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These synopses are intended only as aids to the reader in
identifying the subject matter covered. They may not be
relied upon as authoritative interpretations.

Employee Plans

Notice 2018-53, page 631.

This notice sets forth updates on the corporate bond monthly
yield curve, the corresponding spot segment rates for May
2018 used under § 417(e)(3)(D), the 24-month average seg-
ment rates applicable for May 2018, and the 30-year Treasury
rates, as reflected by the application of § 430(h)(2)(C)iv).

Income Tax

Notice 2018-49, page 624.

This notice announces the inflation adjustment factor and
phase-out amount for the enhanced oil recovery credit for
2018 calendar year.

Notice 2018-50, page 626.

Credit for Renewable Electricity Production and Refined Coal
Production, and Publication of Inflation Adjustment Factor and
Reference Prices for Calendar Year 2018: The notice reports
for 2018 the inflation adjustment factor and reference prices
used to determine the availability of the section 45 credit for
electricity produced from qualified energy resources and re-
fined coal and includes the credit amounts for renewable elec-
tricity production and refined coal production.

Notice 2018-51, page 628.

The guidance announces that under section 613A(c)(6)(C) of
the Code, the applicable percentage for purposes of determin-
ing percentage depletion on marginal properties for calendar
year 2018 is 15 percent.

Notice 2018-52, page 629.

This guidance announces the applicable reference price for
qualified natural gas production from qualified marginal wells
during taxable years beginning in 2017.

Finding Lists begin on page ii.
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Rev. Proc. 2018-29, page 634.

Rev. Proc. 2018-29 provides new procedures for taxpayers
changing their method of accounting for the recognition of income
for federal income tax purposes to a method for recognizing
revenues described in the new financial accounting standards
issued by the Financial Accounting Standards Board and the
International Accounting Standards Board (New Standards). In
particular, Rev. Proc. 2018-29 provides procedures under sec-
tion 446 and section 1.446-1(e) to change to an otherwise
permissible method of accounting that uses the New Standards to
identify performance obligations, allocate transaction price to
performance obligations, and/or consider performance obliga-
tions satisfied, if such method change is made for the taxable year
in which the taxpayer adopts the New Standards.

Rev. Proc. 2018-31, page 637.

This revenue procedure provides the List of Automatic Changes to
which the automatic change procedures in Rev. Proc. 2015-13,
2015-51.R.B. 419, as clarified and modified by Rev. Proc. 2015~
33, 2015-24 |.R.B. 1067, and as modified by Rev. Proc. 2017-
59, 2017-48 I.R.B. 543, and by section 17.02 of Rev. Proc.
2016-1, 2016-1 L.R.B. 1, apply. The definitions in section 3 of
Rev. Proc. 2015-13 apply to this revenue procedure.

Rev. Proc. 2018-33, page 734.

The proposed revenue procedure provides issuers of qualified
mortgage bonds, as defined in section 143(a) of the Internal
Revenue Code, and issuers of mortgage credit certificates as
defined in section 25(c), with the United States median gross
income figure most recently computed by the Department of
Housing and Urban Development (HUD). The proposed revenue
procedure also provides these issuers with guidance concern-
ing the area median gross incomes as computed by HUD.
Issuers of qualified mortgage bonds (OMB) and mortgage
credit certificates (MCC) must use these income figures in
determining whether the income limitation placed on the ben-
eficiaries of the mortgages and certificates may be increased
because the residences to be financed are located in high
housing cost areas. See sections 25(c)(A)iii)(IV) and 143(f)(5).
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Provide America’s taxpayers top-quality service by helping
them understand and meet their tax responsibilities and en-
force the law with integrity and fairness to all.

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.

It is the policy of the Service to publish in the Bulletin all
substantive rulings necessary to promote a uniform application
of the tax laws, including all rulings that supersede, revoke,
modify, or amend any of those previously published in the
Bulletin. All published rulings apply retroactively unless other-
wise indicated. Procedures relating solely to matters of internal
management are not published; however, statements of inter-
nal 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, identify-
ing details and information of a confidential nature are deleted
to prevent unwarranted invasions of privacy and to comply with
statutory requirements.

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

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

The Bulletin is divided into four parts as follows:

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

Part Il.—Treaties and Tax Legislation.

This part is divided into two subparts as follows: Subpart A, Tax
Conventions and Other Related Items, and Subpart B, Legisla-
tion 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 Sec-
retary (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.
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Part lll. Administrative, Procedural, and Miscellaneous

2018 Section 43 Inflation
Adjustment

Notice 2018-49

Section 43(a) provides that for pur-
poses of section 38, the enhanced oil re-
covery credit for any taxable year is an
amount equal to 15 percent of the taxpay-
er’s qualified enhanced oil recovery costs
for such taxable year.

Section 43(b)(1) provides that the
amount of the credit determined under sub-
section (a) for any taxable year shall be
reduced by an amount which bears the same
ratio to the amount of such credit (deter-

mined without regard to this paragraph) as —
(A) the amount by which the reference price
for the calendar year preceding the calendar
year in which the taxable years begins ex-
ceeds $28, bears to (B) $6.

Section 43(b)(3)(B) of the Internal
Revenue Code requires the Secretary to
publish an inflation adjustment factor.
The enhanced oil recovery credit under
§ 43 for any taxable year is reduced if
the “reference price,” determined under
§ 45K(d)(2)(C), for the calendar year
preceding the calendar year in which the
taxable year begins is greater than $28
multiplied by the inflation adjustment
factor for that year.

48.05 —47.6224  «x
6 ~ 15
where solving for x = 1.069

The term “inflation adjustment factor”
means, with respect to any calendar year, a
fraction the numerator of which is the GNP
implicit price deflator for the preceding cal-
endar year and the denominator of which is
the GNP implicit price deflator for 1990.

Because the reference price for the
2017 calendar year ($48.05) exceeds $28
multiplied by the inflation adjustment fac-
tor for the 2017 calendar year ($28 mul-
tiplied by 1.7008 = $47.6224), a portion
of the enhanced oil recovery credit for
qualified costs paid or incurred in 2018 is
phased out by using the following ratio:

Therefore, the percentage available for 2018 is 13.931(15 — 1.069)

Table 1 contains the GNP implicit
price deflator used for the 2018 calendar

year, as well as the previously published
GNP implicit price deflators used for the

1991 through 2017 calendar years.

Calendar Year
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009

Notice 2018-49 TABLE 1
GNP IMPLICIT PRICE DEFLATORS

GNP Implicit Price Deflator
112.9 (used for 1991)
117.0 (used for 1992)

120.9 (used for 1993)

124.1 (used for 1994)
126.0 (used for 1995)*
107.5 (used for 1996)
109.7 (used for 1997)*%*
112.35 (used for 1998)
112.64 (used for 1999)***
104.59 (used for 2000)
106.89 (used for 2001)
109.31 (used for 2002)
110.63 (used for 2003)
105.67 (used for 2004)%**
108.23 (used for 2005)
112.129 (used for 2006)
116.036 (used for 2007)
119.656 (used for 2008)
122.407 (used for 2009)
109.764 (used for 2010)***#%*
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Notice 2018-49 TABLE 1
GNP IMPLICIT PRICE DEFLATORS

Calendar Year GNP Implicit Price Deflator
2010 110.654 (used for 2011)
2011 113.347 (used for 2012)%*#***
2012 115.387 (used for 2013)
2013 106.710 (used for 2014)# k4%
2014 108.407 (used for 2015)%##sk*sk*
2015 109.868 (used for 2016)
2016 111.528 (used for 2017)
2017 113.500 (used for 2018)

* Beginning in 1995, the GNP implicit price deflator was rebased relative to 1992. The 1990 GNP implicit price deflator
used to compute the 1996 § 43 inflation adjustment factor is 93.6.

** Beginning in 1997, two digits follow the decimal point in the GNP implicit price deflator. The 1990 GNP price defla-
tor used to compute the 1998 § 43 inflation adjustment factor is 93.63.

*#% Beginning in 1999, the GNP implicit price deflator was rebased relative to 1996. The 1990 GNP implicit price defla-
tor used to compute the 2000 § 43 inflation adjustment factor is 86.53.

##%% Beginning in 2003, the GNP implicit price deflator was rebased, and the 1990 GNP implicit price deflator used to
compute the 2004 § 43 inflation adjustment factor is 81.589.

##%k%% Beginning in 2009, the GNP implicit price deflator was rebased, and the 1990 GNP implicit price deflator used to
compute the 2010 § 43 inflation adjustment factor is 72.199.

w#dkx% Beginning in 2011, the 1990 GNP implicit price deflator used to compute the 2012 § 43 inflation adjustment fac-
tor is 72.260.

wHkkxtk Beginning in 2013, the GNP implicit price deflator was rebased, and the 1990 GNP implicit price deflator used
to compute the 2014 § 43 inflation adjustment factor is 66.803.

FHkkxEE* Beginning in 2014, the 1990 GNP implicit price deflator used to compute the 2015 § 43 inflation adjustment
factor is 66.732.

Table 2 contains the inflation adjust- endar year as well as the previously pub-  ginning in the 1991 through 2017 calendar
ment factor and the phase-out amount for lished inflation adjustment factors and years.
taxable years beginning in the 2018 cal- phase-out amounts for taxable years be-

Notice 2018-49 TABLE 2
INFLATION ADJUSTMENT FACTORS AND PHASE-OUT AMOUNTS
Calendar Year Inflation Adjustment Factor Phase-out Amount
1991 1.0000 0
1992 1.0363 0
1993 1.0708 0
1994 1.0992 0
1995 1.1160 0
1996 1.1485 0
1997 1.1720 0
1998 1.1999 0
1999 1.2030 0
2000 1.2087 0
2001 1.2353 0
2002 1.2633 0
2003 1.2785 0
2004 1.2952 0
2005 1.3266 0
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Calendar Year
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018

Notice 2018-49 TABLE 2

INFLATION ADJUSTMENT FACTORS AND PHASE-OUT AMOUNTS

Inflation Adjustment Factor
1.3743
1.4222
1.4666
1.5003
1.5203
1.5326
1.5686
1.5968
1.5974
1.6245
1.6464
1.6713
1.7008

Phase-out Amount
100 percent
100 percent
100 percent
100 percent
100 percent
100 percent
100 percent
100 percent
100 percent
100 percent

0
0
1.069 percent

DRAFTING INFORMATION

The principal author of this notice is
Phil Tiegerman of the Office of Associate
Chief Counsel (Passthroughs and Special
Industries). For further information regard-
ing this notice, contact Phil Tiegerman at
(202) 317-6853 (not a toll-free number).

Credit for Renewable
Electricity Production and
Refined Coal Production,
and Publication of Inflation
Adjustment Factor and
Reference Prices for
Calendar Year 2018

Notice 2018-50

This notice publishes the inflation adjust-
ment factor and reference prices for calen-
dar year 2018 for the renewable electricity
production credit and the refined coal pro-
duction credit under section 45 of the Inter-
nal Revenue Code. For calendar year 2018,
the credit period for Indian coal production
has expired. The inflation adjustment factor
for Indian coal production for calendar year
2017 was published in the Federal Register
at 83 FR 13346. The 2018 inflation adjust-
ment factor and reference prices are used in
determining the availability of the credits.
The 2018 inflation adjustment factor and
reference prices apply to calendar year 2018
sales of kilowatt hours of electricity pro-
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duced in the United States or a possession
thereof from qualified energy resources and
to calendar year 2018 sales of refined coal
produced in the United States or a posses-
sion thereof.

BACKGROUND

Section 45(a) provides that the renew-
able electricity production credit for any tax
year is an amount equal to the product of 1.5
cents multiplied by the kilowatt hours of
specified electricity produced by the tax-
payer and sold to an unrelated person during
the tax year. This electricity must be pro-
duced from qualified energy resources and
at a qualified facility during the 10-year
period beginning on the date the facility was
originally placed in service.

Section 45(b)(1) provides that the
amount of the credit determined under sec-
tion 45(a) is reduced by an amount which
bears the same ratio to the amount of the
credit as (A) the amount by which the ref-
erence price for the calendar year in which
the sale occurs exceeds 8 cents, bears to (B)
3 cents. Under section 45(b)(2), the 1.5 cent
amount in section 45(a), the 8 cent amount
in section 45(b)(1), the $4.375 amount in
section 45(e)(8)(A), and, in section 45(e)(8)
(B)(), the reference price of fuel used as
feedstock (within the meaning of section
45(c)(7)(A)) in 2002 are each adjusted by
multiplying the amount by the inflation ad-
justment factor for the calendar year in
which the sale occurs. If any amount as
increased under the preceding sentence is
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not a multiple of 0.1 cent, the amount is
rounded to the nearest multiple of 0.1 cent.
In the case of electricity produced in open-
loop biomass facilities, small irrigation
power facilities, landfill gas facilities, trash
facilities, qualified hydro-power facilities,
and marine and hydrokinetic renewable en-
ergy facilities, section 45(b)(4)(A) requires
the amount in effect under section 45(a)(1)
(before rounding to the nearest 0.1 cent) to
be reduced by one-half.

Section 45(b)(5) provides that in the case
of any facility using wind to produce elec-
tricity, the amount of the credit determined
under section 45(a) (determined after the
application of section 45(b)(1), (2), and (3)
and without regard to section 45(b)(5)) shall
be reduced by (A) in the case of any facility
the construction of which begins after De-
cember 31, 2016, and before January 1,
2018, 20 percent, (B) in the case of any
facility the construction of which begins af-
ter December 31, 2017, and before January
1, 2019, 40 percent, and (C) in the case of
any facility the construction of which begins
after December 31, 2018, and before Janu-
ary 1, 2020, 60 percent.

Section 45(c)(1) defines qualified en-
ergy resources as wind, closed-loop bio-
mass, open-loop biomass, geothermal
energy, small irrigation power, municipal
solid waste, qualified hydropower produc-
tion, and marine and hydrokinetic renew-
able energy.

Section 45(d)(1) defines a qualified fa-
cility using wind to produce electricity as
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any facility owned by the taxpayer that is
originally placed in service after Decem-
ber 31, 1993, and the construction of
which begins before January 1, 2020. See
section 45(e)(7) for rules relating to the
inapplicability of the credit to electricity
sold to utilities under certain contracts.

Section 45(d)(2)(A) defines a qualified
facility using closed-loop biomass to pro-
duce electricity as any facility (i) owned
by the taxpayer that is originally placed in
service after December 31, 1992, and the
construction of which begins before Jan-
uvary 1, 2018, or (ii) owned by the tax-
payer which before January 1, 2018, is
originally placed in service and modified
to use closed-loop biomass to co-fire with
coal, with other biomass, or with both, but
only if the modification is approved under
the Biomass Power for Rural Develop-
ment Programs or is part of a pilot project
of the Commodity Credit Corporation as
described in 65 Fed. Reg. 63052. For pur-
poses of section 45(d)(2)(A)(ii), a facility
shall be treated as modified before Janu-
ary 1, 2018, if the construction of such
modification begins before such date. Sec-
tion 45(d)(2)(C) provides that in the case
of a qualified facility described in section
45(d)(2)(A)(i), (i) the 10-year period re-
ferred to in section 45(a) is treated as
beginning no earlier than the date of en-
actment of section 45(d)(2)(C)(i) (October
22, 2004), and (ii) if the owner of the
facility is not the producer of the electric-
ity, the person eligible for the credit al-
lowable under section 45(a) is the lessee
or the operator of the facility.

Section 45(d)(3)(A) defines a qualified
facility using open-loop biomass to pro-
duce electricity as any facility owned by
the taxpayer which (i) in the case of a
facility using agricultural livestock waste
nutrients, (I) is originally placed in service
after the date of enactment of section
45(d)(3)(A)(A)(I) (October 22, 2004) and
the construction of which begins before Jan-
uary 1, 2018, and (II) the nameplate capac-
ity rating of which is not less than 150
kilowatts, and (ii) in the case of any other
facility, the construction of which begins
before January 1, 2018. In the case of any
facility described in section 45(d)(3)(A), if
the owner of the facility is not the producer
of the electricity, section 45(d)(3)(C) pro-
vides that the person eligible for the credit
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allowable under section 45(a) is the lessee
or the operator of the facility.

Section 45(d)(4) defines a qualified fa-
cility using geothermal energy to produce
electricity as any facility owned by the
taxpayer which is originally placed in ser-
vice after the date of enactment of section
45(d)(4) (October 22, 2004) and the con-
struction of which begins before January
1,2018. A qualified facility using geother-
mal energy does not include any property
described in section 48(a)(3) the basis of
which is taken into account by the tax-
payer for purposes of determining the en-
ergy credit under section 48.

Section 45(d)(5) defines a qualified fa-
cility using small irrigation power to pro-
duce electricity as any facility owned by
the taxpayer which is originally placed in
service after the date of enactment of sec-
tion 45(d)(5) (October 22, 2004) and be-
fore October 3, 2008.

Section 45(d)(6) defines a qualified facil-
ity using gas derived from the biodegrada-
tion of municipal solid waste to produce
electricity as any facility owned by the tax-
payer which is originally placed in service
after the date of enactment of section 45(d)(6)
(October 22, 2004) and the construction of
which begins before January 1, 2018.

Section 45(d)(7) defines a qualified fa-
cility (other than a facility described in
section 45(d)(6)) that burns municipal
solid waste to produce electricity as any
facility owned by the taxpayer which is
originally placed in service after the date
of enactment of section 45(d)(7) (October
22, 2004) and the construction of which
begins before January 1, 2018. A qualified
facility burning municipal solid waste in-
cludes a new unit placed in service in con-
nection with a facility placed in service on
or before the date of enactment of section
45(d)(7), but only to the extent of the in-
creased amount of electricity produced at
the facility by reason of such new unit.

Section 45(d)(8) provides, in the case
of a facility that produces refined coal
(other than a facility producing steel in-
dustry fuel), the term “refined coal pro-
duction facility” means any facility pro-
ducing refined coal placed in service after
the date of the enactment of the American
Jobs Creation Act of 2004 (October 22,
2004) and before January 1, 2012.

Section 45(d)(9) defines a qualified fa-
cility producing qualified hydroelectric
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production described in section 45(c)(8)
as (i) any facility producing incremental
hydropower production, but only to the
extent of its incremental hydropower pro-
duction attributable to efficiency improve-
ments or additions to capacity described
in section 45(c)(8)(B) placed in service
after the date of enactment of section
45(d)(9)(A)(i) (August 8, 2005) and be-
fore January 1, 2018, and (ii) any other
facility placed in service after the date of
enactment of section 45(d)(9)(A)(ii) (Au-
gust 8, 2005) and the construction of
which begins before January 1, 2018. Sec-
tion 45(d)(9)(B) provides that, in the case
of a qualified facility described in section
45(d)(9)(A), the 10-year period referred to
in section 45(a) is treated as beginning on
the date the efficiency improvements or ad-
ditions to capacity are placed in service.
Section 45(d)(9)(C) provides that for pur-
poses of section 45(d)(9)(A)(i), an effi-
ciency improvement or addition to capacity
is treated as placed in service before January
1, 2018, if the construction of such improve-
ment or addition begins before such date.

Section 45(d)(11) provides in the case
of a facility producing electricity from
marine and hydrokinetic renewable en-
ergy, the term “qualified facility” means
any facility owned by the taxpayer which
(A) has a nameplate capacity rating of at
least 150 kilowatts, and (B) which is orig-
inally placed in service on or after the date
of the enactment of section 45(d)(11)(B)
(October 3, 2008) and the construction of
which begins before January 1, 2018.

Section 45(e)(8)(A) provides that the re-
fined coal production credit is an amount
equal to $4.375 per ton of qualified refined
coal (i) produced by the taxpayer at a refined
coal production facility during the 10-year
period beginning on the date the facility was
originally placed in service, and (ii) sold by
the taxpayer (I) to an unrelated person and
(II) during the 10-year period and the tax
year. Section 45(e)(8)(B) provides that the
amount of credit determined under section
45(e)(8)(A) is reduced by an amount which
bears the same ratio to the amount of the
increase as (i) the amount by which the
reference price of fuel used as feedstock
(within the meaning of section 45(c)(7)(A))
for the calendar year in which the sale oc-
curs exceeds an amount equal to 1.7 multi-
plied by the reference price for such fuel in
2002, bears to (ii) $8.75.
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Section 45(e)(2)(A) requires the Secre-
tary to determine and publish in the Federal
Register each calendar year the inflation ad-
justment factor and the reference price for
the calendar year. The inflation adjustment
factor and the reference prices for the 2018
calendar year were published in the Federal
Register at 83 FR 17474 on April 19, 2018.

Section 45(e)(2)(B) defines the infla-
tion adjustment factor for a calendar year
as the fraction the numerator of which is
the GDP implicit price deflator for the
preceding calendar year and the denomi-
nator of which is the GDP implicit price
deflator for the calendar year 1992. The
term “GDP implicit price deflator” means
the most recent revision of the implicit
price deflator for the gross domestic prod-
uct as computed and published by the
Department of Commerce before March
15 of the calendar year.

Section 45(e)(2)(C) provides that the ref-
erence price is the Secretary’s determination
of the annual average contract price per
kilowatt hour of electricity generated from
the same qualified energy resource and sold
in the previous year in the United States.
Only contracts entered into after December
31, 1989, are taken into account.

Under section 45(e)(8)(C), the determi-
nation of the reference price for fuel used as
feedstock within the meaning of section
45(c)(7)(A) is made according to rules sim-
ilar to the rules under section 45(e)(2)(C).

INFLATION ADJUSTMENT
FACTOR AND REFERENCE PRICES

The inflation adjustment factor for cal-
endar year 2018 for qualified energy re-
sources and refined coal is 1.6072.

The reference price for calendar year
2018 for facilities producing electricity from
wind (based upon information provided by
the Department of Energy) is 4.85 cents per
kilowatt hour. The reference prices for fuel
used as feedstock within the meaning of
section 45(c)(7)(A), relating to refined coal
production (based upon information pro-
vided by the Department of Energy) are
$31.90 per ton for calendar year 2002 and
$49.69 per ton for calendar year 2018. The
reference prices for facilities producing
electricity from closed-loop biomass, open-
loop biomass, geothermal energy, small ir-
rigation power, municipal solid waste, qual-
ified hydropower production, and marine
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and hydrokinetic energy have not been de-
termined for calendar year 2018.

PHASEOUT CALCULATION

Because the 2018 reference price for
electricity produced from wind (4.85 cents
per kilowatt hour) does not exceed 8 cents
multiplied by the inflation adjustment fac-
tor (1.6072), the phaseout of the credit
provided in section 45(b)(1) does not ap-
ply to such electricity sold during calendar
year 2018. However, refer to section
45(b)(5) for an additional phaseout of the
credit for wind facilities the construction
of which begins after December 31, 2016.
Because the 2018 reference price of fuel
used as feedstock for refined coal ($49.69)
does not exceed $87.16 (which is the
$31.90 reference price of such fuel in
2002 multiplied by the inflation adjust-
ment factor (1.6072) and 1.7), the phase-
out of the credit provided in section
45(e)(8)(B) does not apply to refined coal
sold during calendar year 2018. Further,
for electricity produced from closed-loop
biomass, open-loop biomass, geothermal
energy, small irrigation power, municipal
solid waste, qualified hydropower produc-
tion, and marine and hydrokinetic energy,
the phaseout of the credit provided in sec-
tion 45(b)(1) does not apply to such elec-
tricity sold during calendar year 2018.

CREDIT AMOUNT BY QUALIFIED
ENERGY RESOURCE AND
FACILITY AND REFINED COAL

As required by section 45(b)(2), the 1.5
cent amount in section 45(a)(1), and the
$4.375 amount in section 45(e)(8)(A) are
each adjusted by multiplying such amount
by the inflation adjustment factor for the
calendar year in which the sale occurs. If
any amount as increased under the preced-
ing sentence is not a multiple of 0.1 cent,
such amount is rounded to the nearest
multiple of 0.1 cent. In the case of elec-
tricity produced in open-loop biomass fa-
cilities, small irrigation power facilities,
landfill gas facilities, trash facilities, qual-
ified hydropower facilities, and marine
and hydrokinetic renewable energy facil-
ities, section 45(b)(4)(A) requires the
amount in effect under section 45(a)(1)
(before rounding to the nearest 0.1 cent) to
be reduced by one-half. Under the calcu-
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lation required by section 45(b)(2), the
credit for renewable electricity production
for calendar year 2018 under section 45(a) is
2.4 cents per kilowatt hour on the sale of
electricity produced from the qualified en-
ergy resources of wind, closed-loop bio-
mass, and geothermal energy, and 1.2 cents
per kilowatt hour on the sale of electricity
produced in open-loop biomass facilities,
small irrigation power facilities, landfill gas
facilities, trash facilities, qualified hydro-
power facilities, and marine and hydroki-
netic energy facilities. Under the calculation
required by section 45(b)(2), the credit for
refined coal production for calendar year
2018 under section 45(e)(8)(A) is $7.03 per
ton on the sale of qualified refined coal.

DRAFTING AND CONTACT
INFORMATION

The principal author of this notice is
Martha M. Garcia of the Office of Asso-
ciate Chief Counsel (Passthroughs & Spe-
cial Industries). For further information
regarding this notice contact Ms. Garcia at
(202) 317-6853 (not a toll-free number).

2018 Marginal Production
Rates

Notice 2018-51

This notice announces the applicable
percentage under § 613A of the Internal
Revenue Code to be used in determining
percentage depletion for marginal proper-
ties for the 2018 calendar year.

Section 613A(c)(6)(C) defines the term
“applicable percentage” for purposes of de-
termining percentage depletion for oil and
gas produced from marginal properties. The
applicable percentage is the percentage (not
greater than 25 percent) equal to the sum of
15 percent, plus one percentage point for
each whole dollar by which $20 exceeds the
reference price (determined under § 45K(d)
(2)(C)) for crude oil for the calendar year
preceding the calendar year in which the
taxable year begins. The reference price de-
termined under § 45K(d)(2)(C) for the 2017
calendar year is $48.05.

The following table contains the appli-
cable percentages for marginal production
for taxable years beginning in calendar
years 1991 through 2018.
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Calendar Year
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018

Notice 2018-51

APPLICABLE PERCENTAGE FOR MARGINAL PRODUCTION

Applicable Percentage
15 percent
18 percent
19 percent
20 percent
21 percent
20 percent
16 percent
17 percent
24 percent
19 percent
15 percent
15 percent
15 percent
15 percent
15 percent
15 percent
15 percent
15 percent
15 percent
15 percent
15 percent
15 percent
15 percent
15 percent
15 percent
15 percent
15 percent
15 percent

The principal author of this notice is Phil
Tiegerman of the Office of Associate Chief
Counsel (Passthroughs and Special Indus-
tries). For further information regarding this
notice contact Mr. Tiegerman at (202) 317-
6853 (not a toll-free number).

Reference Price for
Section 45l Credit for
Production of Natural Gas
from Marginal Wells During
Taxable Years Beginning in
Calendar Year 2017

Notice 2018-52
SECTION 1. PURPOSE

This notice provides the applicable ref-
erence price for qualified natural gas pro-
duction from qualified marginal wells dur-
ing taxable years beginning in calendar

year 2017 for the purpose of determining
the marginal well production credit
(MWCQC) under § 45I of the Internal Rev-
enue Code. The applicable reference price
for taxable years beginning in calendar
year 2017 is $2.17 per 1,000 cubic feet
(mcf).

This notice also provides the credit
amount used for the purpose of deter-
mining the MWC for taxable years be-
ginning in calendar year 2017. The
credit amount is determined using the
2017 inflation adjustment factor of
1.2518 and the applicable reference
price! of $2.17 per mcf. The credit
amount for taxable years beginning in
calendar year 2017 is $0.51 per mcf.

ISection 451(b)(2)(A) provides that the applicable reference price for a taxable year is the reference price for the calendar year preceding the calendar year in which the taxable year begins.
Therefore, the 2017 applicable reference price is determined using the Secretary’s estimate of the calendar year 2016 annual average wellhead price per mcf for all domestic natural gas.
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SECTION 2. BACKGROUND

Section 45I(a), as it relates to quali-
fied natural gas production, provides
that, for purposes of § 38, the MWC for
any taxable year is an amount equal to
the product of (1) the credit amount and
(2) the qualified natural gas production
that is attributable to the taxpayer.

Section 45I(c)(1) provides that “qual-
ified natural gas production” means do-
mestic natural gas produced from a
qualified marginal well. Section 45I(c)
(3)(A) provides that a qualified marginal
well is a domestic well (i) the produc-
tion from which during the taxable year
is treated as marginal production under
§ 613A(c)(6), or (ii) which during the
taxable year (I) has average production
of not more than 25 barrel-of-oil equiv-
alents per day, and (IT) produces water
at a rate of not less than 95 percent of
total well effluent.

Section 613A(c)(6)(D) and (E) provide
that “marginal production” means domes-
tic natural gas produced during any tax-
able year from a property that is a stripper
well property for the calendar year in
which the taxable year begins. A “stripper
well property” is, with respect to any
calendar year, any property producing
not more than 15 barrel equivalents per
day, determined by dividing the average
daily production of domestic crude oil
and domestic natural gas from produc-
ing wells on the property for such cal-
endar year by the number of such wells
on the property.

Section 451(c)(2)(A) provides that gen-
erally only the first 1,095 barrels or barrel-
of- oil-equivalents (as defined in § 45K(d)
(5)) produced during the taxable year
qualify for the MWC. This limitation is
proportionately reduced in the case of a
short taxable year or in the case of a well
that is not capable of production each day
of a taxable year.

See § 451(c)(2)(B). The number of
wells on which a taxpayer can claim the
MWC is not limited.

Section 45I(d)(2) provides that to
claim the credit a taxpayer must hold an
operating interest in the qualified mar-
ginal well producing the natural gas
to which the credit relates. Under
§ 451(d)(1) if a well is owned by more
than one owner and the natural gas pro-
duction exceeds the limitation under
§ 45I(c)(2), the qualifying natural gas
production attributable to the taxpayer is
determined on the basis of the ratio the
taxpayer’s revenue interest in the pro-
duction bears to the aggregate of the
revenue interests of all operating inter-
est owners in the production. Finally,
§ 451(d)(3) provides that the MWC is
not allowable if the taxpayer is also
eligible to claim the § 45K nonconven-
tional sources credit for the taxable
year, unless the taxpayer elects not to
claim the credit under § 45K for the
well.

For purposes of § 45I(a)(1), the credit
amount is 50 cents (adjusted for infla-
tion) per mcf of qualified natural gas
production (tentative credit amount).
See § 451(b)(1)(B) and (b)(2)(B).

Section 451(b)(2)(A) and (B) provide
that the tentative credit amount (adjusted
for inflation) is reduced (but not below
zero) to the extent that the applicable ref-
erence price exceeds $1.67 (adjusted for
inflation). More specifically, § 45I(b)(2)
(A) provides that the tentative credit
amount (adjusted for inflation) is re-
duced by an amount that bears the same
ratio to such amount as the excess (if
any) of the applicable reference price
over $1.67 (adjusted for inflation), bears
to $0.33 (adjusted for inflation). As a
result, the MWC is not available if the
applicable reference price for qualified
natural gas production exceeds $2 (ad-
justed for inflation).

Section 45I(b)(2)(A) also provides
that the applicable reference price for a
taxable year is the reference price for
the calendar year preceding the calendar
year in which the taxable year begins.
Section 45I(b)(2)(C)(ii) provides the
term “reference price” means, with re-

Zhttps://data.bls.gov/cgi-bin/srgate. BLS publishes indexes and not actual or average prices.

spect to any calendar year, in the case of
qualified natural gas production, the
Secretary’s estimate of the annual aver-
age wellhead price per mcf for all do-
mestic natural gas.

Section 45I(b)(2)(B) provides that in
the case of any taxable year beginning in
a calendar year after 2005, each of the
dollar amounts contained in § 45I(b)(2)
(A) will be increased to an amount equal
to such dollar amount multiplied by the
inflation adjustment factor for such calen-
dar year (determined under § 43(b)(3)(B)
by substituting “2004” for “1990”).

SECTION 3. INFLATION
ADJUSTMENT FACTOR AND
REFERENCE PRICE

.1 Inflation Adjustment. The inflation
adjustment factor under § 451(b)(2)(B) for
calendar year 2017 is 1.2518.

.2 Reference Price. The Secretary’s es-
timate of the calendar year 2016 annual
average wellhead price per mcf for all
domestic natural gas under § 451(b)(2)
(C)(ii) of $2.38 per mcf was calculated by
applying the yearly change in the Pro-
ducer Price Index commodity index for
“Natural Gas” (WPU05310105)> pub-
lished by the Bureau of Labor Statistics
(BLS) as part of its Producer Price Index
program, to the 2015 annual average well-
head price published in Notice 2017-51.
The annual Producer Price Index com-
modity index for natural gas published by
the BLS decreased from 133.5 in 2015 to
122.0 in 2016, which implies a ratio of
2016 to 2015 average wellhead prices of
0.91 (122.0/133.5). Therefore, the Secre-
tary’s estimate of the calendar year 2016
annual average wellhead price per mcf for
all domestic natural gas is $2.17 per mcf
(0.91 X $2.38 per mcf).?

For years after 2016, the Secretary in-
tends to calculate the reference price by
application of the Producer Price Index
commodity index for “Natural Gas from
the Wellhead” (WPUO053101051) pub-
lished by the BLS to the previous year’s
reference price.

3Notice 2017-51 indicates for years after 2015, the Secretary intends to calculate the reference price by application of the commodity index for Natural Gas from the Wellhead”
(WPU053101051) published by the BLS to the previous year’s reference price. The Secretary’s intended calculation for years after 2015 as stated in Notice 2017-51 requires two full years
of the Producer Price Index commodity index for “Natural Gas from the Wellhead” (WPU053101051) published by the BLS. As of the publication of this notice, there is only one full year
of the BLS commodity index data available. Accordingly, the Secretary calculated the 2016 reference price applying the methodology used to calculate the 2015 reference price. For years
after 2016, two full years of the BLS commodity index data will be available.
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SECTION 4. CALCULATION OF
CREDIT AMOUNT

Under § 451(b)(1)(B) and (2)(B), the
tentative credit amount used to calculate
the MWC for taxable years beginning in
calendar year 2017 is 63 cents per mcf
($0.50 X 1.2518 inflation adjustment fac-
tor). However, in order to determine the

credit amount for purposes of § 45I(a)(1),
the tentative credit amount must be re-
duced as provided by § 451(b)(2)(A).
Pursuant to § 451(b)(2)(A), the tenta-
tive credit amount for taxable years begin-
ning in calendar year 2017 is reduced (but
not below zero) by an amount (§ 451(b)(2)
Reduction Amount) which bears the same
ratio to such amount as (i) the excess (if

any) of the applicable reference price over
$2.09 ($1.67 X 1.2518 inflation adjust-
ment factor), bears to (ii) $0.41 ($0.33 X
1.2518 inflation adjustment factor). Ac-
cordingly, the § 45I(b)(2) Reduction
Amount (as adjusted for inflation) is com-
puted as follows:

§451(b)(2) Red. Amount _ App.Ref. Price —2.09

0.63 0.41

Solving for the §451(b)(2) Red. Amount vields the following formula:

§451(b)(2) Red. Amount =

Using the applicable reference price of
$2.17, the § 451(b)(2) Reduction Amount
is $0.12. Therefore, the credit amount
used to calculate the MWC for taxable
years beginning in calendar year 2017 is
$0.51 per mef ($0.63 - $0.12).

SECTION 5. EFFECTIVE DATE

This notice is effective for qualified
natural gas production during taxable
years beginning in calendar year 2017.

SECTION 6. DRAFTING AND
CONTACT INFORMATION

The principal author of this notice is
Philip Tiegerman of the Office of Associ-
ate Chief Counsel (Passthroughs & Spe-
cial Industries). For further information
regarding this notice contact Philip
Tiegerman at (202) 317-6853 (not a toll-
free number).

Part lll — Administrative,
Miscellaneous, and
Procedural

Update for Weighted
Average Interest Rates,
Yield Curves, and Segment
Rates

Notice 2018-53

This notice provides guidance on the
corporate bond monthly yield curve, the

0.63 x (App.Ref.Price — 2.09)

0.41

corresponding spot segment rates used un-
der § 417(e)(3), and the 24-month average
segment rates under § 430(h)(2) of the
Internal Revenue Code. In addition, this
notice provides guidance as to the interest
rate on 30-year Treasury securities under
§ 417(e)(3)(A)(i1)(II) as in effect for plan
years beginning before 2008 and the 30-
year Treasury weighted average rate un-
der § 431(c)(6)(E)@i)d).

YIELD CURVE AND SEGMENT
RATES

Section 430 specifies the minimum
funding requirements that apply to single-
employer plans (except for CSEC plans
under § 414(y)) pursuant to § 412. Section
430(h)(2) specifies the interest rates that
must be used to determine a plan’s target
normal cost and funding target. Under this
provision, present value is generally de-
termined using three 24-month average
interest rates (“segment rates”), each of
which applies to cash flows during speci-
fied periods. To the extent provided under
§ 430(h)(2)(C)(iv), these segment rates
are adjusted by the applicable percentage
of the 25-year average segment rates for
the period ending September 30 of the
year preceding the calendar year in which
the plan year begins.* However, an elec-
tion may be made under § 430(h)(2)
(D)(ii) to use the monthly yield curve in
place of the segment rates.

Notice 2007-81, 2007-44 1.R.B. 899,
provides guidelines for determining the
monthly corporate bond yield curve, and

the 24-month average corporate bond
segment rates used to compute the target
normal cost and the funding target. Con-
sistent with the methodology specified
in Notice 2007-81, the monthly corpo-
rate bond yield curve derived from April
2018 data is in Table 20184 at the end
of this notice. The spot first, second, and
third segment rates for the month of
April 2018 are, respectively, 2.99, 4.04,
and 4.43.

The 24-month average segment rates de-
termined under § 430(h)(2)(C)(i) through
(iii) must be adjusted pursuant to § 430(h)
(2)(C)(iv) to be within the applicable mini-
mum and maximum percentages of the cor-
responding 25-year average segment rates.
For plan years beginning before 2021, the
applicable minimum percentage is 90% and
the applicable maximum percentage is
110%. The 25-year average segment rates
for plan years beginning in 2016, 2017, and
2018 were published in Notice 2015-61,
2015-39 LR.B. 408, Notice 2016-54,
2016—40 I.R.B. 429, and Notice 2017-50,
2017-41 LR.B. 280, respectively.

24-MONTH AVERAGE
CORPORATE BOND SEGMENT
RATES

The three 24-month average corpo-
rate bond segment rates applicable for
May 2018 without adjustment for the
25-year average segment rate limits are
as follows:

“Pursuant to § 433(h)(3)(A), the 3" segment rate determined under § 430(h)(2)(C) is used to determine the current liability of a CSEC plan (which is used to calculate the minimum amount

of the full funding limitation under § 433(c)(7)(C)).
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Applicable Month

First Segment

24-Month Average Segment Rates Without 25-Year Average Adjustment
Second Segment

Third Segment

May 2018 2.00 3.68 4.44
Based on § 430(h)(2)(C)(iv), the 24- imum and maximum percentages of the rates, are as follows:
month averages applicable for May 2018, corresponding 25-year average segment
adjusted to be within the applicable min-
Adjusted 24-Month Average Segment Rates
For Plan Years Applicable First Second Third
Beginning In Month Segment Segment Segment
2017 May 2018 4.16 5.72 6.48
2018 May 2018 3.92 5.52 6.29

30-YEAR TREASURY SECURITIES
INTEREST RATES

Section 431 specifies the minimum
funding requirements that apply to mul-
tiemployer plans pursuant to § 412. Sec-
tion 431(c)(6)(B) specifies a minimum
amount for the full-funding limitation de-
scribed in § 431(c)(6)(A), based on the
plan’s current liability. Section 431(c)(6)
(B)Gi)(I) provides that the interest rate

used to calculate current liability for this
purpose must be no more than 5 percent
above and no more than 10 percent below
the weighted average of the rates of inter-
est on 30-year Treasury securities during
the four-year period ending on the last day
before the beginning of the plan year.
Notice 8873, 1988 -2 C.B. 383, provides
guidelines for determining the weighted
average interest rate. The rate of interest
on 30-year Treasury securities for April

2018 is 3.07 percent. The Service deter-
mined this rate as the average of the daily
determinations of yield on the 30-year
Treasury bond maturing in February 2048.
For plan years beginning in May 2018, the
weighted average of the rates of interest
on 30-year Treasury securities and the
permissible range of rates used to calcu-
late current liability are as follows:

For Plan Years
Beginning In
May 2018

Treasury Weighted Average Rates
30-Year Treasury
Weighted Average

2.85

Permissible Range
90% to 105%
2.56 to 2.99

MINIMUM PRESENT VALUE
SEGMENT RATES

In general, the applicable interest rates
under § 417(e)(3)(D) are segment rates

computed without regard to a 24-month
average. Notice 2007-81 provides guide-
lines for determining the minimum pres-
ent value segment rates. Pursuant to that
notice, the minimum present value seg-

ment rates determined for April 2018 are
as follows:

Month
April 2018

First Segment
2.99

Minimum Present Value Segment Rates

4.04

Second Segment

Third Segment
4.43

DRAFTING INFORMATION

The principal author of this notice is
Tom Morgan of the Office of the Associate
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Chief Counsel (Tax Exempt and Govern-
ment Entities). However, other personnel
from the IRS participated in the devel-
opment of this guidance. For further
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information regarding this notice, con-
tact Mr. Morgan at 202-317-6700 or
Tony Montanaro at 202-317-8698 (not a
toll-free number).
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Table 2018-4
Monthly Yield Curve for April 2018
Derived from April 2018 Data

Maturity Yield Maturity Yield Maturity Yield Maturity Yield Maturity Yield

0.5 243 20.5 4.32 40.5 4.44 60.5 4.49 80.5 4.51
1.0 2.60 21.0 4.32 41.0 4.44 61.0 4.49 81.0 4.51
1.5 2.75 21.5 4.33 41.5 4.45 61.5 4.49 81.5 4.51
2.0 2.89 22.0 4.33 42.0 4.45 62.0 4.49 82.0 4.51
2.5 3.00 22.5 4.34 42.5 4.45 62.5 4.49 82.5 4.51
3.0 3.09 23.0 4.34 43.0 4.45 63.0 4.49 83.0 4.51
35 3.17 235 4.35 43.5 4.45 63.5 4.49 83.5 4.51
4.0 3.25 24.0 4.35 44.0 4.45 64.0 4.49 84.0 4.51
4.5 3.32 24.5 4.36 44.5 4.45 64.5 4.49 84.5 4.51
5.0 3.39 25.0 4.36 45.0 4.46 65.0 4.49 85.0 4.51
55 3.46 25.5 4.37 45.5 4.46 65.5 4.49 85.5 4.51
6.0 3.53 26.0 4.37 46.0 4.46 66.0 4.49 86.0 4.51
6.5 3.59 26.5 4.37 46.5 4.46 66.5 4.49 86.5 4.51
7.0 3.65 27.0 4.38 47.0 4.46 67.0 4.49 87.0 4.51
7.5 3.71 27.5 4.38 47.5 4.46 67.5 4.49 87.5 4.51
8.0 3.77 28.0 4.38 48.0 4.46 68.0 4.50 88.0 4.51
8.5 3.82 28.5 4.39 48.5 4.46 68.5 4.50 88.5 4.51
9.0 3.87 29.0 4.39 49.0 4.46 69.0 4.50 89.0 4.51
9.5 3.91 29.5 4.39 49.5 4.47 69.5 4.50 89.5 4.51
10.0 3.96 30.0 4.40 50.0 4.47 70.0 4.50 90.0 4.51
10.5 3.99 30.5 4.40 50.5 4.47 70.5 4.50 90.5 4.51
11.0 4.03 31.0 4.40 51.0 4.47 71.0 4.50 91.0 4.52
11.5 4.06 31.5 4.40 51.5 4.47 71.5 4.50 91.5 4.52
12.0 4.09 32.0 441 52.0 4.47 72.0 4.50 92.0 4.52
12.5 4.12 325 441 525 4.47 72.5 4.50 92.5 4.52
13.0 4.14 33.0 441 53.0 4.47 73.0 4.50 93.0 4.52
13.5 4.16 335 441 53.5 4.47 73.5 4.50 93.5 4.52
14.0 4.18 34.0 4.42 54.0 4.47 74.0 4.50 94.0 4.52
14.5 4.20 34.5 4.42 54.5 4.48 74.5 4.50 94.5 4.52
15.0 4.22 35.0 442 55.0 4.48 75.0 4.50 95.0 4.52
15.5 4.23 35.5 4.42 555 4.48 75.5 4.50 95.5 4.52
16.0 4.24 36.0 4.43 56.0 4.48 76.0 4.50 96.0 4.52
16.5 4.26 36.5 443 56.5 4.48 76.5 4.50 96.5 4.52
17.0 4.27 37.0 4.43 57.0 4.48 77.0 4.50 97.0 4.52
17.5 4.28 37.5 4.43 57.5 4.48 77.5 4.50 97.5 4.52
18.0 4.28 38.0 443 58.0 4.48 78.0 4.51 98.0 4.52
18.5 4.29 38.5 4.43 58.5 4.48 78.5 4.51 98.5 4.52
19.0 4.30 39.0 4.44 59.0 4.48 79.0 4.51 99.0 4.52
19.5 4.31 39.5 4.44 59.5 4.48 79.5 4.51 99.5 4.52
20.0 4.31 40.0 4.44 60.0 4.48 80.0 4.51 100.0 4.52
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26 CFR 601.204: Changes in accounting periods
and method of accounting. (Also: Part I, Sections
446, 451; 1.451-1.)

Rev. Proc. 2018-29

SECTION 1. PURPOSE

This revenue procedure provides new
procedures for taxpayers changing their
method of accounting for the recognition
of income for federal income tax purposes
to a method for recognizing revenues de-
scribed in the new financial accounting
standards issued by the Financial Ac-
counting Standards Board (FASB) and the
International Accounting Standards Board
(IASB) (New Standards). In particular, this
revenue procedure modifies Rev. Proc.
2018-31, 2018-22 L.R.B. 637, to provide
procedures under § 446 of the Internal Rev-
enue Code (Code) and § 1.446-1(e) of the
Income Tax Regulations to obtain automatic
consent of the Commissioner of Internal
Revenue (Commissioner) to change to an
otherwise permissible method of accounting
that uses the New Standards to identify per-
formance obligations, allocate transaction
price to performance obligations, and/or
consider performance obligations satisfied,
if such method change is made for the tax-
able year in which the taxpayer adopts the
New Standards.

This revenue procedure does not pro-
vide guidance relating to the amendments
to § 451 made by section 13221 of “An
Act to provide for reconciliation pursuant
to titles I and V of the concurrent reso-
lution on the budget for fiscal year 2018,”
Pub. L. No. 115-97 (December 22, 2017)
(the Act). The Department of the Treasury
(Treasury Department) and the Internal
Revenue Service (Service) are preparing
additional guidance to address the amend-
ments to § 451 made by section 13221 of
the Act.

SECTION 2. BACKGROUND

.01 On May 28, 2014, FASB and IASB
jointly announced new financial account-
ing standards for revenue recognition, ti-
tled “Revenue from Contracts with Cus-
tomers (Topic 606).” See FASB Update
No. 2014-09 and TASB International Fi-
nancial Reporting Standard (IFRS) 15.

.02 Publicly-traded entities, certain
not-for-profit entities, and certain em-
ployee benefit plans are required to adopt
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the New Standards for annual reporting
periods beginning after December 15,
2017. All other entities are required to
adopt the New Standards for annual re-
porting periods beginning after December
15, 2018. Early adoption is allowed for
reporting periods beginning after Decem-
ber 15, 2016. See FASB Update No.
2015-14, “Revenue from Contracts with
Customers (Topic 606), Deferral of the
Effective Date.”

.03 Since the joint announcement,
FASB and IASB have revised the New
Standards and provided guidance on how
to implement the New Standards in cer-
tain situations. See FASB Update No.
2015-14; FASB Update No. 2016-38,
“Revenue from Contracts with Customers
(Topic 606): Principal versus Agent Con-
siderations (Reporting Revenue Gross
versus Net);” FASB Update No. 2016-10,
“Revenue from Contracts with Customers
(Topic 606), Identifying Performance Ob-
ligations and Licensing;” FASB Update
No. 2016-12, “Revenue from Contracts
with Customers (Topic 606): Narrow-
Scope Improvements and Practical Expe-
dients;” FASB Update No. 2017-13,
“Revenue Recognition (Topic 605), Rev-
enue from Contracts with Customers
(Topic 606), Leases (Topic 840), and
Leases (Topic 842): Amendments to SEC
Paragraphs Pursuant to the Staff An-
nouncement at the July 20, 2017 EITF
Meeting and Rescission of Prior SEC
Staff Announcements and Observer Com-
ments (SEC Update);” FASB Update No.
2017-14, “Income Statement — Reporting
Comprehensive Income (Topic 220), Rev-
enue Recognition (Topic 605), and Reve-
nue from Contracts with Customers)
(Topic 606) (SEC Update).”

.04 Under the New Standards, an en-
tity will recognize revenue for promised
goods and services to customers in an
amount that reflects the consideration to
which the entity expects to be entitled in
exchange for those goods and services
based on the following five sequential
steps: (i) identify the contracts with a
customer; (ii) identify the performance
obligations in the contract; (iii) deter-
mine the transaction price; (iv) allocate
the transaction price to the performance
obligations; and (v) recognize revenue
as the entity satisfies a performance ob-
ligation.
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.05 On March 28, 2017, the Treasury
Department and the Service issued Notice
2017-17, 2017-15 L.R.B. 1073, contain-
ing, and inviting comments on, a proposed
revenue procedure by which a taxpayer
could request consent to change a method
of accounting for recognizing income
when the change is made for the same
taxable year in which the taxpayer adopts
the New Standards and the change is
made as a result of, or directly related to,
the adoption of the New Standards.

.06 Commenters to Notice 2017-17
noted that the New Standards would affect
taxpayers in the technology and construc-
tion industries and service providers with
warranty and repair service contracts.
Many of these taxpayers will have to ac-
celerate income on their financial state-
ments due to the New Standards, poten-
tially creating a larger book-tax disparity.
Commenters requested that the Service
issue guidance to allow for more book-tax
conformity and to allow taxpayers to eas-
ily file accounting method change re-
quests associated with adopting the New
Standards. More specifically, commenters
requested an expansion of current auto-
matic accounting method change proce-
dures, guidance on the recognition of ad-
vance payments, an expansion of the
small business exception in the proposed
revenue procedure in Notice 2017-17, and
the option of implementing an accounting
method change on either a cut-off basis or
with a § 481(a) adjustment.

.07 In this revenue procedure, the Trea-
sury Department and the Service adopt
certain of the suggestions submitted by
commenters in response to Notice 2017-
17. For example, this revenue procedure
allows for more book-tax conformity and
allows taxpayers to easily file accounting
method change requests associated with
adopting the New Standards. Specifically,
this revenue procedure creates new auto-
matic accounting method change proce-
dures, applies rules similar to the small
business exception in the proposed reve-
nue procedure in Notice 2017-17 to more
taxpayers, and provides taxpayers the
option of implementing the accounting
method change on either a cut-off basis or
with a § 481(a) adjustment. Other com-
ments, such as comments requesting guid-
ance on the recognition of advance pay-
ments, will be considered in connection
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with the issuance of guidance implement-
ing the amendments made to § 451 by the
Act. The Treasury Department and the
Service intend to provide additional guid-
ance on these issues if needed to improve
the procedures contained in this revenue
procedure once the Treasury Department,
the Service, and taxpayers obtain more
experience with the interaction of the New
Standards with federal income tax ac-
counting methods.

.08 Section 13221 of the Act amends
§ 451 by redesignating § 451(b) through
(i) as (d) through (k), and adding new
§ 451(b) and (c). New § 451(b) and (c) are
effective for tax years beginning after
December 31, 2017. Section 451(b), as
amended by the Act, generally provides
that for an accrual method taxpayer, the
all events test with respect to any item of
gross income (or portion thereof) shall not
be treated as met any later than when such
item (or portion thereof) is taken into ac-
count as revenue in an applicable financial
statement of the taxpayer, or such other
financial statement as the Secretary may
specify. However, new § 451(b) is inap-
plicable to certain taxpayers, such as tax-
payers that do not have an applicable finan-
cial statement or other financial statement
specified by the Secretary. New section
451(c) provides an elective method of ac-
counting for an accrual method taxpayer
that receives an advance payment during the
taxable year.

.09 The Treasury Department and the
Service expect to provide guidance in the
future to assist taxpayers in complying
with amended § 451.

.10 This revenue procedure is not in-
tended to provide guidance for taxpayers
changing their method of accounting to
comply with amended § 451. Rather, this
revenue procedure provides guidance for
taxpayers changing a method of account-
ing to an otherwise permissible method of
accounting that recognizes revenue in in-
come in a manner described in the New
Standards. For example, this revenue pro-
cedure provides procedures under which a
taxpayer that has adopted the New Stan-
dards may make a corresponding change
in its method of accounting for federal
income tax purposes, provided the new
method of accounting is otherwise per-
missible under the Code including under
amended § 451.
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.11 After considering the comments re-
ceived on Notice 2017-17 and to reduce
compliance costs, burden, and administra-
tive complexity, the Treasury Department
and the Service are issuing this revenue
procedure to provide procedures under
§ 446 and § 1.446-1(e) for a taxpayer to
obtain automatic consent of the Commis-
sioner to change a method of accounting
used to recognize income for federal in-
come tax purposes to a method in which
the taxpayer uses the New Standards to
identify performance obligations, to allo-
cate transaction price to performance ob-
ligations, and/or to consider performance
obligations satisfied.

.12 This revenue procedure requests
comments on future guidance that may be
necessary as taxpayers begin to comply
with the New Standards, and comments
on the procedures in this revenue proce-
dure. In addition, comments are requested
on future guidance that may be necessary
to help taxpayers comply with amended
§ 451.

SECTION 3. NEW AUTOMATIC
METHOD CHANGE

.01 Rev. Proc. 2018-31 is modified to
add new section 16.11 to the List of Au-
tomatic Changes to read as follows:

11 Changes in the timing of recogni-
tion of income due to the New Standards.

(1) Description of change. On May 28,
2014, the Financial Accounting Standards
Board (FASB) and the International Ac-
counting Standards Board (IASB) jointly
announced new financial accounting stan-
dards for revenue recognition entitled
“Revenue from Contracts with Customers
(Topic 606)” (New Standards). See FASB
Update No. 2014-09, and TASB Interna-
tional Financial Reporting Standard (IFRS)
15. Under the New Standards, a taxpayer
generally recognizes revenue for financial
accounting purposes when the taxpayer sat-
isfies a performance obligation by transfer-
ring a promised good or service to a cus-
tomer, as described in the New Standards.

(2) Applicability. This change applies
to a taxpayer that wants to change its
method of accounting for the recognition
of income for federal income tax purposes
to a method under the New Standards for:
(i) identifying performance obligations,
(i1) allocating transaction price to perfor-
mance obligations, and/or (iii) consider-
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ing performance obligations satisfied. A
taxpayer may request a change under this
section 16.11 only if the taxpayer’s new
method of accounting is otherwise per-
missible for federal income tax purposes
and the change in method of accounting is
made for the taxable year in which the
taxpayer adopts the New Standards for
financial accounting purposes. A taxpay-
er’s allocation of transaction price to per-
formance obligations to comply with the
New Standards under this section 16.11 is
deemed to be an allocation based on ob-
jective criteria. See section 5.02(4)(c) of
Rev. Proc. 2004-34, 2004-1 C.B. 991, as
modified and clarified by Rev. Proc.
2011-18, 2011-5 LLR.B. 443, and Rev.
Proc. 2013-29, 2013-33 I.R.B. 141, and
as modified by Rev. Proc. 2011-14,
2011-4 I.R.B. 330.

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

(a) a change in the manner in which
the taxpayer identifies contracts or deter-
mines the transaction price, including the
inclusion and exclusion of variable con-
sideration in the transaction price, under
the New Standards;

(b) a change in method of accounting
for recognizing income that is made in a
year that is different from the year that the
taxpayer adopts the New Standards;

(c) a change in method of accounting
that does not comply with § 451 or other
guidance;

(d) any change in method of account-
ing that qualifies under another automatic
change described in the List of Automatic
Changes provided in this revenue proce-
dure (or any successor), even if it is de-
scribed in section 16.11(2) of this revenue
procedure, and otherwise satisfies the re-
quirements of paragraphs 5.01(1)(a)—(d)
of Rev. Proc. 2015-13, 2015-5 1.R.B. 419
(or any successor). The taxpayer must
request such change(s) in method of
accounting by applying the automatic
change procedures in section 6 of Rev.
Proc. 2015-13 (or any successor) and
the respective section of Rev. Proc.
2018-31 (or any successor); or

(e) any change in the method of ac-
counting for income from a long-term
contract, as defined in § 460(f), unless the
long—term contract is excepted from re-
quired use of the percentage-of-completion
method by § 460(e)(1).
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(4) Time for making change. The
change under this section 16.11 may only
be made in the taxpayer’s first, second, or
third taxable year ending on or after May
10, 2018.

(5) Manner of making change.

(a) Cut-off basis or § 481(a) adjust-
ment. A taxpayer making a change under
this section 16.11 may implement the
change with either a § 481(a) adjustment
as provided in sections 7.02 and 7.03 of
Rev. Proc. 2015-13, or on a cut-off basis.
If the taxpayer implements the change on
a cut-off basis, (i) the taxpayer must allo-
cate any payment allocations prior to the
year of change using the taxpayer’s for-
mer method of accounting, (ii) all changes
made under this section 16.11 must be
implemented using a cut-off basis, and
(iii) a § 481(a) adjustment is neither per-
mitted nor required. Notwithstanding any-
thing to the contrary in this section
16.11(5)(a), if a taxpayer is a member of a
consolidated group (within the meaning of
§ 1.1502-1(h)), then the member must
implement all changes with respect to its
intercompany transactions (within the
meaning of § 1.1502-13(b)(1)(i)) under
this section 16.11 on a cut-off basis and
can apply the first two sentences of this
section 16.11(5)(a) to all other transac-
tions. See § 1.1502-17(b)(2); section 7.02
of Rev. Proc. 2015-13.

(b) Reduced filing requirement. A
taxpayer making a change under this sec-
tion 16.11 is required to complete only the
following information on Form 3115
(Rev. December 2015):

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

(i) The signature section at the bot-
tom of page 1;

(iii) Part I;

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

(v) Part 1V, all lines. For a taxpayer
making a change under this section 16.11
using a § 481(a) adjustment, the statement
required for Line 26 of Form 3115 should
list a description of each change, the
§ 481(a) adjustment for each change (or
a statement that the change is being
made on a cut-off basis) and, if applica-
ble, a description of where the item’s
§ 481(a) adjustment is reflected on the
federal income tax return (line number
(or schedule)).
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In addition, the requirement to file the
duplicate copy, under section 6.03(1)(a)
of Rev. Proc. 2015-13, is waived.

(6) Certain eligibility rule inapplica-
ble. The eligibility rule in section
5.01(1)(f) of Rev. Proc. 2015-13 does not
apply to this change for a taxpayer’s first,
second, or third taxable year ending on or
after May 10, 2018.

(7) No ruling on method used. The
consent granted under section 9 of Rev.
Proc. 2015-13 for a change made under
this section 16.11 is not a determination
by the Commissioner that the new method
of accounting is a permissible method of
accounting and does not create any pre-
sumption that the allocation method is a
permissible method of accounting under
any provision of the Code. Further, the
consent granted under section 9 of Rev.
Proc. 2015-13 for a change made under
this section 16.11 is not a determination
that the amount of income included in
taxable income wusing an allocation
method described in the New Standards
is correct. The Director will ascertain
whether the new method of accounting is
a permissible method of accounting and
whether the allocation method is permis-
sible under the Code (for example, a
method that is permitted under § 451).

(8) Concurrent automatic change. A
taxpayer that wants to make one or more
changes in method of accounting under
this section 16.11 may file a single Form
3115 that includes all of the changes, must
separately state the § 481(a) adjustment
for each change made under this section,
and may not net the § 481(a) adjustments
with § 481(a) adjustments from other
changes.

(9) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
16.11 is “231.”

(10) Contact information. For further
information regarding a change under this
section, contact Peter E. Ford at (202)
317-7011(not a toll free call) or Charles
Gorham at (202) 317-5091 (not a toll free
call).

SECTION 4. REQUEST FOR
COMMENTS

This revenue procedure provides cer-
tain procedures for obtaining the Commis-
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sioner’s consent for qualifying method
changes based on adoption of the New
Standards. As taxpayers adjust to adopting
the New Standards, additional differences
between financial accounting and tax ac-
counting rules may be discovered and a
need for additional guidance may arise.
The Treasury Department and the Service
request comments on any aspects of this
revenue procedure and any issues regard-
ing conformity between the New Stan-
dards and the Code and the Regulations.
In addition, comments are specifically re-
quested on the following issues:

1. What additional change in account-
ing method requests do taxpayers antici-
pate requesting due to the New Standards?

2. What additional procedural guidance
might be helpful as a result of the New
Standards?

3. What industry-specific guidance
might be helpful as a result of the New
Standards?

In addition, the Treasury Department
and the Service request comments on fu-
ture guidance that would help taxpayers to
comply with amended § 451. Comments
are specifically requested on the following
issues:

1. What change in method of account-
ing requests do taxpayers anticipate filing
due to the interplay of the New Standards
with amended § 451(b) or (c)?

2. As taxpayers transition to amended
§ 451, what procedural guidance might be
helpful?

3. As taxpayers transition to amended
§ 451, what industry-specific guidance
might be helpful?

WHERE TO SEND COMMENTS

Comments may be submitted using one
of the following methods:

e By Mail:
Internal Revenue Service
Attn: CC:PA:LPD:PR (Revenue
Procedure 2018-29)
Room 5203
P.O. Box 7604
Ben Franklin Station
Washington, D.C. 20444

e By Hand or Courier Delivery: Sub-
mission may be hand-delivered
Monday through Friday between the
hours of 8 a.m. and 4 p.m. to:
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Courier’s Desk

Internal Revenue Service

Attn: CC:PA:LPD:PR
(Revenue Procedure 2018-29)
1111 Constitution Avenue, NW
Washington, DC 20224

e FElectronic: Alternatively, persons
may submit comments electronically
to Revenue.Procedure.Comments@
irscounsel.treas.gov. Please include
“Revenue Procedure 2018-29” in
the subject line of any electronic
communications.

All Comments received will be available
for public inspection and copying.

SECTION 5. EFFECTIVE DATE

.01 In general. Except as otherwise
provided under this section, this revenue
procedure is effective for a taxpayer’s
first, second, or third taxable year ending
on or after May 10, 2018.

.02 Limited time period to convert a
Form 3115 filed under the non-automatic
change procedures in Rev. Proc. 2015-
13. If before May 10, 2018, a taxpayer
properly filed a Form 3115 under the non-
automatic change procedures in Rev.
Proc. 2015-13 requesting the Commis-
sioner’s consent for a change in method of
accounting described in this revenue pro-
cedure, and the Form 3115 is pending
with the national office on May 10, 2018,
the taxpayer may choose to make the
change in method of accounting under the

automatic change procedures in Rev.
Proc. 2015-13 if the taxpayer is otherwise
eligible to use this revenue procedure and
the automatic change procedures in Rev.
Proc. 2015-13. The taxpayer must notify
the national office contact person for the
Form 3115 (if unknown, see section
9.08(6) of Rev. Proc. 2018-1, 2018-1
L.R.B. 50 (or successor)) of the taxpayer’s
intent to make the change in method of
accounting under the automatic change
procedures in Rev. Proc. 2015-13 before
the later of (a) June 11, 2018, or (b) the
issuance of a letter ruling granting or de-
nying consent for the change. The notifi-
cation should indicate that the taxpayer
chooses to convert the Form 3115 to the
automatic change procedures in Rev.
Proc. 2015-13. If the taxpayer timely no-
tifies the national office that it chooses to
convert the Form 3115 to the automatic
change procedures in Rev. Proc. 2015-13,
the national office will send a letter to the
taxpayer acknowledging its request and
will return the user fee submitted with the
Form 3115.

A taxpayer converting a Form 3115 to
the automatic change procedures in Rev.
Proc. 2015-13 for a change in method of
accounting described in this revenue pro-
cedure must resubmit a Form 3115 that
conforms to the automatic change proce-
dures, with a copy of the national office
letter sent acknowledging the taxpayer’s
request to convert attached, by the earlier
of (a) the 30" calendar day after the date
of the national office’s letter acknowledg-

26 CFR 601.204: Changes in accounting periods and in methods of accounting.
(Also Part 1, § § 56, 61, 77, 118, 162, 163, 166, 167, 168, 171, 174, 179D, 194, 195, 197, 248, 263, 263A, 267, 280F, 404, 446, 447, 448, 451, 454, 455,
461, 467, 471, 472, 475, 481, 585, 709, 816, 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, 1.166-2, 1.166-4, 1.167(a)-2, 1.167(a)-3(b),
1.167(a)-4, 1.167(a)-7, 1.167(a)-8, 1.167(a)-11, 1.167(a)-14, 1.167(e)-1, 1.168(d)-1, 1.168(i)-1, 1.168(i)-4, 1.168(i)-6, 1.168(i)-7, 1.168(i)-8,

1.168(k)-1, 1.171-4, 1.174-1, 1.174-3,

1.174-4, 1.179-5, 1.194-1, 1.195-1,

1.197-2, 1.248-1, 1.263(a)-1, 1.263(a)-2,

ing the taxpayer’s request to convert, or
(b) the date the taxpayer is required to file
the original Form 3115 under section
6.03(1)(a)(i)(A) of Rev. Proc. 2015-13.
See section 6.03(3) of Rev. Proc. 2015-13
regarding additional required copies of
Form 3115.

For purposes of the eligibility rules in
section 5 of Rev. Proc. 2015-13, the
timely resubmitted Form 3115 will be
considered filed as of the date the taxpayer
originally filed the converted Form 3115
under the non-automatic change proce-
dures in Rev. Proc. 2015-13. This para-
graph does not extend the date the tax-
payer must file the original (converted)
Form 3115 under section 6.03(1)(a)(i)(A)
of Rev. Proc. 2015-13.

SECTION 6. EFFECT ON OTHER
DOCUMENTS

This revenue procedure modifies Rev.
Proc. 2018-31.

SECTION 7. DRAFTING
INFORMATION

The principal authors of this revenue
procedure are Peter E. Ford and Charles
Gorham of the Office of the Associate
Chief Counsel (Income Tax & Account-
ing). For further information regarding
this revenue procedure, contact Mr. Ford
on (202) 317-7011 (not a toll free number)
or Mr. Gorham on (202) 317-5091 (not a
toll free number).

1.263(a)-3, 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)-1T, 1.446—1, 1.446—1T, 1.446-2, 1.446-5, 1.446-6,
1.446-7, 1.448-1T, 1.448-2, 1.451-1, 1.451-5, 1.454—1, 1.455-6, 1.461—-1, 1.461-4, 1.461-5, 1.467-1, 1.471-1, 1.471-2, 1.471-3, 1.471-4, 1.471-5,
1.471-8, 1.472—1, 1.472-2, 1.472—6, 1.472-8, 1.481-1, 1.481-4, 1.709—-1, 1.709-2, 1.832—4, 1.832-5, 1.860A—-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. 2018-31

LIST OF AUTOMATIC CHANGES ......c.oooiiiiiiiiii et 642

SECTION 1. GROSS INCOME (§ 61)
.01 Up-front Payments for Network Upgrades received by Ultilities
SECTION 2. COMMODITY CREDIT LOANS (§ 77)
.01 Treating amounts received as loans
SECTION 3. TRADE OR BUSINESS EXPENSES (§ 162)
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.01 Advances made by a lawyer on behalf Of CHENLS .....c...coiiiiiiiiiiiiiie ettt 643

202 TSO Q000 COSES vttt et ettt st sttt ettt et et eateaeea e eaeeb e e bt sb e st b e b e st et et entemeeateaeeb e e bt ebesbe st e b bt et et et et e et et eneebeeres 643
.03 Restaurant or tavern SMallWares PACKAZES. ......ccueiuiirtiriiiitiriiitieteet ettt sttt ettt ettt b et b et s b e et bt etesbeenae st enbeeanens 643
.04 Timber grower fErtiliZAtION COSES .......ccuiriiiiiiiiiiiieie ettt ettt ettt et st e e sttt e e s et e et e bt e e e sbeesaesaeesaesaeeaesanenneeanens 643
.05 Materials and SUPPIIES ..c..eeuvieuiitieiiirteeiteeie ettt ettt ettt et b et sb e et s bt e bt e bt e bt ee b e bt e bt e bt e st e bt eat e she et sbeenae st e nbeeanen 643
.06 Repair and MAINTENANCE COSS .....ouuiruiiiiriieiiiiieteitete sttt ettt et steeeesateaesaeesaeease s e eas e beeas e st essesseensesaeenaesueesesanensesanens 643
.07 Wireline network asset maintenance allowance and units of property methods of accounting

under ReV. ProC. 20T T-27 .....ccooiiiiiiii e ettt 643
.08 Wireless network asset maintenance allowance and units of property methods of accounting

under ReV. Proc. 20T T-28 ....coiiiiiiiieeee ettt ettt et st ettt ettt ettt 643
.09 Method of accounting under Rev. Proc. 2011-43 for taxpayers in the business of transporting,

delivering, Or SEIIING EIECIIICITY ....c..eiuiiiieiiiiieiiett ettt ettt e st st s e e e et e s et e e e saeennesaeennes 644
.10 Method of accounting under Rev. Proc. 2013-24 for taxpayers in the business of generating

SEEAIMN OF CLECITIC POWET . ..eeuvieiiieuiieeiieette sttt eite sttt estte sttt ebtesabeesteesab e e steeateeaeeesseeastesaseenseesaseensteeabeensbeesseenseesabeestesaseessnesnseensns 644
.11 Cable network asset capitalization methods of accounting under Rev. Proc. 2015—12........cccooviririiniininieeiieeeeee 644

SECTION 4. BAD DEBTS (§ 160) .....ctttiiitiiiinieiinieintetstctet ettt ettt sttt sttt ettt s et s et b et s e ns e eaenes 645
.01 Change from reserve method to specific charge-off Method ...........ccoocieiiiiiiiiii e 645
.02 Conformity election by bank after previous election automatically 1€VOKed.........cccecuirriiiiiieniiiniierieciieeieeee e 645

SECTION 5. INTEREST EXPENSE (§ 163) AND AMORTIZABLE BOND PREMIUM (§ 171)..ccccecivinininininiinicneennn 645
.01 RevOocation Of § 171(C) IECHION ..uviiiiieiiiiiee ettt eeee e e ee et e e e et e e e e eeaae e e e e eeeataeeeeeeetareeeeeesaseeeeeensaaeseeeenareeeeeaan 645
.02 Change to COMPLY WIth § TO3(€)(3) i euueruieiiriieieit ettt ettt ettt ettt et et e bt et e bt es et e emtesbeeneeeseeneesseentesmeasesneenbeennans 645

SECTION 6. DEPRECIATION OR AMORTIZATION (§ 56(a)(1), 56(g)(4)(A), 167, 168, 197, 280F(a),

1400L, 1400L, or 1400N(d), OR FORMER § 108) .....cccoiiriiiirieiinieirieieieteteteieeeeee e 646
.01 Impermissible to permissible method of accounting for depreciation or amMOItiZation............cecvevueeiereeriereeneneeneneenns 646
.02 Permissible to permissible method of accounting for depreciation ............cocueevieriiinieniiienierie e 650
.03 Sale, lease, Or fINANCING IrANSACTIONS ....eouteutiruiertertietertiet et et ette st e eateste e testeete st tenbeeseenbeesee bt esbenbeesseebeentesaeentesseenbesneenbesnnans 652
.04 Change in general asset account treatment due to a change in the use of MACRS Property ......c.cccecceevveeveeniveineeneennne 653
.05 Change in method of accounting for depreciation due to a change in the use of MACRS property.......c..ccoceveeevereennene 653
.06 Depreciation of qualified non-personal use vans and light trUCKS ..........covuiiiiiiiiiiiiiiee e 653
.07 Impermissible to permissible method of accounting for depreciation or amortization for

disposed depreciable Or aMOITIZADIE PIOPEITY ..c..eouveruiiiiriiiieriietenitete ettt ettt ettt ettt ettt ettt ebe et et esaeenees 654
.08 Tenant CONSIIUCHON AIIOWAINCES .....ccueiriiiiiieeiie ettt ettt b e et e bttt e bt e eab e e s bt e eabe e bt e sabe e bt e sabeesbbeeabeesbaesnseenbeenas 655
.09 Safe harbor method of accounting for determining the depreciation of certain tangible assets

used by wireless telecommunications carriers under Rev. Proc. 2011-22 ......ccccoiiiiiiiiiiiiiieieeieeseeeeesee e 656
.10 Partial dispositions of tangible depreciable assets to which the IRS’s adjustment

PErtains (§ 1085 § L.LOB(1)=8) ..eeuuieuieiiitieie ittt ettt ettt et e b et s h et s a e et s h e bt e bt e b e eb e et e est et e e bt et ene e bt entesaeenees 656
.11 Depreciation of leasehold improvements (§§ 167, 168, and 197; § 1.167(2)—4) .cceeeviiiriiiiiiiiieieeeie ettt 657
.12 Permissible to permissible method of accounting for depreciation of MACRS property

(8 168; §§ 1.168(1)—1, 1.168(1)—7, and 1.168(1)=8) ...ecveruiruiriiriiriiieieieieetet ettt 658
.13 Disposition of a building or structural component (§ 168; § L.168(1)=8) ..eevueerrriirieriiiiiiiiiienie ettt 660
.14 Dispositions of tangible depreciable assets (other than a building or its structural components)

(8 1085 § T.1O8(1)=8) .ttt ettt a ettt eae e 664
.15 Dispositions of tangible depreciable assets in a general asset account (§ 168(1)(4); § 1.168(1)—1).cevceevirienerieeneneenene 666
.16 Summary of certain changes in methods of accounting related to dispositions of MACRS property ..........cceceevvervenne 668
.17 Depreciation of fiber optic transfer node and fiber optic cable used by a cable system

OPETALOr (§§ 107 ANA 168) ...ttt b et e a et a e s bt e st e sb e ea b e s bt et e s bt embeebeen b e e bt et e esee bt eneenaeenees 670

SECTION 7. RESEARCH AND EXPERIMENTAL EXPENDITURES (§ 174) .ooooiriiiieieieieieteeeeeeeesesesee e 670
.01 Changes to a different method or different amortization Period ..........cocevieririeriiieriies e 670
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SECTION 8. ELECTIVE EXPENSING PROVISIONS (§ 179D) .cuiiiiiiiiiiiiiicicieieieetee ettt 671

.01 Deduction for Energy Efficient Commercial Buildings (§ 179D) ......cccioiiiiiiiiiiiiiiiieeceeeeeeeee e e 671
SECTION 9. COMPUTER SOFTWARE EXPENDITURES (8§ 162, 167, and 197) ......ccccccoviviiininiiiiiicicicicccieceeee 672
.01 Computer SOftWare EXPENAITUTES ........ccueetirieriieierie ettt ettt ettt e et ee e s ae e e e saeeaesae e s e easesbeeas et e easesaeesnesaeesnesaeeaesanen 672
SECTION 10. START-UP EXPENDITURES AND ORGANIZATIONAL FEES (§§ 195, 248 AND 709)......ccccccecvvvvvinunnn. 672
01 STart-up EXPEIAILUIES .....c.eiuiiiiiiiiiieiieite ettt ettt ettt ettt e et e e bt e s e s bt eseesaeesse s b e e s e eae e s e eaeesseeas e st esnesaeennesaeennesanen 672
.02 Organizational expenditures UNAET § 248 ........coioriiiiiiiite ettt sttt sttt et ettt e bt e bt ebtesaeetesaeenaesaeen 672
.03 Organization fees UNAET § 709 ........cciiiiiiii ettt st st sttt e ae e saeenesaeeaeeanen 673
SECTION 11. CAPITAL EXPENDITURES (§ 263) ....ooiiiiiiiiiiiieiieeseeeeeete ettt sttt s s 673
01 PaCKAZE AESIZN COSES....uviuiiiiiiiiiiiitieitiett ettt ettt ettt ettt s et e et e bt e e e e bt eae e saeesseea e e s e eas et e easemseesseneesnesaeennesueenneeanes 673
.02 Line pack gas OF CUSHION AS ...c.uiitiiiiiiiiiiiiieie ettt ettt ettt ettt ettt sbe et e s bt et ebt et e eb e e bt e bt e sbeebeesaeeneesbeeaesneen 673
03 REMOVAL COSES .ttt e st e bt e s bt e e ab e e bt e e a bt e bt e ea bt e bt e ea bt e b e e ea bt e bt e shbeeabtesat e e bt e sabeenbeeeseesabeesasesnseenns 673
.04 DiStriDULOr COMIMESSIONS ...uvtutitiiteititetet ettt ettt ettt sttt se ettt e et e bt e bt es e e bt eb et besa et et e s et esse st et eaeebeebesaeene b e 674
05 INEANEIDIES ..ottt et h et e a e h e e s a e e e h e e e e h et e a et et e n e eae e et eaeen 674
.06 Rotable spare parts safe harbor MEthOd. .......c..coiiriiiiiiiiii ettt 674
.07 Repairable and 1eusable SPATE PALS .......cc.oeieruirieriiiiiiiiet ettt ettt ettt et e e s e a e st e et e e ae e eae e st eaeen 675
208 TANZIDIE PIOPEITY ...ccuviiientieiieteeiteet ettt ettt ettt et b et e bt et e bt et e bt e bt ea e e s bt e st e sbeem b e s bt em b e ebeenb e e bt e bt ebe e bt ebtesaeenaesbeenaesbeen 676
.09 Railroad track StruCtUIEe EXPENAITUTES .....c..eeeeruieieriieierie ettt ettt ettt ettt e e st e ae s e e s e eas et e e s e e easeeneesnesaeesaesaeeneennen 678
.10 Remodel-refresh safe harbor method ..........cc.ccoooiiiiiiiiiiiiiii et 678
SECTION 12. UNIFORM CAPITALIZATION (UNICAP) METHODS (§ 263A) ...cviiiiiirinieneriestenieniesteeereteieeieee e 680
.01 Certain uniform capitalization (UNICAP) methods used by resellers and reseller-producers ........c...cccceceeeveeeeneneencenne. 680
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This revenue procedure provides the List
of Automatic Changes to which the auto-
matic change procedures in Rev. Proc.
2015-13, 2015-5 LR.B. 419, as clarified
and modified by Rev. Proc. 2015-33,
2015-24 L.R.B. 1067, and as modified by
Rev. Proc. 2017-59, 2017-48 L.R.B. 543,
and by section 17.02 of Rev. Proc. 20161,
2016-1 LR.B. 1, apply. The definitions in
section 3 of Rev. Proc. 2015-13 apply to
this revenue procedure.

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

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

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

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

(3) Contact information. For further in-
formation regarding a change under this
section, contact William E. Blanchard at
(202) 317-3900 (not a toll-free call).
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SECTION 2. COMMODITY CREDIT
LOANS (§ 77)

.01 Treating amounts received as loans.

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

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

(3) Manner of making change. This
change is made on a cut-off basis and
applies only to loans received from the
Commodity Credit Corporation on or after
the beginning of the year of change. Ac-
cordingly, a § 481(a) adjustment is neither
permitted nor required.

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
2.01 is “1.7
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(5) Contact information. For further in-
formation regarding a change under this
section, contact William Ruane at (202)
317-4718 (not a toll-free call).

SECTION 3. TRADE OR BUSINESS
EXPENSES (§ 162)

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

(1) Description of change. This change
applies to a lawyer who advances money
to pay for costs of litigation or for other
expenses on behalf of clients, and who
wants to change the method of accounting
for such advances from treating them as
deductible business expenses to treating
them as loans to clients. This change ap-
plies to cases handled either on a non-
contingent or a contingent fee basis. See
Pelton & Gunther, P.C. v. Commissioner,
T.C. Memo. 1999-339 (non-contingent
fee); Canelo v. Commissioner, 53 T.C.
217 (1969), aff’d per curiam, 447 F.2d
484 (9" Cir. 1971) (contingent fee).

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

(3) Contact information. For further in-
formation regarding a change under this
section, contact Peter Ford at (202) 317-
7011(not a toll-free call).

.02 ISO 9000 costs.

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

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

(3) Contact information. For further in-
formation regarding a change under this
section, contact Peter Ford at (202) 317-
7011 (not a toll-free call).

Bulletin No. 2018-22

.03 Restaurant or tavern smallwares
packages.

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

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

(3) Contact information. For further in-
formation regarding a change under this
section, contact Peter Ford at (202) 317-
7011 (not a toll-free call).

.04 Timber grower fertilization costs.

(1) Description of change. This change
applies to a timber grower that wants to
change its method of accounting to treat
post-establishment fertilization costs of an
established timber stand as ordinary and
necessary business expenses deductible
under § 162. See Rev. Rul. 2004-62,
2004-1 C.B. 1072, as modified by this
revenue procedure.

(2) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
3.04 is “86.”

(3) Contact information. For further in-
formation regarding a change under this
section, contact Peter Ford at (202) 317-
7011 (not a toll-free call).

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

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

.07 Wireline network asset maintenance
allowance and units of property methods
of accounting under Rev. Proc. 2011—
27.

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

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

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

(4) Contact information. For further in-
formation regarding a change under this
section, contact Lewis Saideman at (202)
317-5100 (not a toll-free call).

.08 Wireless network asset maintenance
allowance and units of property methods
of accounting under Rev. Proc. 2011—
28.

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

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

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

(4) Contact information. For further in-
formation regarding a change under this
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section, contact Lewis Saideman at (202)
317-5100 (not a toll-free call).

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

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

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

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
3.09 is “160.”

(4) Contact information. For further in-
formation regarding a change under this
section, contact Lewis Saideman at (202)
317-5100 (not a toll-free call).

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

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

(2) Section 481(a) adjustment.

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

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

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

(4) Contact information. For further in-
formation regarding a change under this
section, contact Lewis Saideman at (202)
317-5100 (not a toll-free call).

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

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

(a) Change its treatment of cable net-
work asset expenditures to the cable net-
work asset maintenance allowance method
of accounting provided in section 5 of Rev.
Proc. 2015-12;

(b) Change to use any of the unit of
property definitions provided in section 6
of Rev. Proc. 2015-12;

(c) Change to use the specific identifi-
cation method for installations and cus-
tomer drop costs described in section
7.01(1) of Rev. Proc. 2015-12;

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

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

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

(3) Section 481(a) adjustment.

(a) In general, a change to one or more
of the of the changes in method of ac-
counting described in section 3.11(1) of
this revenue procedure requires an adjust-
ment under § 481(a). The § 481(a) adjust-
ment shall not include any amount attrib-
utable to property for which the taxpayer
elected to apply the repair allowance un-
der § 1.167(a)-11(d)(2).

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

(1) the information required by Part IV,
line 26 for each change in method of
accounting (including the amount of the
§ 481(a) adjustment for each change in
method of accounting, which includes the
portion of the § 481(a) adjustment attrib-
utable to UNICAP);

(i) the information required by Part II,
line 14 of Form 3115 that is associated
with each change; and

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

(4) Designated automatic accounting
method change number. The designated au-
tomatic accounting method change number
for a change to a method of accounting
provided in section 5 or 6 of Rev. Proc.
2015-12 is “208.” The designated auto-
matic accounting method change number
for a change to a method of accounting
provided in section 7 of Rev. Proc. 2015-12
is “209.”

(5) Contact information. For further in-
formation regarding a change under this
section, contact Merrill Feldstein at (202)
317-5100 (not a toll-free call).
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SECTION 4. BAD DEBTS (§ 166)

.01 Change from reserve method to
specific charge-off method.

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

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

(3) Contact information. For further in-
formation regarding a change under this
section, contact Charles Gorham at (202)
317-7003 (not a toll-free call).

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

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

(2) Applicability. This change only ap-
plies to a bank (as defined in § 1.166—
2(d)(4)(1)) that:

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

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

(c) has had that previous election au-
tomatically revoked under § 1.166—
2(d)3)([v)(C);

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

(e) now seeks the consent of the Com-
missioner to make an election under
§ 1.166-2(d)(3)(1ii)(C)(3).

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

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

(5) Contact information. For further in-
formation regarding a change under this
section, contact K. Scott Brown at (202)
317-6945 (not a toll-free call).

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

.01 Revocation of § 171(c) election.

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

(2) Revocation of election. The revoca-
tion of a § 171(c) election applies to all
taxable bonds that are held by the tax-
payer on the first day of the first taxable
year for which the revocation is effective
(year of change), and to all taxable bonds
that are subsequently acquired by the tax-
payer.

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

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

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

(5) Additional requirements. On a
statement attached to the Form 3115, the
taxpayer must provide:
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(a) the reason(s) for revoking the elec-
tion; and

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

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

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

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

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

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

(3) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
5.02 is “212.”
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(4) Contact information. For further in-
formation regarding a change under this
section, contact Michael Kaercher at (202)
317-6934 (not a toll-free call).

SECTION 6. DEPRECIATION OR
AMORTIZATION (§ 56(a)(1),
56(g)(4)(A), 167, 168, 197, 280F(a),
14001, 1400L, or 1400N(d), OR
FORMER § 168)

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

(1) Description of change.

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

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

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

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

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

(b) Taxpayer has not adopted a method
of accounting for the item of property. If a
taxpayer does not satisfy section 6.01(1)
(a)(i) of this revenue procedure for an
item of depreciable or amortizable prop-
erty because this item of property is
placed in service by the taxpayer in the
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taxable year immediately preceding the
year of change (“1-year depreciable prop-
erty”), the taxpayer may change from the
impermissible method of determining de-
preciation to the permissible method of de-
termining depreciation for the 1-year depre-
ciable property by filing a Form 3115 for
this change, provided the § 481(a) adjust-
ment reported on the Form 3115 includes
the amount of any adjustment that is attrib-
utable to all property (including the 1-year
depreciable property) subject to the Form
3115. Alternatively, the taxpayer may
change from the impermissible method of
determining depreciation to the permissible
method of determining depreciation for a
1-year depreciable property by filing an
amended federal tax return for the proper-
ty’s placed-in-service year prior to the date
the taxpayer files its federal tax return for
the taxable year succeeding the placed-in-
service year.

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

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

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

(iii) any property for which a taxpayer
is making a change in depreciation under
§ 1.446-1(e)(2)(i1)(d)(2)(vi) or (vii);

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

(v) any § 1250 property that a taxpayer
is reclassifying to an asset class of Rev.
Proc. 87-56, 1987-2 C.B. 674 (as clari-
fied and modified by Rev. Proc. 88-22,
1988—1 C.B. 785), or Rev. Proc. 83-35,
19831 C.B. 745, as appropriate, that does
not explicitly include § 1250 property (for
example, asset class 57.0, Distributive
Trades and Services);

(vi) any property for which a taxpayer
is revoking a timely valid election, or
making a late election, under § 167, § 168,
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§ 179, § 14001, § 1400L(c), former § 168,
§ 13261(g)(2) or (3) of the Revenue Rec-
onciliation Act of 1993 (1993 Act),
1993-3 C.B. 1, 128 (relating to amortiz-
able § 197 intangibles), or any additional
first year depreciation deduction provision
of the Code (for example, § 168(k),
§ 168(1), § 1400L(b), or § 1400N(d)). A
taxpayer may request consent to revoke or
make the election by submitting a request
for a letter ruling under Rev. Proc.
2018-1, 2018-1 L.R.B. 1 (or successor).
However, if a taxpayer is revoking or
making an election under § 179, see
§ 179(c) and § 1.179-5. See § 1.446—
L)) (d)(3)(iii);

(vii) any property for which deprecia-
tion is determined under § 56(g)(4)(A) (as
in effect on the day before the date of
enactment of the Act) or § 167 (other than
under § 168, § 1400I, § 1400L(c), former
§ 168, or any additional first year deprecia-
tion deduction provision of the Code (for
example, § 168(k), § 168(1), § 1400L(b), or
§ 1400N(d))) and a taxpayer is changing the
useful life of the property. A change in the
useful life of property is corrected by adjust-
ments in the applicable taxable year pro-
vided under § 1.446-1(e)(2)(ii)(d)(5)(v).
However, this section 6.01(1)(c)(vii) does
not apply if the taxpayer is changing to or
from a useful life, recovery period, or amor-
tization period that is specifically assigned
by the Code (for example, § 167(f)(1),
§ 168(c)), the regulations thereunder, or other
guidance published in the Internal Revenue
Bulletin and, therefore, this change is a change
in method of accounting (unless section
6.01(1)(c)(xv) of this revenue procedure ap-
plies). See § 1.446—1(e)(2)(ii)(d)(3)(D);

(viii) any depreciable property for which
the use changes in the hands of the same
taxpayer. See § 1.446—1(e)(2)(ii)(d)(3)(ii);

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

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

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

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

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

(xiii) any change in method of account-
ing for any item of income or deduction
other than depreciation, even if the change
results in a change in computing depreci-
ation under § 1.446-1(e)(2)(ii)(d)(2)(i),
(i0), (iii), (iv), (v), (vi), (vii), or (viii). For
example, a change in method of account-
ing involving:

(A) a change in inventory costs (for
example, when property is reclassified
from inventory property to depreciable
property, or vice versa) (but see section

Bulletin No. 2018-22

11.02 of this revenue procedure for mak-
ing a change in method of accounting
from inventory property to depreciable
property for unrecoverable line pack gas
or unrecoverable cushion gas, and section
11.06 of this revenue procedure for mak-
ing a change in method of accounting
from inventory property to depreciable
property for rotable spare parts); or

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

(xiv) a change from determining depre-
ciation under § 168 to determining depre-
ciation under former § 168 for any prop-
erty subject to the transition rules in
§ 203(b) or § 204(a) of the Tax Reform
Act of 1986, 1986-3 (Vol. 1) C.B. 1,
60-80;

(xv) any change in the placed-in-service
date of a depreciable or amortizable prop-
erty. This change is corrected by adjust-
ments in the applicable taxable year pro-
vided under § 1.446—1(e)(2)(ii)(d)(5)(v); or

(xvi) any property for which the tax-
payer has claimed a federal income tax
credit (e.g., the rehabilitation credit under
§ 47).

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

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

(a) Permissible method of accounting
for depreciation. A taxpayer must change
to a permissible method of accounting for
depreciation for the item of depreciable or
amortizable property. The permissible
method of accounting is the same method
that determines the depreciation allowable
for the item of property (as provided in
section 6.01(7) of this revenue procedure).

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

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

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

(iii) to the extent not provided else-
where on the Form 3115, a statement of
the facts and law supporting the proposed
method of accounting, new classification
of the item of property, and new asset
class in, as appropriate, Rev. Proc. 87-56
or Rev. Proc. 83-35. If the taxpayer is the
owner and lessor of the item of property at
issue, the statement of the facts and law
supporting the new asset class also must
describe the business or income-producing
activity in which that item of property is
primarily used by the lessee;

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

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

(A) a normalization method of ac-
counting (within the meaning of former
§ 167(I)(3)(G), former § 168(e)(3)(B), or
§ 168(1)(9), as applicable) will be used for
the public utility property subject to the
Form 3115;

(B) as of the beginning of the year of
change, the taxpayer will adjust its de-
ferred tax reserve account or similar re-
serve account in the taxpayer’s regulatory
books of account by the amount of the
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deferral of federal income tax liability as-
sociated with the § 481(a) adjustment ap-
plicable to the public utility property sub-
ject to the Form 3115; and

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

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

(vii) if the taxpayer is changing the
classification of an item of property from
§ 1250 property to § 1245 property under
§ 168 or former § 168, a statement of the
facts and law supporting the new § 1245
property classification, and a statement
containing the following representation:
“Each item of depreciable property that is
the subject of the Form 3115 filed under
section 6.01 of Rev. Proc. 2018-31 for
the year of change beginning [Insert the
date], and that is reclassified from [Insert,
as appropriate: nonresidential real prop-
erty, residential rental property, qualified
leasehold improvement property, quali-
fied restaurant property, qualified retail
improvement property, qualified improve-
ment property as defined in § 168(e)(6)
(as amended by § 13204 the Act), 19-year
real property, 18-year real property, or
15-year real property] to an asset class of
[Insert, as appropriate, either: Rev. Proc.
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87-56, 1987-2 C.B. 674, or Rev. Proc.
83-35, 1983—1 C.B. 745] that does not
explicitly include § 1250 property, is
§ 1245 property for depreciation pur-
poses.”

(4) Reduced filing requirement for
qualified small taxpayers.

(a) In general. A qualified small tax-
payer, as defined in section 6.01(4)(b) of
this revenue procedure, is required to
complete only the following information
on Form 3115 (Rev. December 2015) to
make this change:

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

(b) The signature section at the bot-
tom of page 1;

(c) Part I;

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

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

(f) Schedule E.

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

(5) Section 481(a) adjustment. Because
the adjusted basis of the property is
changed as a result of a method change
made under this section 6.01 (see section
6.01(6) of this revenue procedure), items
are duplicated or omitted. Accordingly,
this change is made with a § 481(a) ad-
justment. This adjustment may result in
either a negative § 481(a) adjustment (a
decrease in taxable income) or a positive
§ 481(a) adjustment (an increase in tax-
able income) and may be a different
amount for regular tax, alternative mini-
mum tax, and adjusted current earnings
purposes. This § 481(a) adjustment equals
the difference between the total amount of
depreciation taken into account in com-
puting taxable income for the property
under the taxpayer’s present method of
accounting (including the amount attribut-
able to any property described in section
6.01(1)(b) of this revenue procedure that
is included in the taxpayer’s Form 3115),
and the total amount of depreciation al-
lowable for the property under the taxpay-
er’s proposed method of accounting (as
determined under section 6.01(7) of this
revenue procedure, and including the
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amount attributable to any property de-
scribed in section 6.01(1)(b) of this reve-
nue procedure that is included in the tax-
payer’s Form 3115), for open and closed
years prior to the year of change. How-
ever, the amount of the § 481(a) adjust-
ment must be adjusted to account for the
proper amount of the depreciation allow-
able that is required to be capitalized un-
der any provision of the Code (for exam-
ple, § 263A) at the beginning of the year
of change.

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

(7) Meaning of depreciation allowable.

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

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

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

(d) Section 167 property. Generally,
for any taxable year, the depreciation al-
lowable for property for which deprecia-
tion is determined under § 167, is deter-
mined either:

(1) under the depreciation method ad-
opted by the taxpayer for the property; or
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(i1) if that depreciation method does
not result in a reasonable allowance for
depreciation or the taxpayer has not ad-
opted a depreciation method for the prop-
erty, under the straight-line depreciation
method.

For determining the estimated useful
life and salvage value of the property, see
§ 1.167(a)-1(b) and (c), respectively.

The depreciation allowable for any tax-
able year for property subject to § 167(f)
(regarding certain property excluded from
§ 197) is determined by using the depre-
ciation method and useful life prescribed
in § 167(f). If computer software is depre-
ciated under § 167(f)(1) and is qualified
property (as defined in § 168(k)(2) and
§ 1.168(k)-1), 50-percent bonus depreci-
ation property (as defined in § 168(k)(4)
(as in effect on the day before the date of
enactment of the Economic Stimulus Act
of 2008, Pub. L. No. 110-185, 122 Stat.
613 (February 13, 2008)) and § 1.168(k)—
1), qualified disaster assistance property
(as defined in § 168(n)(2)), qualified New
York Liberty Zone (Liberty Zone) prop-
erty (as defined in § 1400L(b)(2) and
§ 1.1400L(b)-1), qualified Gulf Opportu-
nity Zone (GO Zone) property (as defined
in § 1400N(d)(2) and sections 2.02 and
2.03 of Notice 200677, 2006-2 C.B.
590, as clarified, modified, and amplified
by Notice 2007-36, 2007-1 C.B. 1000),
specified Gulf Opportunity Zone exten-
sion property (GO Zone extension prop-
erty) (as defined in § 1400N(d)(6) and
section 4 of Notice 2007-36), or qualified
Recovery Assistance (RA) property (as
defined in sections 2.02 and 2.03 of No-
tice 2008—67, 2008-32 I.R.B. 307), the
depreciation allowable for that computer
software under § 167(f)(1) is also deter-
mined by taking into account the additional
first year depreciation deduction provided
by § 168(k), § 168(n), § 1400L(b), or
§ 1400N(d), or by § 15345(a)(1) and (d)(1)
of the Food, Conservation, and Energy Act
of 2008, Pub. L. No. 110-246, 122 Stat.
1651 (June 18, 2008), as applicable, unless
the taxpayer made a timely valid election
not to deduct any additional first year depre-
ciation for the computer software.

(e) Section 168 property. The depreci-
ation allowable for any taxable year for
property for which depreciation is deter-
mined under § 168, is determined as fol-
lows:
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(i) by using either:

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

(B) the alternative depreciation system
in § 168(g) if the property is required to be
depreciated under the alternative depreci-
ation system pursuant to § 168(g)(1) or
other provisions of the Code (for example,
property described in § 263A(e)(2)(A) or
§ 280F(b)(1)). Property required to be de-
preciated under the alternative deprecia-
tion system pursuant to § 168(g)(1) in-
cludes property in a class (as set out in
§ 168(e)) for which the taxpayer made a
timely valid election under § 168(g)(7);

(i1) if the property is qualified property,
50-percent bonus depreciation property,
qualified disaster assistance property, Lib-
erty Zone property, GO Zone property,
GO Zone extension property, or RA prop-
erty, by also taking into account the addi-
tional first year depreciation deduction pro-
vided by § 168(k), § 168(n), § 1400L(b), or
§ 1400N(d), or by § 15345(a)(1) and (d)(1)
of the Food, Conservation, and Energy Act
of 2008, as applicable, unless the taxpayer
made a timely valid election not to deduct
the additional first year depreciation (or
made a deemed election not to deduct the
additional first year depreciation; for further
guidance, see, for example, Rev. Proc.
2002-33, 2002-1 C.B. 963, Rev. Proc.
2003-50, 2003-2 C.B. 119, Notice 2006—
77, Notice 2008 —67, section 5 of Rev. Proc.
201126, 2011-16 I.R.B. 664, or Rev. Proc.
2015-48, 2015-40 I.R.B. 469) for the class
of property (as defined in § 1.168(k)-
1(e)(2), § 1.1400L(b)-1(e)(2), or section
4.02 of Notice 2006—77, as applicable) in
which that property is included;

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

(iv) if the property is qualified reuse
and recycling property (as defined in
§ 168(m)(2)), by also taking into account
the additional first year depreciation de-
duction provided by § 168(m)(1), unless
the taxpayer made a timely valid election
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not to deduct the additional first year de-
preciation for the property.

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

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

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

(ii) the straight-line method applicable to
the property if the property is required to be
depreciated under the straight-line method
(for example, property described in former
§ 168(f)(2) or former § 280F(b)(2)) or if the
taxpayer elected to determine the deprecia-
tion allowance under the optional straight-
line percentage (for example, the straight-
line method in former § 168(b)(3)).

(h) Qualified revitalization building.
The depreciation allowable for any tax-
able year for any qualified revitalization
building (as defined in § 1400I(b)(1)) for
which the taxpayer has made a timely
valid election under § 1400I(a) is deter-
mined as follows:

(1) if the taxpayer elected to deduct
one-half of any qualified revitalization ex-
penditures (as defined in § 1400I(b)(2)
and as limited by § 1400I(c)) chargeable
to a capital account with respect to the
qualified revitalization building for the
taxable year in which the building is
placed in service by the taxpayer, the de-
preciation allowable for the qualified re-
vitalization building’s placed-in-service
year is equal to one-half of the qualified
revitalization expenditures for the build-
ing and the depreciation allowable for the
remaining depreciable basis of the quali-
fied revitalization building for its placed-
in-service year and subsequent taxable
years is determined using the general de-
preciation system of § 168(a) or the alter-
native depreciation system of § 168(g), as
applicable; or

(ii) if the taxpayer elected to amortize
all of the qualified revitalization expendi-
tures chargeable to a capital account with
respect to the qualified revitalization
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building ratably over the 120-month pe-
riod beginning with the month in which
the building is placed in service, the de-
preciation allowable for the qualified re-
vitalization expenditures is determined in
accordance with this election and the de-
preciation allowable for the remaining de-
preciable basis of the qualified revitaliza-
tion building is determined using the
general depreciation system of § 168(a) or
the alternative depreciation system of
§ 168(g), as applicable.

(1) Qualified New York Liberty Zone
leasehold improvement property. The de-
preciation allowable for any taxable year
for qualified New York Liberty Zone
leasehold improvement property (as de-
fined in § 1400L(c)(2)) is determined by
using the depreciation method and recov-
ery period prescribed in § 1400L(c) unless
the taxpayer made a timely valid election
under § 1400L(c)(5) not to use that recov-
ery period.

(8) Concurrent automatic change.

(a) A taxpayer making this change for
more than one asset for the same year of
change should file a single Form 3115 for
all such assets and provide a single net
§ 481(a) adjustment for all the changes
included in that Form 3115. If one or more
of the changes in that single Form 3115
generate a negative § 481(a) adjustment
and other changes in that same Form 3115
generate a positive § 481(a) adjustment,
the taxpayer may provide a single nega-
tive § 481(a) adjustment for all the
changes that are included in that Form
3115 generating such adjustment and a
single positive § 481(a) adjustment for all
the changes that are included in that Form
3115 generating such adjustment. For ex-
ample, a taxpayer files a single Form 3115
to change the depreciation methods, re-
covery periods, and/or conventions under
§ 168(a) resulting from the reclassification
of two computers from nonresidential real
property to 5-year property, one office
desk from nonresidential real property to
7-year property, and two office desks from
5-year property to 7-year property. On
that Form 3115, the taxpayer must provide
either (i) a single net § 481(a) adjustment
that covers all the changes resulting from
all of these reclassifications, or (ii) a sin-
gle negative § 481(a) adjustment that cov-
ers the changes resulting from the reclas-
sifications of the two computers and one
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office desk from nonresidential real prop-
erty to 5-year property and 7-year prop-
erty, respectively, and a single positive
§ 481(a) adjustment that covers the
changes resulting from the reclassifica-
tions of the two office desks from 5-year
property to 7-year property.

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

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

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

.02 Permissible to permissible method of
accounting for depreciation.

(1) Description of change. This change
applies to a taxpayer that wants to change
from a permissible method of accounting
for depreciation under § 56(g)(4)(A)@v)
(as in effect on the day before the date of
enactment of the Act) or § 167 to another
permissible method of accounting for de-
preciation under § 56(g)(4)(A)(iv) (as in
effect on the day before the date of enact-
ment of Public Law 115-97, 131 Stat.
2054 (Dec. 22, 2017) (the “Act”)) or
§ 167. Pursuant to § 1.167(a)-7(a) and (c),
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a taxpayer may account for depreciable
property either by treating each individual
asset as an account or by combining two
or more assets in a single account and, for
each account, depreciation allowances are
computed separately.

(2) Applicability.

(a) In general. This change applies to
any taxpayer wanting to make a change in
method of accounting for depreciation
specified in section 6.02(4) of this revenue
procedure for the property in an account:

(i) for which the present and proposed
methods of accounting for depreciation
specified in section 6.02(4) of this revenue
procedure are permissible methods for the
property under § 56(g)(4)(A)(iv) (as in
effect on the day before the date of enact-
ment of the Act) or § 167; and

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

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

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

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

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

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

(v) any property for which depreciation
is determined under § 56(a)(1), § 56(g)(4)
(A)(@), (ii), (iii), or (v) (as in effect on the
day before the date of enactment of the
Act), § 168, § 14001, § 1400L(c), § 168
prior to its amendment in 1986 (former
§ 168), or any additional first year depreci-
ation deduction provision of the Code (for
example, § 168(k), § 168(1), § 1400L(b), or
§ 1400N(d));

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

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

(viii) any depreciable property for
which the taxpayer is changing the depre-
ciation method pursuant to § 1.167(e)-1(b)
(change from declining-balance method to
straight-line method), § 1.167(e)-1(c) (cer-
tain changes for § 1245 property), or
§ 1.167(e)-1(d) (certain changes for § 1250
property). These changes must be made pro-
spectively and are not permitted under the
cited regulations for property for which the
depreciation is determined under § 168,
§ 14001, § 1400L(c), former § 168, or any
additional first year depreciation deduc-
tion provision of the Code (for example,
§ 168(k), § 168(1), § 1400L(b), or
§ 1400N(d)); or

(ix) any distributor commissions (as de-
fined by section 2 of Rev. Proc. 200038,
2000-2 C.B. 310, as modified by Rev.
Proc. 2007-16, 2007-1 C.B. 358) for
which the taxpayer is changing the useful
life under the distribution fee period method
or the useful life method (both described in
Rev. Proc. 2000-38). A change in this use-
ful life is corrected by adjustments in the
applicable taxable year provided under
§ 1.446-1(e)(2)AN(D)(S)(@v).

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

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

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

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

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

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

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

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

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

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

(i1) the removal costs are not required
to be capitalized under any provision of
the Code (for example, § 263(a), 263A, or
280B);

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

() a change from crediting ordinary
income (including the combination
method of crediting the lesser of esti-
mated salvage value or actual salvage
proceeds to the depreciation reserve,
with any excess of salvage proceeds
over estimated salvage value credited to
ordinary income) with the salvage pro-
ceeds realized on normal retirement
sales, to computing and recognizing
gains and losses on the sales (see Rev.
Rul. 70-166, 1970-1 C.B. 44);

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

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

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

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

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

(a) Basis for depreciation. At the be-
ginning of the year of change, the basis for
depreciation of property to which this
change applies is the adjusted basis of the
property as provided in § 1011 at the end
of the taxable year immediately preceding
the year of change (determined under tax-
payer’s present method of accounting for
depreciation). If applicable under the tax-
payer’s proposed method of accounting
for depreciation, this adjusted basis is re-
duced by the estimated salvage value of
the property (for example, a change to the
straight-line method).

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

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

(ii) the declining-balance method of
depreciation must be based on the useful
life of the property measured from the
placed-in-service date, and not the ex-
pected remaining life from the date the
change becomes effective.

(¢) Regulatory requirements. For
changes in method of depreciation to the
sum-of-the-years-digits or declining-
balance method, the property must meet
the requirements of § 1.167(b)-0 or
1.167(c)-1, as appropriate.
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(d) Public utility property. If any item of
property is public utility property within the
meaning of former § 167(1)(3)(A), the tax-
payer (including a qualified small taxpayer
as defined in section 6.01(4)(b) of this rev-
enue procedure) must attach to the Form
3115 a statement providing that the taxpayer
agrees to the following additional terms and
conditions:

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

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

(6) Reduced filing requirement for
qualified small taxpayers. A qualified
small taxpayer, as defined in section
6.01(4)(b) of this revenue procedure, is
required to complete only the following
information on Form 3115 (Rev. Decem-
ber 2015) to make this change:

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

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

(c) Part I;

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

(e) Part IV, line 25; and

(f) Schedule E.

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

(8) Concurrent automatic change.

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

(b) A taxpayer making both this change
and a change to a UNICAP method under
section 12.01, 12.02, 12.08, or 12.12 of this
revenue procedure (as applicable) for the
same year of change should file a single
Form 3115 for both changes, in which case
the taxpayer must enter the designated au-
tomatic accounting method change numbers
for both changes on the appropriate line on

May 29, 2018

that Form 3115. See section 6.03(1)(b) of
Rev. Proc. 2015-13 for information on
making concurrent changes. For example, a
qualified small taxpayer must include on the
single Form 3115 the information required
by section 6.02(6) of this revenue procedure
for this change and the information required
by the lines on Form 3115 applicable to the
UNICAP method change, including Part II
line 14 and 15, Part IV, and Schedule D, and
must include a separate response to each
line on Form 3115 that is applicable to both
changes (such as Part II lines 6b, 7, 8b, 14,
and, as applicable for this change, Part IV)
for which the taxpayer’s response is differ-
ent for this change and the change to a
UNICAP method.

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

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

.03 Sale, lease, or financing
transactions.

(1) Description of change and scope.

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

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

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

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

(iv) improperly treating property as pur-
chased by the taxpayer to properly treat-
ing property as leased by the taxpayer;
and

(v) improperly treating property as
leased by the taxpayer to properly treating
property as purchased by the taxpayer.

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

(i) a rent-to-own dealer that wants to
change its method of accounting for rent-
to-own contracts described in section 3 of
Rev. Proc. 95-38, 1995-2 C.B. 397; or
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(i1) a taxpayer that holds assets for sale
or lease, if any asset so held is not the
subject of a sale or lease transaction as of
the beginning of the year of change.

(2) Manner of making change.

(a) The change in method of account-
ing under this section 6.03 is made using
a cut-off method and applies to transac-
tions entered into on or after the beginning
of the year of change. Accordingly, a
§ 481(a) adjustment is neither required
nor permitted.

(b) If a taxpayer wants to change its
method of accounting for sale, lease or
financing transactions entered into before
the beginning of the year of change, the
taxpayer must file a Form 3115 under the
non-automatic change procedures of Rev.
Proc. 2015-13, 2015-5 LR.B. 419. A
change involving sale, lease, or financing
transactions entered into before the begin-
ning of the year of change will require a
§ 481(a) adjustment. The IRS will gener-
ally not consider a taxpayer’s request to
change a method of accounting for a sale,
lease, or financing transaction entered into
before the beginning of the year of change
unless the taxpayer’s proposed method of
accounting is consistent with the method
used by the counterparty to the agreement.
The following information should be sub-
mitted with Form 3115 to substantiate that
the taxpayer’s proposed method is consis-
tent with the counterparty’s method: (i)
the name of the counterparty to the trans-
action; and (ii) a representation, signed
under penalties of perjury, from the coun-
terparty that provides the method of ac-
counting for the agreement used by the
counterparty for federal income tax pur-
poses. If a taxpayer does not submit the
counterparty information, the taxpayer’s
request to change a method of accounting
for a sale, lease, or financing transaction
entered into before the beginning of the
year of change will be considered only in
unusual and compelling circumstances.
The requirement to obtain counterparty
information from multiple counterparties
will not be considered unusual or compel-
ling.

(3) No audit protection. A taxpayer
does not receive audit protection under
section 8.01 of Rev. Proc. 2015-13 in
connection with this change. See section
8.02(2) of Rev. Proc. 2015-13.
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(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
6.03 is “10.”

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

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

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

(2) Manner of making change.

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

(b) Reduced filing requirement for
qualified small taxpayers. A qualified
small taxpayer, as defined in section
6.01(4)(b) of this revenue procedure, is
required to complete only the following
information on Form 3115 (Rev. Decem-
ber 2015) to make this change:

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

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

(iii) Part I,

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

(v) Part IV, line 25; and

(vi) Schedule E.

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

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

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

.05 Change in method of accounting for
depreciation due to a change in the use
of MACRS property.

(1) Description of change. This change
applies to a taxpayer that wants to (a)
change the method of accounting for de-
preciation of MACRS property (as de-
fined in § 1.168(b)-1(a)(2)) to the method
of accounting for depreciation provided in
§ 1.168(i1)—4, which applies when there is
a change in the use of MACRS property,
or (b) revoke the election provided in
§ 1.168(1)—4(d)(3)(ii) to disregard a
change in the use of MACRS property.
See § 1.168(1)—4(g)(2).

(2) Reduced filing requirement for
qualified small taxpayers. A qualified
small taxpayer, as defined in section
6.01(4)(b) of this revenue procedure, is
required to complete only the following
information on Form 3115 (Rev. Decem-
ber 2015) to make this change:

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

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

(c) Part I;

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

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

(f) Schedule E.

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

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

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

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

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

(2) Reduced filing requirement for
qualified small taxpayers. A qualified
small taxpayer, as defined in section
6.01(4)(b) of this revenue procedure, is
required to complete only the following
information on Form 3115 (Rev. Decem-
ber 2015) to make this change:

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

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

(c) Part I;

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

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

(f) Schedule E.

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

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

(5) Contact information. For further in-
formation regarding a change under this
section, contact Bernard Harvey at (202)
317-7005 (not a toll-free call).

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

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

(2) Applicability.

(a) In general. Except as provided in
section 6.07(2)(b) of this revenue proce-
dure, this section 6.07 applies to a tax-
payer that is changing from an imper-
missible method of accounting for
depreciation to a permissible method of
accounting for depreciation for any item
of depreciable or amortizable property
subject to § § 167, 168, 197, 14001, or
1400L(c), to former § 168, or to any addi-
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tional first year depreciation deduction pro-
vision of the Code (for example, § 168(k),
§ 168(1), § 1400L(b), or § 1400N(d)):

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

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

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

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

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

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

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

(3) Manner of making the change.

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

(b) Change made on an amended re-
turn for the year of change. This change
may also be made on an amended federal
tax return for the year of change (as de-
fined in section 6.07(4) of this revenue
procedure), provided:

(1) the taxpayer files the original Form
3115 with the taxpayer’s amended federal
tax return for the year of change (as de-
fined in section 6.07(4) of this revenue
procedure) prior to the expiration of the
period of limitation for assessment under
§ 6501(a) for the taxable year in which the
item of depreciable or amortizable prop-
erty was disposed of by the taxpayer; and

(ii) the taxpayer’s amended federal tax
return for the year of change (as defined in
section 6.07(4) of this revenue procedure)
includes the adjustments to taxable in-
come and any collateral adjustments to
taxable income or tax liability (for exam-
ple, adjustments to the amount or charac-
ter of the gain or loss of the disposed
depreciable or amortizable property) re-
sulting from the change in method of ac-
counting for depreciation made by the tax-
payer under this section 6.07.

(4) Year of change. The year of change
for this change is the taxable year in
which the item of depreciable or amortiz-
able property was disposed of by the tax-
payer.

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

(6) Filing requirements.

(a) Notwithstanding section 6.03(1)(a)
of Rev. Proc. 2015-13, a taxpayer making
this change in accordance with section
6.07(3)(b) of this revenue procedure must
attach the original Form 3115 to the tax-
payer’s timely filed amended federal tax
return for the year of change and must file
the required copy (with signature) of the
Form 3115 with the IRS in Covington,
KY, no later than when the original Form
3115 is filed with the amended federal tax
return for the year of change. If a taxpayer
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is making this change in accordance with
section 6.07(3)(a) of this revenue proce-
dure, the filing requirements in section
6.03(1)(a) of Rev. Proc. 2015-13 apply.

(b) Reduced filing requirement for
qualified small taxpayers. A qualified
small taxpayer, as defined in section
6.01(4)(b) of this revenue procedure, is
required to complete only the following
information on Form 3115 (Rev. Decem-
ber 2015) to make this change:

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

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

(iii) Part I,

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

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

(vi) Schedule E.

(7) Section 481(a) adjustment period.
A taxpayer must take the entire § 481(a)
adjustment into account in computing tax-
able income for the year of change.

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

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

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

.08 Tenant construction allowances.

(1) Description of change and scope.

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

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

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

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

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

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

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

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

(3) Manner of making the change.

(a) The change in method of account-
ing under this section 6.08 is made using
a cut-off method and only applies to
leases entered into on or after the begin-
ning of the year of change. Accordingly, a
§ 481(a) adjustment is neither required
nor permitted.

(b) If a taxpayer wants to change its
method of accounting for tenant construc-
tion allowances under existing leases, the
taxpayer must file a Form 3115 with the
Commissioner in accordance with the
non-automatic change procedures of Rev.
Proc. 2015-13, 2015-5 LR.B. 419. A
change involving tenant construction al-
lowances under existing leases will re-
quire a § 481(a) adjustment. The Commis-
sioner may grant consent to change a
method of accounting for tenant construc-
tion allowances under existing leases only
if the taxpayer’s treatment of the property
subject to the tenant construction allow-
ances is consistent with the treatment of
such property by the counterparty for fed-
eral income tax purposes. The taxpayer
must submit the following information
with a Form 3115 submitted under the
non-automatic change procedures of Rev.
Proc. 2015-13 and this section 6.08.

(1) If a lessee is filing the Form 3115,
the lessee must submit with the Form
3115: (A) a statement that provides the
amount of the tenant construction allow-
ance received by the lessee, the amount of
such tenant construction allowance ex-
pended by the lessee on property, and the

655

name of the lessor that provided the tenant
construction allowance; and (B) a repre-
sentation, signed under penalties of per-
jury, from such lessor that provides the
amount of the tenant construction allow-
ance provided to the lessee and an expla-
nation as to how the lessor is treating the
property subject to such tenant construc-
tion allowance for federal income tax pur-
poses. If the lessor capitalized the tenant
construction allowance (or any portion
thereof) provided to the lessee and depre-
ciated the property subject to such tenant
construction allowance, the representation
must also include the amount that was
capitalized by the lessor, the Internal Rev-
enue Code section under which the prop-
erty is depreciated by the lessor, and the
life over which the property is depreciated
by the lessor.

(i) If a lessor is filing the Form 3115,
the lessor must submit with the Form
3115: (A) a statement that provides the
amount of the tenant construction allow-
ance provided to a lessee and the name of
the lessee that received such tenant con-
struction allowance; and (B) a representa-
tion, signed under penalties of perjury,
from such lessee that provides the amount
of the tenant construction allowance re-
ceived from the lessor, the amount of such
tenant construction allowance recognized
as gross income by the lessee, the amount
of the tenant construction allowance ex-
pended by the lessee on property, and an
explanation as to how the lessee is treating
the property subject to the tenant con-
struction allowance for federal income tax
purposes. If the lessee capitalized the ten-
ant construction allowance (or any portion
thereof) received from the lessor and de-
preciated the property subject to such ten-
ant construction allowance, the represen-
tation must also include the amount that
was capitalized by the lessee, the Internal
Revenue Code section under which the
property is depreciated by the lessee, and
the life over which the property is depre-
ciated by the lessee.

(4) Reduced filing requirement for qual-
ified small taxpayers. A qualified small tax-
payer, as defined in section 6.01(4)(b) of
this revenue procedure, is required to com-
plete only the following information on
Form 3115 (Rev. December 2015) to make
this change in accordance with section
6.08(3)(a) of this revenue procedure:
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(a) The identification section of page 1
(above Part I);

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

(c) Part I;

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

(e) Part IV, line 25; and

(f) Schedule E.

(5) No audit protection. A taxpayer
does not receive audit protection under
section 8.01 of Rev. Proc. 2015-13 in
connection with this change made in ac-
cordance with section 6.08(3)(a) of this
revenue procedure. See section 8.02(2) of
Rev. Proc. 2015-13.

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

(7) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
6.08 is “145.”

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

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

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

(2) Reduced filing requirement for
qualified small taxpayers. A qualified
small taxpayer, as defined in section
6.01(4)(b) of this revenue procedure, is
required to complete only the following
information on Form 3115 (Rev. Decem-
ber 2015) to make this change:

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

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

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

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

(f) Schedule E.

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

(4) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change under this section
6.09 is “157.”

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

.10 Partial dispositions of tangible
depreciable assets to which the IRS’s
adjustment pertains (§ 168; § 1.168(i)-38).

(1) Description of change.

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

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

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

(i1) Any partial disposition election spec-
ified in § 1.168(i)-8(d)(2)(i) that is not
made pursuant to § 1.168(i)—8(d)(2)(iii) (for
example, this change does not apply to the
partial disposition election specified in
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§ 1.168(1)-8(d)(2)(i) that is made pursuant
to § 1.168(1)—-8(d)(2)(iv)).

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

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

(4) Manner of making change.

(a) A qualified small taxpayer, as de-
fined in section 6.01(4)(b) of this revenue
procedure, is required to complete only
the following information on Form 3115
(Rev. December 2015) to make this
change:

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

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

(ii1) Part I;

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

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

(vi) Schedule E.

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

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

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

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

(iv) If the taxpayer continues to deduct
depreciation for the disposed portion of
the asset (as determined under § 1.168(i)—
8(c)(4)) under the taxpayer’s present
method of accounting, change from depre-
ciating such disposed portion to recogniz-
ing gain or loss for the disposed portion
or, if § 280B and § 1.280B-1 apply to the
disposition, change from depreciating
such disposed portion to capitalizing the
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loss sustained on account of the demoli-
tion to the land on which the demolished
structure was located; and

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

(A) A normalization method of account-
ing (within the meaning of § 168(i)(9)) will
be used for the public utility property sub-
ject to the Form 3115;

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

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

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

(6) Designated automatic accounting
method change number. The designated au-
tomatic accounting method change number
for a change to the method of accounting
under this section 6.10 is “198.”
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(7) Contact information. For further in-
formation regarding a change under this
section, contact Patrick Clinton at (202)
317-7005 (not a toll-free call).

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

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

(a) From improperly depreciating the
leasehold improvements to which § 168
applies over the term of the lease (includ-
ing renewals, if applicable) to properly
depreciating these improvements under
§ 168;

(b) From improperly amortizing lease-
hold improvements to which § 197 applies
over the term of the lease (including re-
newals, if applicable) to properly amortiz-
ing these improvements under § 197; or

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

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

(3) Manner of making change.

(a) A qualified small taxpayer, as de-
fined in section 6.01(4)(b) of this revenue
procedure, is required to complete only
the following information on Form 3115
(Rev. December 2015) to make this
change:

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

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

(iii) Part I,

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

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

(vi) Schedule E.

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

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

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

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

(4) Concurrent automatic change.

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

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

(5) Designated automatic accounting
method change number. The designated
automatic accounting method change
number for a change to a method of ac-
counting under this section 6.11 is “199.”

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

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

(1) Description of change.

(a) Applicability. This change, as de-
scribed in Rev. Proc. 201454, 2014-41
LR.B. 675, applies to a taxpayer that
wants to make a change in method of
accounting for depreciation that is speci-
fied in section 6.12(3) of this revenue pro-
cedure for an asset:

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

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

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

(b) Inapplicability. This change does
not apply to any property that is not de-
preciated under § 168 under the taxpay-
er’s present and proposed methods of ac-
counting.

(2) Certain eligibility rules inapplica-
ble.

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

(b) Special rule.

(i) The eligibility rule in section
5.01(1)(f) of Rev. Proc. 2015-13 does not
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apply to a taxpayer making this change for
any taxable year beginning on or after
January 1, 2012, and beginning before
January 1, 2017.

(1) If a taxpayer makes both a change
under this section 6.12 and a change under
section 6.01 of this revenue procedure for
any taxable year beginning on or after
January 1, 2012, and beginning before
January 1, 2017, on a single Form 3115
for the same asset for the same year of
change in accordance with section
6.12(6)(b) of this revenue procedure, the
eligibility rules in sections 5.01(1)(d) and
(f) of Rev. Proc. 2015-13 do not apply to
the taxpayer for either change.

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

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

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

(i) a change from grouping specific
items of MACRS property in multiple as-
set accounts to a different grouping of the
same assets in multiple asset accounts in
accordance with § 1.168(1)-7(c);

(iii) a change in the method of identify-
ing which assets in multiple asset accounts
or which portions of assets have been dis-
posed of by the taxpayer from the specific
identification method under § 1.168(i)—
8(g)(1) to the first-in, first-out (FIFO)
method of accounting under § 1.168(i)-
8(2)(2)(1) or the modified FIFO method of
accounting under § 1.168(1)—8(g)(2)(ii);

(iv) a change in the method of identify-
ing which assets in multiple asset accounts
or which portions of assets have been dis-
posed of by the taxpayer from the FIFO
method of accounting under § 1.168(i)—
8(2)(2)(i) or the modified FIFO method of
accounting under § 1.168(i1)—(g)(2)(ii) to
the specific identification method under
§ 1.168(1)-8()(1);

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

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

(vii) a change in the method of identi-
fying which mass assets (as defined in
§ 1.168(1)-8(b)(3)) in multiple asset ac-
counts or which portions of mass assets
have been disposed of by the taxpayer
from the FIFO method of accounting
under § 1.168(1)-8(g)(2)(i) or the mod-
ified FIFO method of accounting under
§ 1.168(31)—8(g)(2)(ii) to a mortality
dispersion table in accordance with
§ 1.168(i)-8(2)(2)(ii1);

(viii) a change in the method of iden-
tifying which mass assets (as defined in
§ 1.168(31)-8(b)(3)) in multiple asset ac-
counts or which portions of mass assets
have been disposed of by the taxpayer
from a mortality dispersion table in accor-
dance with § 1.168(i)-8(g)(2)(iii) to
the specific identification method under
§ 1.168(1)-8(g)(1), the FIFO method of
accounting under § 1.168(1)—8(g)(2)(i), or
the modified FIFO method of accounting
under § 1.168(1)—8(g)(2)(ii);

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

(x) if § 1.168(1)—8(f)(3) applies (dispo-
sition of a portion of an asset) and it is
impracticable from the taxpayer’s records
to determine the unadjusted depreciable
basis of the disposed portion of the asset,
a change in the method of determining the
unadjusted depreciable basis of all dis-
posed portions of the asset from one rea-
sonable method to another reasonable
method; and

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

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

(ii) a change in the method of identi-
fying which assets or which portions of
assets have been disposed of by the tax-
payer from the specific identification
method under § 1.168(1)-1(G)(2)(1)(A) to
the FIFO method of accounting under
§ 1.168(1)-1(G)(2)(1)(B) or the modified
FIFO method of accounting under
§ 1168(1)-1(H(2)([)(C);

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

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

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

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

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

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

(4) Manner of making change.

(a) The changes in methods of account-
ing specified in section 6.12(3)(a)(i) and
(ii) and section 6.12(3)(b)(i) of this reve-
nue procedure are made using a modified
cut-off method under which the unad-
justed depreciable basis and the deprecia-
tion reserve of the asset as of the begin-
ning of the year of change are accounted
for using the proposed method of account-
ing.

(i) If the change specified in section
6.12(3)(a)(i) of this revenue procedure is a
change to a single asset account, the new
single asset account must include a begin-
ning balance for both the unadjusted de-
preciable basis and the depreciation re-
serve of the asset included in that single
asset account.

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

(iii)) The change specified in section
6.12(3)(b)(i) of this revenue procedure re-
quires the general asset account to include
a beginning balance for both the unad-
justed depreciable basis and the deprecia-
tion reserve. The beginning balance for
the unadjusted depreciable basis of each
general asset account is equal to the sum
of the unadjusted depreciable bases as of
the beginning of the year of change for all
assets included in that general asset ac-
count. The beginning balance of the de-
preciation reserve of each general asset
account is equal to the sum of the greater
of the depreciation allowed or allowable
as of the beginning of the year of change
for all assets included in that general as