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Objectives

« This webinar will cover the following:

« The basics of Form 3115 automatic change
request

« When to file Form 3115

« How to address questions posed on the form to
avoid duplication

- Part 1 will also review: when to report an
adjustment, the statute of limitation issues, and
filing the form
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What's New?

- Beginning in January 2016, the copy of Form 3115
for automatic change requests should be sent to the
Covington, Kentucky Service Center

- Exempt organizations file at the same address as
other filers of Form 3115

Address Chart for Form 3115

File Form 3115 at the applicable IRS addr
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Why File a Form 31157

» File Form 3115 to request a change in either an overall
method of accounting or the accounting treatment of
any item

- Chance to correctly capitalize expenses and capture
depreciation

+ Filing Form 3115 will grant you some audit protection
for the previous three tax years (Section 8 of Rev. Proc
2015-13

+ Filing Form 3115, shows the IRS that your past
business transactions comply with IRS regulations
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Audit Protection

Ta Does audt protection 2pply to the applicant’ d e ethod of aocounting? See mstructions. .
1f*No," aflach an explanabon,

b F"Yes, check the ap andafachthe reqired stement
] Nolunderexam [ $monthwindow (] 120 day et examinaon eced »
] Method not before di ] Negative ady ] CAP: Date member joined group P

Dt dendelenn [ Oer
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Automatic Change Procedures

» Unless otherwise provided in published guidance:

« A taxpayer must file under the automatic change
procedures if they are eligible when requesting
consent to make a change in the method of
accounting for the requested year of change
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Review

.

A Form 3115 filed under these procedures may be
reviewed by the IRS

If reviewed, the taxpayer will be notified if information
in addition to that requested on Form 3115 is
required or if the request is denied

No user fee is required - automatic

An applicant that timely files and complies with the
automatic change procedures is granted consent to
change its accounting method, subject to review by
the IRS National Office and operating division
Director 7
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Multiple Changes

- Ordinarily, the taxpayer is required to file a separate

Form 3115 for each change in method of
accounting

However, in some cases the taxpayer is required or
permitted to file a single Form 3115 for particular
concurrent changes in method of accounting

When the taxpayer is required or permitted to file a
single Form 3115 for two or more concurrent
changes, the taxpayer must provide all of the
information required for each change separately
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Multiple Changes

~

Information for Automatic Change Requast

ananewmtwmmmumwmmrmmruwwwmm [Yes| Mo
change. Entor only ono DCN, except as provided fo In gukdance publshed by the IRS. If he requested change has o

DCN, check “Offes,” and provids both a descrption of the change and a clation of the IRS guidance providing the
automalic changp. So0 insructions.
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Mmook AOCK Mook figoc ook (100K

o

Oher [ DescritionP
Do any of the eighbity rules restict the applicant from fiing the requested change using the automatic change |
pracedures (see nstructions]? H “Yes,” attach an explanation

3 Has the fler provided al the information and statements required fa) on this form and [h)hylmlenlhﬂamll:

Changes under which the applicant is requesting a change? See instructions. . . . . e e
Note: Complete Part Il and Part IV of this form, and, Sdlsdulﬁﬂlhmnjliﬂmpﬁraﬂe
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Example

« The single Form 3115 filed for the taxable year

ending December 31, 2014, must include the
information required by Part Il, line 12, Part IV
(including the amount of any § 481(a)

adjustment), and any other line(s) on Form 3115

for each change in method of accounting
included on that Form 3115
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Part I, Line 12

f2 Mlhemuspvmm NIM&MMMMWM[MW J

concumently aprivate letter g,

{6 e ype of request vt eer g, change in method of aocounting o tchvicl advice, and () the
specfic ssef) e requests.

[ g e
1t Yes."compiele Schedule A on page 4 o the fom.
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Fom 3115 fex. 122015
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Part IV
Fam 315 . 122019 [
XN Section 51(a) Adjustment Yes No

5 Mmmmnwmwuwwnmsmmwwu
requesied change n method of accounting ona cut-of bass?
1"Ves, atach an expanaton and do o complet s 26,27, and 28 bekow,

2 Enter the section 431(a) adustment. Indicate whether the adjustment is an increase (+) or a decrease (1) in
income. - § "

‘methodology
used to deerine the secton 481(a) adustment. If it is based on more than one component, show the
computation for each component. I more than one appicant is applying for the method change on the
application, attach a list of the fa) name, (b) identification number, and fc) the amount of the section 481(s)
‘adjustment atiributable to each appicant.

i inthe tax year of change?
HYes," chack the box o th applcable

B sy Mmmmmw[ﬂwmmmmmammma

1 "Yes, stachan expanaton. o o )
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Reduced Filing Requirement

- A qualified small taxpayer qualifies for a reduced Form
3115 filing requirement for certain automatic accounting
method changes (for example, a change under section
6.01 of Rev. Proc. 2015-14 (DCN?7))

« Impermissible to permissible method of accounting for
depreciation or amortization
- DCN stands for “Designated automatic accounting
method change”
« A qualified small taxpayer is a taxpayer with average
annual gross receipts of less than or equal to $10 million
for the three taxable years preceding the year of change
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Year of Change

- The year of change is the first tax year the applicant
uses the proposed method of accounting, even if no
affected items are taken into account for that year

- Example:

« A calendar year taxpayer that has consistently
capitalized certain building repair costs from 2009
to 2014 files a Form 3115 in 2016 to deduct these
repair costs

- The year of change is calendar year 2016
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Non-Automatic Change Procedures

. If the taxpayer does not qualify to file under the
automatic change procedures for the requested change
in method of accounting for the requested year of
change, they may be able to file under the non-automatic
change procedures

- If the requested change is approved by the IRS National
Office, the filer will receive a letter ruling on the
requested change

«+ File a separate Form 3115 for each unrelated item or
sub-method

« A user fee is required — Beginning after August 15 that
fee must be paid electronically
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Today'’s Discussion will Center on Automatic
Changes and Generally Small Business

Who Must File

- The filer is the entity or person required to file Form
3115, whether on its own behalf or on behalf of
another entity

- An applicant is an entity, a person, or a separate
and distinct trade or business of an entity or a
person (for purposes of Regulations § 1.446-1(d)),
whose method of accounting is being changed
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Consolidated Group of Corporations

« The common parent corporation must file Form
3115 for a change in method of accounting for itself
and for any member of the consolidated group
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When and Where To File — Automatic
Change Requests

+ Unless instructed differently, file Form 3115
under the automatic change procedures in
duplicate

- Attach the original Form 3115 to the filer's timely
filed (including extensions) federal income tax
return for the year of change

» The original Form 3115 attachment does not
need to be signed — sign it anyway if filing on

aper
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When and Where To File — Automatic
Change Requests

- File a copy of the signed Form 3115 to the address
provided in the address chart no earlier than the first
day of the year of change and no later than the date
the original is filed with the federal income tax return
for the year of change

« This signed Form 3115 may be a photocopy

« The IRS does not send acknowledgements of
receipt for automatic change requests
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Non-Automatic Change Requests

« File Form 3115 under the non-automatic
change procedures during the tax year for
which the change is requested, unless
otherwise provided by published guidance

« Review § 6.03(2) of Rev. Proc. 2015-13

+ File Form 3115 with the IRS National Office
at the address listed in the Address Chart
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Non-Automatic Change Requests

« File Form 3115 as early as possible during the
year of change to provide adequate time for the
IRS to respond prior to the due date of the filer's
return for the year of change

« The IRS normally sends an acknowledgment of

receipt within 60 days after receiving a Form 3115

filed under the non-automatic change procedures

If the filer does not receive an acknowledgment of

receipt for an advance request within 60 days, the

filer can inquire

.
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Inquire

- Internal Revenue Service

« Control Clerk

« CC:T&A, Room 4512

« 1111 Constitution Ave., NW

« Washington, DC 20224

« No phone number has been provided

23

Center for Agricultural Law & Taxation

Caution

« In specified circumstances, the taxpayer is required to
send additional copies of Form 3115 to another IRS
address

« For example, another copy of Form 3115 would be sent

« When an applicant is under examination

- Before an Appeals office

- Before a federal court, or

« Is a certain foreign corporation or certain foreign
partnership

« §6.03(3) of Rev. Proc. 2015-13 for more and Part Il,
lines 6 and 8
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Late Application

In general, a filer that fails to timely file a Form 3115 will
not be granted an extension of time to file except in
unusual and compelling circumstances

Review § 6.03(4)(b) of Rev. Proc. 2015-13 and the
Regulations § 301.9100-3 for the standards that must be
met

However, an automatic 6-month extension from the due
date (excluding any extension) of the federal income tax
return to file Form 3115 may be available for automatic
change requests

Review § 6.03(4)(a) of Rev. Proc. 2015-13 and
Regulations section 301.9100-2

2
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Other References

Rev. Proc 2017-30 is the most current listing of accounting changes
Rev. Proc. 2016-1- provides specific and additional procedures for
requesting a change in method of accounting

Rev. Proc. 2015-20 - allows an eligible small business taxpayer to
make certain tangible property changes without filing Form 3115
Rev. Proc. 2015-14 - contains a list of accounting method changes
that may be eligible to file under the automatic method change
procedures

Rev. Proc. 2015-13 - provides the automatic and non-automatic
method change procedures to obtain consent of the Commissioner to
change a method of accounting

2%
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Depreciation — How to Correct Errors




When is an Amended Return Appropriate
to Correct a Depreciation Error?

« A taxpayer can file an amended return to correct the amount
of depreciation claimed for any property in any of the
following situations:

« They claimed the incorrect amount because of a
mathematical error made in any year

They claimed the incorrect amount because of a posting

error made in any year

They have not adopted a method of accounting for

property placed in service in tax years ending after

December 29, 2003

They claimed the incorrect amount on property placed in

service in tax years ending before December 30, 2003
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Adoption of an Accounting Method

« Generally, a taxpayer adopts a method of accounting
for depreciation by using a permissible method of
determining depreciation when they file the first tax
return or

« By using the same impermissible method of
determining depreciation in two or more
consecutively filed tax returns

- There is an exception to the two year rule — review
Revenue Procedure 2016-29 on page 888 IRB 2016-
21 and modified by Notice 2017-6 on page 422 of
Revenue Bulletin 2017-3
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Exception the Two Year Rule

- If the taxpayer has not adopted a method of accounting
for the item of property

- The taxpayer may change from the impermissible
method of determining depreciation to the permissible
method for the 1-year depreciable property

« File a Form 3115, provided the§ 481(a) adjustment
reported on the Form 3115 includes the amount of any
adjustment that is attributable to all property (including
the 1-year depreciable property) subject to the Form
3115 or

30
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Exception the Two Year Rule

- Alternatively, the taxpayer may change from the
impermissible method to the permissible method for a
1-year depreciable property by filing an amended
federal tax return for the property’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

- Bottom Line: Two returns filed for consecutive years
using an improper method establishes a method of
accounting from which consent to change is required

- A taxpayer may not file amended returns to change
such method. See Rev. Rul. 90-38 a
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When to File Form 1040X

- If an amended return is allowed, it must file it by
the later of the following:

- 3 years from the date the taxpayer filed the
original return for the year in which they did
not deduct the correct amount or

« 2 years from the time the tax was paid for
that year

« Areturn filed before an un-extended due date
is considered filed on that due date
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Examples of a Change in Method of
Accounting for Depreciation

A change from an impermissible method of determining
depreciation if the impermissible method was used in two or
more consecutively filed tax returns

A change in the treatment of an asset from non-depreciable
to depreciable or vice versa

A change in the depreciation method, period of recovery, or
convention of a depreciable asset

Any change in method used to account for inventory
valuation i.e. the cost flow assumption, for e.g. any change
from FIFO to weighted average method and vice versa

33
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Examples of a Change in Method of
Accounting for Depreciation

« A change from not claiming to claiming the special
depreciation allowance if the taxpayer did not make
the election to not claim any special allowance

« A change from claiming a 50% special depreciation
allowance to claiming a 30% special depreciation
allowance for qualified property (including property
that is included in a class of property for which you
elected a 30% special allowance instead of a 50%
special allowance)
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IRM 4.11.6.2 — Overview for Changes
in Accounting Methods

Capitalization issues — IRC 263(a) and IRC 263A relative to
inventory, tangible assets and intangible assets

Accounting for liabilities that involve timing — IRC 461
Accounting for when income is recognized — IRC 451
Depreciation method change issues involving changes in
recovery periods, conventions, safe-harbor methods, or
additional first-year depreciation - Treas. Reg. 1.446-
1(e)(2)(ii)(d). (See Chief Counsel Notice 2004-007, Chief
Counsel Notice 2004-024

Inventory valuation issues including LIFO inventory — IRC 471
and IRC 472

Accrual to cash (and vice versa) — IRC 448

Accounting for long-term contracts — IRC 460
35
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What the IRS Will Look For:

« Clear Reflection of Income

« Timing

« Consistency

- Errors and Changes in Underlying Facts

« A change in the characterization of an item may
constitute a change in method of accounting if
the change has the effect of shifting income
from one period to another

36

Center for Agricultural Law & Taxation

12



Changes in Depreciation that are not a Change
in Method of Accounting = Amended Return

« An adjustment in the useful life of a depreciable
asset for which depreciation is determined under
§ 167

« A change in use of an asset in the hands of the
same taxpayer

- Making a late depreciation election or revoking a
timely valid depreciation election (including the
election not to deduct the special depreciation
allowance)

37
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Changes in Depreciation that are not a Change
in Method of Accounting = Amended Return

- If you elected not to claim any special depreciation
allowance, a change from not claiming to claiming
the special depreciation allowance is a revocation of
the election and is not an accounting method change

« Any change in the placed in service date of a
depreciable asset
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Is it Advantageous to File the Form 3115
Rather than an Amended Return?
- It eliminates the statute of limitations for claiming a
refund

- It eliminates interest on prior year deduction
overstatements

- Delays the payment of tax by allowing corrections to
prior year deduction overstatements to be spread out
over four years

39
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§ 481(a) Adjustment — A Timing Issue

« §481 and the regulations thereunder do not include a definition of
“accounting method” or explain what constitutes a change in an
accounting method—the terms are defined only by reference to
Section 446 (“General rule for methods of accounting”)

- §481 applies to a change in a taxpayer’s over-all method of
accounting for gross income or deductions, such as a change from
the cash method of accounting to the accrual method of
accounting, as well as to any change in the “treatment of a material
item”

- The regulations define “material item” as “any item that involves
the proper time for the inclusion of the item in income or the taking
of a deduction”

40
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§ 481(a) Adjustment

- If the taxpayer files a Form 3115 and changes from
an impermissible method to a permissible method of
accounting for depreciation, they can make a § 481(a)
adjustment for any unclaimed or excess amount of
allowable depreciation

The adjustment is the difference between the total
depreciation actually deducted for the property and
the total amount allowable prior to the year of change

41
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§ 481(a) Adjustment

- If no depreciation was deducted, the adjustment
is the total depreciation allowable prior to the
year of change

« A negative § 481(a) adjustment results in a
decrease in taxable income

- Itis taken into account in the year of change
and is reported on the business tax returns as
“other expenses”

42

Center for Agricultural Law & Taxation

14



8 481(a) Adjustment

« A positive § 481(a) adjustment results in an
increase in taxable income

- Itis generally taken into account over 4 tax years
and is reported on the business tax returns as
“other income”

« However, the taxpayer can elect to use a one-year
adjustment period and report the adjustment in the
year of change if the total adjustment is less than
$50,000

« Make the election by completing the appropriate
line on Form 3115 2
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§ 481(a) Adjustment

- If the taxpayer files a Form 3115 and change
from one permissible method to another
permissible method, the § 481(a) adjustment is
zero
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Names and Signatures - Individuals

« The Form 3115 detailed the signatures that are
required will filing
« Review this area before sending in the form

45
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Form 3115

. 3115 Application for Change in Accounting Method
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DCN — Depreciation — Rev.
Proc.2015-33

Depresiation or amortizaton (mpermisbl to peissible) (setions 56, 167, 168,197, 200, 14001, 400L, 400N,
and former secton 168} rom & mpemissble mefod b apermissile method forchanges alowed unde: Requisions
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fiing reguirement. See secton 6.17 of Rev. Proc. 201314,
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Form 3115 Part 1

m Information for Automatic Change Request
{  Enter the applicable designated automatic accounting method change number (DCN') for the requested autematic | Yes| No
change. Enter orly one DCN, except as provided for in quidance published by the IRS. If the requested change has no
DN, check *Other” and provide both a description of the change and a citation of the IRS guidance providing the
automatc change. See nstructions.

a ok

00

%
:> b Oter 1 Desorpion v Onentes descripton e fhechang s ok descibed mih Re. P
Do any of the eligibiity ruies restrict the applicant from filing the requested change sing the automalic change
! i 71 “Yes,” attach F
Has the fier provided &l i information and statements required fa) on fhis form and b) by the Lst of Automatic
Changes undr which the appiicant s requesting a change? See instructions. . v
Nole: Compicte Part Il and Part IV of this form, and, Schedules A through €, f applicable.

~

g .

e
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Part 1 Line 3

« The filer must complete Form 3115, including
any required statements or attachments

Table A: Parts to Complete on Form 3115 for Accounting Method Changes
Information to be completed for automatic and non-automatic change requests

Part | Part I Part lll Part IV
Automatic Change X X X
Non-Automatic Change X x X

Center for Agricultural Law & Taxation

Part 1 Line 3

Table B: Schedules to Complete on Form 3115 for Common Accounting Method Changes

Information to be completed for commen method change requests
Common Method Schedule A | Schedule B Schedule C Schedule D Schedule E
Changes ! . ! 1 . { - . |

| Part | | Part il | | Part| | Part Il Part| 1 Part Il | Part il |

| Accrual 1o Cash | X | X
Cash 1o Accrual X

[ Capitalize o Expense A | | Il | ! | |

| Expense to Capitalize | | | | | | | x X
Depreciation
Long Term Contracts | | x

Inventory Valuation x x
Change

LIFO Change-inchuding X X
Pooling

Change to Deferral x

Method for Advanced

Payments

Center for Agricultural Law & Taxation
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Automatic Change - Scope

« Generally, an applicant is only eligible to use the automatic
change procedures of Rev. Proc. 2015-13 if it satisfies the
following requirements

« 1. On the date the applicant files a Form 3115, the change
is described in the List of Automatic Changes

« 2. 0On the date the applicant files a Form 3115, the applicant
meets all requirements for the change provided in the
applicable section of the List of Automatic Changes

» 3. The requested change is not to the principal method
under Regulations sections 1.381(c)(4)-1(d)(1) or
1.381(c)(5)-1(d)(1) —(Corporate liquidation issue)

52
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Automatic Change -Scope

- 4. The requested year of change is not the final
year of the trade or business — there is an
exception

- 5. For an overall method of accounting change,
the applicant has not made or requested an
overall method change during any of the five tax
years ending with the year of change and

« 6. The applicant has not made or requested a
change for the same item during any of the five
tax years ending with the year of change

53
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Note

- Some automatic changes in methods of
accounting waive some of the requirements just
reviewed

« These changes may be found in the List of
Automatic Changes or the published guidance
providing the automatic accounting method
change

54
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Business Ceases to Operate

- Ordinarily, the IRS will not consent to a request for a
change in method of accounting when an applicant
ceases to engage in the trade or business or terminates
its existence

- Generally, an applicant is considered to cease to engage
in a trade or business if the applicant:

- Terminates its existence for federal income tax
purposes

« Ceases operation of the trade or business or

- Transfers substantially all the assets of the trade to
another taxpayer

Center for Agricultural Law & Taxation

6/8/2017

Business Final Year — One Section,
BUT

» Rev. Proc. 2015-13 Section 501(1)(d)

(d) the requested year of change is not the final year of the trade or business as
described in SECTION $.03(1), except as provided in SECTION $.03(2)a);

SECTION $.03(2), a taxpayer may not request the

procedure for the taxable year the taxpayer ceases to cngage
the change in method of accounting would relate (final year), a

(2) Exceprions . SECTION $,03(1) does not apply to a taxpayer:
|:> (a) requesting consent to change its method of accounting in the final year of its trade or

business as the result of a transaction to which Sec. 381(a) applies, or

s defined in S!

b) requesting consent under the change p if the taxpayer
demonstrates to the satisfaction of the national office compelling circumstances, or that it is in
the interest of sound tax administration, for the taxpayer to change the method of accounting
pursuant to SECTION 11.02(1).
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Business Final Year — Rev. Proc.
2015-14 Section 6.01and 6.17

- A depreciation correction may not be prohibited when the business
is in the final year of operation

« This change applies to a taxpayer that wants to make the change in
method of accounting for depreciation or amortization for an item of
depreciable or amortizable property that has been disposed of by
the taxpayer — such as ceasing business

- §3of Rev. Proc. 2007-16 allows a taxpayer to make a change in
method of accounting for depreciation for the disposed property if
the taxpayer used an impermissible method of accounting for
depreciation for the property under which the taxpayer did not take
into account any depreciation allowance, or did take into account
some depreciation but less than the depreciation allowable, in the
year of change

Center for Agricultural Law & Taxation
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Exceptions

+ §6.17 does not apply to:

- Any property to which § 1016(a)(3) (regarding property held by a
tax-exempt organization) applies
Any property for which a taxpayer is revoking a timely valid
depreciation election, or making a late depreciation
Any property for which the taxpayer deducted the cost or other
basis of the property as an expense
Any property disposed of by the taxpayer in a transaction to which
a nonrecognition section of the Code applies (for example, §
1031, transactions) — some exceptions

Center for Agricultural Law & Taxation
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Form 3115, Part Il

IZZX information for All Requests Yes| No

4 During the  tax year of change, dd o wil Ihe applicant (a) cease to engage n the trada o business to which the

q of (b} terminat d

§ s the applicant requésting fo change 1o the principal method In the tax year of changs under Reguiations section
1(CK41I0HT) oo 131K . . . . . .

.
G
*No." gotoing 62
“Yes," the applicant cannot fle a Form 3115 for this change. See instructions.
Undr o puiar. | ke Pt

Judng accampanyig Schedes and Salererts, i o B bast of my
0 o acokaton, 4nd § 1 T, COTec, nc compkea. DRclrasan of
any incwen

Sign
Here

Naraana s et er o

Preparer | P prigars ams Priguar 1yt D
tan

fother
Sclgplest) [Frms s 5

Act Notics, Cat No. 100806
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Business Final Year

« By answering YES to Question 4 all adjustments will
have to be reported in the current year- final year

« This procedure only applies to DCN 7 and 107
+ DCN 7 is a change from impermissible to permissible
- DCN 107 concerns the disposal of the property

« You also must address Question 25 and answer Yes-
concerning the 481 adjustment

« You must attach a statement of explanation

« Rev. Proc. 2015- Section 7.04 (a) also addresses this
issue in relation to the §481(a) adjustment

Center for Agricultural Law & Taxation
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Form 3115 Part Il

- Line 6a

- If the taxpayer is under audit an automatic
change is generally not allowed
Generally, the applicant is under examination
with respect to a federal income tax return as of
the date the applicant (or filer) is contacted in any
manner by a representative of the IRS for the
purpose of scheduling or conducting any type of
examination of the return

61
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6/8/2017

Form 3115 Line 6a

Rom S P2
Information for All Requests (confinued) Yes| No
68 Does the applicant (or any present or former consoldated group Mrrnt’!-amcam was amember ouring the |
‘applicable tax year(s|) have any federal income tax retumis) under examination (sée Instructionsf? . . i/

*No,” gotolne 7a

b Is the method of accounting the applicant s requesting to change an issus under considerabion fwth respect to
lther e applcant or any preseat o fomer consoldated group n which the appicant was a membe during the
applicable ax yearfsj? See Instnuctions . . .

¢ Enter the name and telephane number of the examining agent and the tax years) under examination.

Name Tedephone number Taxyearig »

d Hasa copy of this Form 3115 baen provided to the examining agent identified on ine 6c?

62
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Form 3115 Line 6b — Placed in
Suspense

« Generally, the applicant's method of accounting is
an issue if the examining agent has given them
written notification specifically citing the treatment
of the item as an issue

- If an agent does not propose an adjustment for
the item the item continues to be an issue under
consideration after the examination ends only if
the issue is placed in suspense

63
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Form 3115 Line 6b — Placed in
Suspense

« The issue is placed in suspense if the agent has
given the applicant (or filer) written notification
of the IRS's intent to examine the issue in
subsequent tax year(s)

« A partnership or an S corporation has an issue
under consideration before examination if the
same item is an issue under consideration in an
examination of a partner, member, or
shareholder's federal income tax return

64

Center for Agricultural Law & Taxation

6/8/2017

Form 3115 Line 7a — Audit Protection

- In general, audit protection applies when an application for change
in accounting method is granted, there are exceptions

« If no audit protection is given for the requested change, check no
and attach an explanation

« Generally, the applicant receives audit protection for tax years prior
to the year of change if they fall into one of the following categories
— next slide

« If Form 3115 is being filed on behalf of multiple applicants or if
multiple items are being changed on one Form 3115, check all that
apply and attach a statement identifying which category applies to
which applicant or item

65

Center for Agricultural Law & Taxation

Audit Protection

« Rev. Proc 2015-13 Section 8 provides guidance
on audit protection issues

« Not under exam
« Check this box if:
+ (A) the applicant is not under exam, and

- (B) audit protection applies to the item(s)
being changed

66

Center for Agricultural Law & Taxation

22



Form 3115 Other Boxes Line 7b

- For the “Other,” boxes the following only apply to
applicants under examination:

3-month window

120-day window period

Method not before director

Change resulting in a negative adjustment
« CAP

Other

Audit protection at end of exam

.

.

.

.

Center for Agricultural Law & Taxation
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Form 3115 Part Il Line 7a

o Doss Ut protection ppY pplcant's metnod of accountng?

11 "No.” aftach an explanation
b IfYes,” check the appiicabia box and attach the required statemant

Not under exam D) 3-monthwindow (] 120 day: Date examination ended b
) Method not befora drector [ Nagativa adjustmant (] CAP: Data member joinad group B
O Austprotecton at end of exam ] Other

8a Does the appiicant for any presént or former consolidated group In which the applicant was a member during the
applicable tax h federal iIncome tax 4 N . .

11°o," go to ine &

b the appicantis requasting o ch is anci
a federal court flor eltner the appicant or any present or former consolidated group in which the applcant was a
member for he ax year(s) he applcant was a member]? See instructions ||

1 “Yes,” attach an explanation.

© I Yes,” enter tha name of the (check tha box) (] Appeals officer and/or [ counsal for the govemment,
tekephons numbe, and the tax year(s) betora Appeals andior a federal cout.
Name b

Tax year(s) >
d Has a copy of tis Form 3115 boen provided 10 the Appeals officer and/or counsel for the govemment ide
on e 867

Center for Agricultural Law & Taxation

Form 3115 Lines 9-13 Part I

9 I the appicant answerad “Yes™ 10 ind 6a aNUOr 83 WIth FaSpect 10 any rasant of IoMMar CONSCBaatad Qroup.,
attach a statemant tat Providas 6ach PaTent COTOFAtON'S (a) Nama, (b) kIentMcation NUMBar, (c) Accress, and
9 X PUATE) G Whch i AGEACHN Wwhs A maToM Tl 1 Urer £z, Gakrs 81 ADGesl oriCe,
/or Batcre 8 1ederal

0. o edoral inoom 14 prposes. 1 sppAcan s oher an niry (nong a o ity compary roslod
or an S corporation. IS I requesting a change from a method of accounting that s an ssue under
consideration in an examination, Defore Appeals, or before a fedéral court, with mpm to a federal Income tax

Fetum of a partner, member, or shareholder of that entty?

112 Has tho applcant, s DrOGGCOSSOr, Of 3 1Ol DAY FOQUOSAD OF MA0H (UNCAF &ING 3N BUIMANC OF
PN aUoMAtK: CANGO PHOCKANG) 3 Enangs In Mothod of BCCOUNUNG WININ any O tha i 1aX Years 6nding WIth
o yaat 06 e

" m goto e 12
* for each trade or busingss, attach a description of each requosted change In method of accounting
A s o ot O Ch0n) s SBte WSt s BN e conBAnt
© It any application was withdrawn, not perfectad, or denied, or If 8 Consent Agreement granting a change was not
signed and retumed to the IRS, or the change was not made or ot made i the requasted year of change, attach
n explanation.
12 Dow ¥ spotoen. ks preceossec, or 8 tweled pary cUTKTly Be I M QN fCRIIN ny
concurentyy a pvate latter ruling, Counting. of 16chnical acc:
1 *Yes," for sach request attach a statement peoviding (a) the names) of tho taxpayer, (b) kientrication l\umbws)
(€ o 1y Of feqUOS! (PAVATS KNG AN, CRANGS N MAROA Of BCCOUNTING, Of MCHNICA BOVICH), 31 {d) the
SpOCInC I53156(3) I e FOqUISH().
1215w applcan eauesiing o change i overalmwihod of coouniing?
1 "Yes” compiats he form.

Form 115 e 122018

Center for Agricultural Law & Taxation
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Form 3115 line 11 Part Il

- An applicant is generally not eligible to file under the
automatic change procedures if the applicant made
or requested a prior overall method change or a
prior item change (for the same item) within the five
tax years ending with the requested year of change

- The IRS National Office will consider the taxpayer’s
request

« For more information review section 9.03(6)(a) of
Rev. Proc. 2016-1 and section 11.02(2) of Rev.
Proc. 2015-13

70
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Form 3115 line 14 Part Il

« You must complete lines 14a—d if the answer to question
13 was NO or if the applicant answered YES to question
13 and also is changing to a special method of accounting
for one or more items ( changing an overall method of
accounting)

« You also must provide a statement of whether or not the
applicant has claimed any federal tax credit relating to the
item(s) being changed — new requirement

« A special method of accounting for an item is a method of
accounting (other than the cash method or an accrual
method) expressly permitted by the Code, regulations, or

guidance published n

Center for Agricultural Law & Taxation

Form 3115 Part Il Line 14

Fom 31 013 Fap 3
m Information for All Requests (confinued) Yes| No
14 the applicant s ether () not changing fs overall method of acoounting, or (i changing ts overal method of
aocounting and changing to a special method of acoountng for one: or more fems, altach 2 detaled and
" P
p

e ok "
’ s ? W05 Attach both the old an new

a Thetems) being changed. depreciation schedules in

b The apolicant's present method for i fem(s beng changed. — statement form, mark clearly

¢ The applicant’ N he femis) i

d The applcant’s present overall method of acoounting (cash, accrual, or hybrid

72

Center for Agricultural Law & Taxation
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Form 3115 Part Il Line 14

- Important to be a clear as possible, provide an
explanation of items being changed and the reason
for the change

6/8/2017

Asset | Description | Date Date | Cost/Basis | Business | Actual Prior | Correct Method/ | §481
Class | of Property | Acquired | Sold Use % Depreciation | Depreciation | Life Adjustment

Center for Agricultural Law & Taxation

Explanation

- Description of the property

- Reason for the change

- Years the depreciation was incorrect

« Explain how the asset was depreciated in the past

- Define method of accounting

« Description of the business and method of accounting

« No longer required to provide the “principal activity code” but |
would

« Whatis the authority for the change for Depreciation is generally
§168

« Statement on whether first year bonus was claimed
« Other information that may be quested by the reviewer in campus

Center for Agricultural Law & Taxation

Form 3115 Part Il Line 15

- Detailed description of the client's trade or
business is required —attach a statement and
notate accordingly

152 Attach a detalled and complete description of the applicant's tradefs) or businessies).

b If the applcant has more than one trade or business, as defined In Requiations section 1.446-1(d), describe
{1 whethar each trade or business s aceounted for Separatey, () the goods and Senvies provided by each trade
or business and any other types of activities engaged In that generate gross income; i) the overall meihod of
accounting for each trade or business; and (v} which trade or business Is requesting to change s accounting
m i of th n le applicat

o i o s picaton o sgarale applcalon. See Attached Statement
Note: If you are requesting an automatic method chang, see the Instructions to-se if you are required to
complete Lines 16a-C.

Center for Agricultural Law & Taxation
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Multiple Items or Multiple Businesses

« Generally only one change can be made per
form

- Separate businesses require separate forms

- When considering rental property it generally
does not constitute separate businesses unless
owned by separate entities — detail becomes
important

Center for Agricultural Law & Taxation

6/8/2017

Form 3115 Part Il Line 16

~

160 Altach a Al xplanatin of thé Jgal Basis SUPOOTINg 8 PYOPOSEd MENod 10f 14 e baing Changed. Include
ataied and compiete description of the facts thal explains how the law spacifically appiies 10 the appicant's
siluation and thal demansirates that the appicant Is authorized to use the proposed method.

b Incluge ai authority (statutes,reguiations, published nulings, court cases, efc) supporting the proposed method.

Incluge efther a ciscussion of the contrary authorites o a statement that no contrary authorty exists

17 wate it ed for the applicant’s book s and f statements?
FOr INSUFaNGH COMPANiS, 566 1o NSNS,

I17No,” atach an expianaton.

18 Does the appicant request  conference wihthe RS Nationa Offce f e IRS National Office proposes an ackerse response? | /

182 1f 1 appicant Is changing 10 ther 1 overall Gash mathad, an overal B0CrUal MEthod, Of IS Changing it Method of
acoounting for any property subject to section 2634, any long:lerm contract subject o section 460 fsee 190), or

74, entee for e 3 ax yers preceding he i e ofcharg.
15 preceding naprcedeg 1 recaany
o 00 mo. L Jo e me r o et mo

$ 1§ I8

fthe applicant s changing s method of accounting for any long-term contract subject 1o section 480, i addition
o completing 198, enter e applicant's gross receips for the i tax year prececing the tax year of change

41N preceaing yeur ended.  mo . $

Center for Agricultural Law & Taxation

Form 3115 Part Il Line 16

« The legal basis must include a detailed and
complete description of the facts that explains how
the law specifically applies to the applicant’s
situation and demonstrates that the applicant is
authorized to use the proposed method

- Depreciation adjustments require this description

- Impermissible to permissible depreciation or
amortization (sections 56, 167, 168, 197, 280F,
14001, 1400L, 1400N, and former section 168)

Center for Agricultural Law & Taxation
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6/8/2017

Form 3115 Part Il Line 19

» Question 19 requires that three prior years of gross
receipts be provided for certain method changes,
adds a new subpart “b” asking for the fourth year of
gross receipts for changes in method of accounting
for any long-term contracts subject to section 460

« Note- this is not required when making depreciation
adjustments

79

Center for Agricultural Law & Taxation

Reminder — Dealing with Multiple
Adjustments

« Increases or Decreases to income

- All increases to income are added together and
then spread over 4 years, unless the total is less
than $50,000 and an election can be made to
report the entire adjustment in the current year —
the de minimis rule (positive or negative) — effective
for 2015 filings and beyond

» All decreased to income are added together and
are included in the year the error was discovered

80

Center for Agricultural Law & Taxation

Reminder — Dealing with Multiple
Adjustments

- De minimis 8§ 481(a) adjustment amount increased
with the new regulations

» Under a de minimis provision designed to reduce
the administrative burden of implementing voluntary
tax accounting method changes, a “de minimis”
positive adjustment may be spread over one year
(versus four years) at the taxpayer’s election

- Make the election on Part IV Line 27

81
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Form 3115 Part Il - Information For
Non-automatic Change Request

+ Part 3 is not required — only required for Non-
Automatic change requests

Information for Nen-Automatic Change Request Yes| No
2 st 's requested change described in any revenus procadure, revenus ruling, notice, reguiation, o

other ||
If *Yes,” attacnane\ﬁr mwtmw\swmmnsrmmwmamam
d\am;epwoewes

2 related t (see Instructions).

2 Anmaslmﬂwtmmamlsrmlum

23 If the appicant Is a member of a consoldated group Tor the year
consolidated group use the proposed method of accounting for the ftem being
1f *No,” attach an expianation.

242 Enter the amount of user fee attached to this application (see nstructions). b~ $

If the applicant qualifies for a reduced usef fee. attach the requ certification (see instructions)

fom 3115 o 122005

, 00 all other members of the

=

82
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Form 3115 Part IV Line 27

Fom a5 A Pan 4
IEI I Section 481(a) Adjustment Yos| No
25 Does puolsned guidance fequire e appicant for penmit the appicant and (he applcant s eiecting 1o Implemsnt e
Fequested Change In method Of aCcounting on a Cut-0f basis?
1 “Yes," attach an explanation and do not compiéts ines. 26, 27, and 28 beow,

2 Eror o acton 4810) adpstnent. ndsto mmm the adystment Is an Increasa (s) or a décreasa () In
Income. > $ he methodology

used to defermng the secton 4a|(=| aapsmnx \ 1t Is based on more than one component, show uu
compuation for each componsnt,  more than one applcant s applying for the method change on
applcation, attach a lst of the (a) name, (&) identification rumber, and {c) the amount of tha saction am(a;
acjusiment atirbutabie to sach applcant

T e i the tax year of change?
Yo enick o
Oss

0 eigoie

28 s any part of e section um(a) acjustment altioutable to lransactons bebween Mmemmbers of an aMiated group
consoidated Qroup, 8 Controled QrOUp, of Ol related parties? .
1t “Yeos," attach an explanation

Center for Agricultural Law & Taxation

Form 3115 Part IV Line 25-28

- Additional income should be a +
- Additional expense should be a —

Section 461(a) Adjustment Yos| o
25 Doos IRDiShed Quianco foquira tho appicant (or Parmit the appicant and tho applicant IS alecting) 10 Implomont e

.
If “Yes." attdst an explanation and do not compiete lines 26, 27, and 28 below.
26 Enter e sectioh,J87(a) BOJUSIMeNt. INCICAta WNGNer tho ACUSIMent IS an INCradss (+) OF @ 0ACTAAS () N

incoma. - $ Attach a of and e

used 10 deleming The soction 481(a) adjustment. If I IS based on More than ono Component, Show the
compuastin o ach componur. i ars tran one appkcand anww: for the method changs on the

‘application, attach a kst of the (a) name, § ) he amount of the section 481(a)
adjusiment altrbutabie to each appicant.  SEE attached Statement

27 15 the appicant Making an Hcon 1o year of changa?
1Y, Chock the bos or the nstructions) =
0 $50,000 s o slection

28 Is any part of the section 481(a) adjustment attributabio 10 transactons batwesn mambars of an affilated group, a
consoBdated Group, & CONtroed QFOUP, Of Othal 1kt Paras? v

if ~Yes,” attach an explanation.

Center for Agricultural Law & Taxation
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Form 3115

« Schedule A, B, C and D on pages 4, 5,6, and 7 do not
apply to a depreciation adjustment — we will not review in
depth

« Schedule A—Change in Overall Method of Accounting (If
Schedule A applies, Part | must be completed)

« Schedule B—Change to the Deferral Method for
Advance Payments

« Schedule C—Changes Within the LIFO Inventory
Method

« Schedule D—Change in the Treatment of Long-Term
Contracts Under Section 460, Inventories, or Other
Section 263A Assets &

Center for Agricultural Law & Taxation

6/8/2017

Form 3115

Center for Agricultural Law & Taxation

Form 3115 Line 5 Schedule E

« To the extent not already provided in the applicant’s
description of its present method, attach a statement
explaining how the property is treated under the
applicant’s present method (for example, depreciable
property, inventory property, supplies under
Regulations section 1.162-3, non-depreciable
section 263(a) property, property deductible as a
current expense, etc)

- Does your description cover this question?

87

Center for Agricultural Law & Taxation
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Form 3115 Line 6 Schedule E

- If the property is not currently treated as depreciable
or amortizable property, attach a statement of the
facts supporting the proposed change to depreciate
or amortize the property

- Does your description cover this question?

88

Center for Agricultural Law & Taxation
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Form 3115 Line 7 Schedule E

If the property is currently treated and/or will be treated as
depreciable or amortizable property, provide the following information
for both the present (if applicable) and proposed methods:

+ A. The code section under which the property is or will be
depreciated or amortized (for example, section 168(g))

« B. The applicable asset class from Rev. Proc. 87-56, 1987-2 C.B.
674, for each asset depreciated under section 168 (MACRS) or
under section 1400L; the applicable asset class from Rev. Proc.
83-35, 1983-1 C.B. 745, for each asset depreciated under former
section 168 (ACRS); an explanation why no asset class is
identified for each asset for which an asset class has not been
identified by the applicant

89
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Form 3115 Line 7 Schedule E

« C. The facts to support the asset class for the
proposed method

» D. The depreciation or amortization method of the
property, including the applicable Code section
(for example, 200% declining balance method
under section 168(b)(1))

- E. The useful life, recovery period, or
amortization period of the property

- F. The applicable convention of the property

%0

Center for Agricultural Law & Taxation
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Form 3115 Line 7 Schedule E

.

G. Whether the additional first-year special
depreciation allowance (for example, as provided
by section 168(k), 168(l), 168(m), 168(n), 1400L(b),
or 1400N(d)) was or will be claimed for the property
If not, also provide an explanation as to why no
special depreciation allowance was or will be
claimed

H. Whether the property was or will be in a single
asset account, a multiple asset account, or a
general asset account

91
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6/8/2017

Schedule E — Change in Depreciation
or Amortization - Changes

.

Question 3 has been modified to also ask if the
applicant has made a disposition election for the
depreciable or amortizable property included in
the method change, as well as asking whether a
depreciation, amortization, or expense election
has been made

A new Question 7h has been added to ask
whether the depreciable property was or will be
in a single asset account, a multiple asset
account, or a general asset account

92

Center for Agricultural Law & Taxation

Schedule E—Change in Depreciation
or Amortization

All applicants requesting to change their method of
accounting for depreciation or amortization must complete
Schedule E of Form 3115

Applicants changing their method of accounting for
depreciation or amortization under the automatic change
procedures should see the depreciation changes in the
List of DCNs

Do not file Form 3115:

« 1.To make an election under section 167, 168, 179,
197, or 1400I;

« 2.To revoke an election made under one of those
sections s

Center for Agricultural Law & Taxation
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Summary of Automatic Accounting
Method Changes

Each item in the following table example:

- Designates an automatic accounting method change number
for each change for entry on line 1a of Form 3115

Briefly describes the accounting method change and its
primary Code section(s)

Indicates in some cases which schedules of Form 3115 to
complete

Provides a reference to the basic published guidance (for
example, revenue procedure) that provides for the automatic
change, which filers should review prior to completing Part I,
Information For Automatic Change request, on page 1 of Form
3115

Center for Agricultural Law & Taxation

6/8/2017

Table List of DCN'’s

List of DCNa

Center for Agricultural Law & Taxation

DCN 7 —Commonly Used for
Depreciation Changes

Depreciation or amortization (impermissible to permissible) (sections
56, 167, 168, 197, 280F, 14001, 1400L, 1400N, and former section
168)—from an impermissible method to a permissible method for
changes allowed under Regulations section 1.4461(e)(2)(ii)(d), and
for depreciable property owned at the beginning of the year of change
Complete Schedule E of Form 3115

An applicant changing its method of accounting for depreciation
because of a change described in designated automatic accounting
method change number 10 (sale or lease transactions) must file Form
3115 according to the designated change number 10

Additionally, a qualified small taxpayer qualifies for a reduced Form
3115 filing requirement

Section 6.01 of Rev. Proc. 2015-14

Center for Agricultural Law & Taxation
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DCN 107 —Commonly Used for
Depreciation Dispositions

106 for services or

108

Center for Agricultural Law & Taxation

6/8/2017

DCN 107 —Commonly Used for
Depreciation Dispositions

- Impermissible to permissible method of accounting for depreciation
or amortization for disposed depreciable or amortizable property
(sections 167, 168, 197, 1400I, 1400L(b), 1400L(c), or 1400N(d) or
former 168)—for an item of certain depreciable or amortizable
property that has been disposed of by the applicant and for which the
applicant did not take into account any depreciation allowance or did
take into account some depreciation but less than the depreciation
allowable, from using an impermissible method of accounting for
depreciation to using a permissible method of accounting for
depreciation

« Complete Schedule E of Form 3115

« Additionally, a qualified small taxpayer qualifies for a reduced Form
3115 filing requirement

- Section 6.17 of Rev. Proc. 2015-14

Center for Agricultural Law & Taxation

Other Depreciation Dispositions
Issues

- If a depreciable asset is disposed of during the
year, and the depreciation was overstated in
prior years, no depreciation adjustment is made,
because the accumulated depreciation will
include the overstated amount and increase the
depreciation recapture upon sale

Center for Agricultural Law & Taxation
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Other Depreciation Dispositions
Issues

- If the depreciation has been understated in prior
years, the additional depreciation is allowed in
the year of change — remember negative
adjustments to income are always allowed to be
reported in full in the year of change

100

Center for Agricultural Law & Taxation

6/8/2017

Class of AssetOf

« You must identify a class asset

This is not the recovery period Review
Publlcatlon 946

R —

Center for Agricultural Law & Taxation

Certain Property for Which Recovery Periods
Assigned

Certain Property fo Which Recovery Periods Assigned

A Personal With No Class Life 7 12
Section 1245 Real Froperty With No Class Lite 7| w
B. Qualfied Technological Equipment, as defined in section 168{)2). - 5 5
mgwmwmmmmm&wmmwrdwmamm - 5 |caslief
168003 o class
e-12
(AN (as in effect on the day before: " 5 |chsshiei
mwwmmcnwgwewmﬂecﬂmﬂa 990). - r&das
-12
E. Biomass pr nmtydmammmmda\’q\éjﬁmnaﬂedmﬂrﬂaybahammgo{ - 5 |cassiied
enactment HSIWM!MW @mxgg o class
production faciity m\go(sec\mulm)dmhdaﬂn 16 USC. -1
T9B{17)C}), & in effect on Seplember 1,
F. Eneegy property described in section 48(a)3)A)for would be described if “solar or wind - 5 |csshied
energy” were substitted for “solar energy’” n secton 48(a))AY :)Edm
-12

102
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6/8/2017

The Scoop — Upcoming Dates

« June 21

« July5

« July 19

« Augustl6

« August 30

« September 13
« October 4

+ October 18
«  November 1
« Held at 8:00 am and 12:00 pm Central time

104
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Up Coming Webinars
http://www.calt.iastate.edu/calendar-node-field-seminar-
date/month

Webinar: Part 1 - Form 3115 {Comprehensive Overview} June 8
Form 4797 - Sale of a Business Asset, June 13

Part 2 - Form 3115 {Correcting Depreciation §481(a) Adjustment} June
15

My Client Dies, What's Next?, June 20

Webinar: The Fundamentals of Trusts - June 22

Payment of Wages with Commodities and Gifting Grain - June 27
Handling Tax Returns for Religious Groups — Amish and Mennonite
June 29

Net Operating Loss Basics July 6 and 7t

Form 1099 Preparation July 13

Tax Basis for Farmers July 24 108

Center for Agricultural Law & Taxation
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lowa Taxpayer Advocate

« June 7, 2017, Problem Resolution Day - lowa
Taxpayer Advocate Service, Cedar Rapids, lowa

« Online Free Webinar: 4th Annual Taxpayer
Advocate Town Hall Meeting - June 28, 2017

106

Center for Agricultural Law & Taxation

6/8/2017

Upcoming Seminars — Mark Your
Calendar — Final Dates

S Corporation — July 20-21, 2017, Live and Webinar
September 21, 2017 Ag Law Seminar, Live and Webinar

September 22, 2017 Farm and Estate Tax Review, Live
and Webinar

Retirement and Social Security Issues(Webinar) = October
10-11, 2017

107
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The Schedule is Finalized for the 44th
Annual Federal Income Tax Schools

November 2-3, 2017 — Maquoketa, lowa — Centerstone Inn and Suites
November 6-7, 2017 — Le Mars, lowa — Le Mars Convention Center
November 8-9, 2017 — Atlantic, lowa — Cass County Community Center
November 9-10, 2017 — Mason City, lowa — North lowa Area
Community College

November 16-17, 2017 — Ottumwa, lowa — Indian Hills Community
College

November 20-21, 2017 — Waterloo, lowa — Hawkeye Community
College

December 11-12, 2017 — Ames, lowa and Live Webinar — Quality Inn
and Suites
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