriable
costs, but it is not an issue under considera-
tion as a result of an IDR that requests doc-
umentation supporting the amount of costs
of goods sold reported on the return. The
question of whether a method of account-
ing is an issue under consideration may be
referred to the national office as a request
for technical advice under the provisions
of Rev. Proc. 2011-2, 2011-1 I.R.B. 90
(or successor).

(2) Before an appeals office. A tax-
payer’s method of accounting for an item
is an issue under consideration for the tax-
able years before an appeals office if the
treatment of the item is included as an item
of adjustment in the examination report re-
ferred to Appeals or is specifically identi-
fied in writing to the taxpayer by Appeals.
If an appeals office submits to the Joint
Committee on Taxation pursuant to § 6405
areport of a refund or credit that includes a
method of accounting for an item that is an
issue under consideration, that method of
accounting continues to be an issue under
consideration by the appeals office while
the refund or credit is under review by the
Joint Committee on Taxation.

(3) Before a federal court. A taxpayer’s
method of accounting for an item is an
issue under consideration for the taxable
years before a federal court if the treat-
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ment of the item is included in the statutory
notice of deficiency, the notice of claim
disallowance, the notice of final adminis-
trative adjustment, the pleadings (for ex-
ample, the petition, complaint, or answer)
or amendments thereto, or is specifically
identified in writing to the taxpayer by the
counsel for the government. If a settle-
ment stipulation that includes a method
of accounting for an item that is an is-
sue under consideration is submitted to the
Joint Committee on Taxation pursuant to
§ 6405, that method of accounting contin-
ues to be an issue under consideration by
the federal court while the settlement stip-
ulation is under review by the Joint Com-
mittee on Taxation.

(4) Certain foreign corporations. In
the case of a controlled foreign corpora-
tion (CFC) as defined in § 953(c)(1)(B)
or § 957 or a noncontrolled section 902
corporation as defined in § 904(d)(2)(E)
(10/50 corporation), a foreign corpora-
tion’s method of accounting for an item
is an issue under consideration if any of
the corporation’s controlling domestic
shareholders receives notification de-
scribed in section 3.09(1), (2) or (3) that
the treatment of a distribution or deemed
distribution from the foreign corporation,
or the amount of its earnings and profits
or foreign taxes deemed paid, is an issue
under consideration.

.10 Change within the LIFO inventory
method. A change within the LIFO inven-
tory method is a change from one LIFO in-
ventory method or sub-method to another
LIFO inventory method or sub-method. A
change within the LIFO inventory method
does not include a change in method of
accounting that could be made by a tax-
payer that does not use the LIFO inventory
method (for example, a method governed
by § 471 or § 263A).

.11 Director. The term “director” has
the same meaning as this term has in Rev.
Proc. 2011-1, 2011-1 I.R.B. 1 (or succes-
sor).

SECTION 4. SCOPE

.01 Applicability. This revenue proce-
dure applies to a taxpayer requesting the
Commissioner’s consent to change to a
method of accounting described in the AP-
PENDIX of this revenue procedure. This
revenue procedure is the exclusive proce-
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dure for a taxpayer within its scope to ob-
tain the Commissioner’s consent.

.02 Inapplicability. Except as other-
wise provided in the APPENDIX of this
revenue procedure (see, for example, sec-
tion 2.01 of the APPENDIX of this rev-
enue procedure), this revenue procedure
does not apply in the following situations:

(1) Under examination. If, on the date
the taxpayer (or if section 6.02(3)(b) of this
revenue procedure applies, the designated
shareholder) would otherwise file a copy
of the application with the national office,
or, if applicable, with the Ogden office,
pursuant to section 6.02(3) of this revenue
procedure, the taxpayer is under examina-
tion (as provided in section 3.08 of this
revenue procedure), except as provided in
sections 6.03(2) (90-day window), 6.03(3)
(120-day window), 6.03(4) (consent of di-
rector), 6.03(5) (changes lacking audit pro-
tection), 6.03(6) (issue pending), 6.04 (is-
sue under consideration by an appeals of-
fice), and 6.05 (issue under consideration
by a federal court) of this revenue proce-
dure;

(2) Consolidated group member. A cor-
poration that is (or was formerly) a mem-
ber of a consolidated group is under exam-
ination, for purposes of section 4.02(1) of
this revenue procedure, if the consolidated
group is under examination for a taxable
year(s) that the corporation was a member
of the group;

(3) Partnerships and S corporations.
For an entity (including a limited liabil-
ity company) treated as a partnership or an
S corporation for federal income tax pur-
poses, if, on the date the entity would oth-
erwise file a copy of the application with
the national office or, if applicable, the
Ogden office, pursuant to section 6.02(3)
of this revenue procedure, the entity’s ac-
counting method to be changed is an issue
under consideration in an examination of a
partner, member, or shareholder’s federal
income tax return;

(4) Section 381(a) transaction. Ex-
cept as otherwise provided in this section
4.02(4) or in final regulations issued under
§ 381, if the taxpayer engages in a trans-
action to which § 381(a) applies within
the proposed taxable year of change (de-
termined without regard to any potential
closing of the year under § 381(b)(1)):
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(a) No differences in methods. An
acquiring corporation may change its
method of accounting pursuant to this
revenue procedure if the acquiring corpo-
ration would be permitted to continue to
use its prior method of accounting under
the rules of §§ 1.381(c)(4)-1(b)(1) and
(3)(d) (taking into account the third sen-
tence of § 1.381(c)(4)-1(b)(4) relating to
no prior method established by a party to
the transaction) or §§ 1.381(c)(5)-1(b)(1)
and (3)(1) (taking into account the sec-
ond sentence of § 1.381(c)(5)-1(b)(4)(i)
relating to no prior inventory method es-
tablished by a party to the transaction)
because all of the parties to the transaction
used the same method of accounting on
the date of distribution or transfer. The
change pursuant to this revenue procedure
is ignored for purposes of determining
whether on the date of distribution or
transfer the parties to the transaction used
the same methods of accounting under
§ 1.381(c)(4)-1(b) or § 1.381(c)(5)-1(b),
and thus §§ 1.381(c)(4)-1(b)(3)(ii) and (c)
and §§ 1.381(c)(5)-1(b)(3)(ii) and (c) will
not apply.

(b) Separate trades or businesses. An
acquiring corporation may change pur-
suant to this revenue procedure a method
of accounting used by a trade or business
operated by such corporation if the trade
or business would be permitted to con-
tinue to use its prior method of accounting
under the rules of § 1.381(c)(4)-1(b)(2)
or § 1.381(c)(5)-1(b)(2). The change
pursuant to this revenue procedure is
ignored for purposes of determining
whether on the date of distribution or
transfer the parties to the transaction used
the same methods of accounting under
§ 1.381(c)(4)-1(b) or § 1.381(c)(5)-1(b),
and thus §§ 1.381(c)(4)-1(b)(3) and (c)
and §§ 1.381(c)(5)-1(b)(3) and (c) will
not apply.

(5) Final year of trade or business. If, in
the year of change, a taxpayer requesting a
change in method of accounting ceases to
engage in the trade or business to which the
change in accounting method relates or ter-
minates its existence, as described in sec-
tion 5.04(3)(c) of this revenue procedure.
For purposes of this section 4.02(5), a tax-
payer is treated as ceasing to engage in the
trade or business or terminating its exis-
tence without regard to whether the tax-
payer’s change in method of accounting re-
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quest would result in either a positive or
negative § 481(a) adjustment or be made
on a cut-off basis.

(6) Prior five-year overall method
change. Except as provided in section
13.02(1) and the APPENDIX of this
revenue procedure, if during any of the
five taxable years ending with the year
of change a taxpayer changed its over-
all method of accounting, or applied for
consent to change its overall method of
accounting, regardless of whether it im-
plemented that change, the taxpayer may
not obtain automatic consent to change
its overall method of accounting under
this revenue procedure. However, a tax-
payer that changed its overall method of
accounting during the five taxable years
ending with the year of change may obtain
automatic consent to change a method of
accounting for an item when that change
may otherwise be implemented under the
provisions of this revenue procedure. For
purposes of this section 4.02(6), a change
in overall method of accounting does
not include the use of an overall method
of accounting when computing taxable
income for the taxable year that the tax-
payer first files a federal income tax return
(“adopts an overall method of account-
ing”) or a change in method of accounting
imposed by the Service pursuant to Rev.
Proc. 2002-18 (or any successor). The
five-year change prohibition in this sec-
tion 4.02(6) applies regardless of whether
the taxpayer’s current or prior method is a
permissible method or clearly reflects the
taxpayer’s income and regardless of the
administrative guidance used to request
consent or to change the prior method of

accounting.

Example. A, an attorney, began business in
2003 and adopted the overall cash method of ac-
counting. For 2008, A changed to an overall ac-
crual method of accounting using the then appro-
priate administrative guidance. A may not use
the provisions of this revenue procedure for 2010
to change to the overall cash method because
of the five-year change prohibition contained in
this section 4.02(6). However, A may still be
able to use the provisions of this revenue proce-
dure to change the method of accounting the tax-
payer will use to treat advances made on behalf of
clients for 2010. See section 3.01 of the APPEN-
DIX of this revenue procedure.

(7) Prior five-year item change.

(a) In general. Except as provided in
sections 4.02(7)(b), 13.02(1), and the AP-
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PENDIX of this revenue procedure, if dur-
ing any of the five taxable years ending
with the year of change a taxpayer changed
its method of accounting for a specific
item, or applied for consent to change a
method of accounting for a specific item
regardless of whether it implemented that
change, the taxpayer may not obtain au-
tomatic consent to change its method of
accounting for that same item. For pur-
poses of this section 4.02(7)(a), a change
in method of accounting for an item does
not include the use of a method of ac-
counting for the first taxable year that the
taxpayer accounts for the item (for exam-
ple, include in income, deduct, or capital-
ize) to which the method of accounting re-
lates, or a change in method of accounting
imposed by the Service pursuant to Rev.
Proc. 2002-18 (or any successor). The
five-year change prohibition in this section
4.02(7) applies regardless of whether the
taxpayer’s current or prior method is a per-
missible method or clearly reflects the tax-
payer’s income and regardless of the ad-
ministrative guidance used to request con-
sent or to change the prior method of ac-
counting.

(b) Exceptions. Notwithstanding sec-
tion 4.02(7)(a) of this revenue procedure,
a taxpayer may obtain automatic consent
to change its method of accounting for an
item when that change is required as part
of another change in method of account-
ing that the taxpayer may otherwise im-
plement under the provisions of this rev-
enue procedure. In addition, a taxpayer
is not prohibited from changing a last-in,
first-out (LIFO) inventory sub-method (