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ABOUT US

= ICS Tax, LLC (ICS) is a national consulting firm providing innovative tax
planning strategies to taxpayers and their tax professionals to identify
credits and incentives that reduce tax liabilities and increase profitability

= We combine top talent and a multidisciplinary approach to assist with
Comprehensive Fixed Asset Reviews, Energy Efficiency Incentives
(179D/451), Research & Development Tax Credits, Cost Segregation
Studies, IC-DISC Export Incentives, Accounting Methods, and Utility
Rebates.
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YOUR PRESENTER

= Alex Bagne is the President of ICS Tax, LLC (ICS). His expertise
includes the tangible property regulations, cost segregation, energy
efficiency incentives (179D/451), R&D credits, fixed asset reviews,
IC-DISC export incentives, and the LIFO inventory method. Prior to
ICS, Alex worked for a decade with several Big Four firms.

= Alex earned a BSBA in accounting from The Ohio State University, a
MBA from the University of Minnesota, and a JD from the Tulane
School of Law in New Orleans, Louisiana.

= Alex is a licensed attorney, a CPA, and a certified member of the
American Society of Cost Segregation Professionals.
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PRESENTATION OVERVIEW

= Taxpayers and tax professionals use accounting method changes as a
powerful mechanism to implement valuable tax strategies as well as to
remove IRS audit exposure.

= Upon completion of the course, you'll be able to:
= Understand several popular accounting method changes
= Discuss recent tax rule changes

= Complete and file Form 3115 — Application for Change in Accounting
Method
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DEFINITION: ACCOUNTING METHOD

= An accounting method is the method by which income and
expenses are reported for taxation purposes.

= A change in accounting method includes any change in the
taxpayer’s overall method of accounting, e.g., cash to accrual, but
it also includes changes in the treatment of any “material” item.

= The IRS requires taxpayers to choose an accounting method that
accurately reflects their income and to be consistent in their choice
of accounting method from year to year.
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TWO TYPES: AUTOMATIC VS. NON-

= Automatic:

« An applicant that timely files and complies with the automatic

change procedures is granted consent to change its accounting
method.

= Method subject to review by the IRS.

= No user fee is required.
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TWO TYPES: AUTOMATIC VS. NON-
AUTOMATIC, CONT'D

* Non-Automatic (advanced consent):
= Requires approval by the IRS National Office.

= If approved, the filer will receive a letter ruling on the requested
change.

= Significant User Fees: $9,500 to request a non-automatic change
in method of accounting per Rev. Proc. 2017-1.
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HANGE NUMBER

List of DCNs

No. Change

1 Commodity Credit Corporation loans (section 77)—for loans received from the Commodity Credit Corporation, from

including the loan amount in gross income for the tax year in which the loan is received to treating the loan amount as a loan.
See section 2.01 of Rev. Proc. 2015-14. Note. This change is implemented on a cut-off basis.

[ ]
| E O C h AU l'o m q ll'l C 2 Advances made by a lawyer on behalf of clients (section 162)—from treating advances of money to or on behalf of their

clients for Iitigation or other client expenses as deductible expenses to treating those advances as a loan. See section 3.01 of
Rev. Proc. 2015-14.

3 ISO 9000 costs (section 162)—to treating the costs as deductible, except to the extent they result in the creation or
ei- O ‘ G n e G S O acquisition of an asset having a useful life substantially beyond the tax year. See section 3.02 of Rev. Proc. 2015-14.
g 4 Restaurant smallwares costs (section 162)—to the smallwares method described in Rev. Proc. 2002-12, 2002-1 C.B. 374
(that is, as materials and supplies that are not incidental under Regulations section 1.162-3). See section 3.03 of Rev. Proc.

2015-14.
[ ]
D eS I n O 'I'ed ‘ h G n e 5 Bad debts (section 166)—for an applicant other than a bank, from accounting for bad debts using a reserve or other improper
g g method to a specific charge-off method that complies with section 166. See section 4.01 of Rev. Proc. 2015-14.
6 Bad debt conformity for banks (section 166)—for banks other than new banks, to the method that conforms to Regulations
section 1.166-2(d)(3) for the first time the bank makes this change, or to involuntarily revoke this method. This change does not

fall under the procedures of Rev. Proc. 2015-14. Instead, see Regulations section 1.166-2(d)(3). Note. This change is
U I I l e r . implemented on a cut-off basis and generally with audit protection, but with some conditions or limitations.
7 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 chan?es allowed under Regulations

section 1.446-1(e)(2)(ii)(d), and for depreciablef)roperty 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
| O U 'I' S change number 10. Additionally, a qualified small taxpayer qualifies for a reduced Form 3115 filing requirement. See section
* 6.01 of Rev. Proc. 2015-14.
8 Depreciation (permissible to Eermissible) (sections 56 and 167)—from a permissible method to another permissible
method listed in section 6.02 of Rev. Proc. 2015-14. Complete Schedule E of Form 3115. Change is implemented on a modified
cut-off basis. An apsplicant making a change from a permissible to another permissible method of depreciating MACRS property

must file Form 3115 according to designated change number 200. Additionally, a qualified small taxpayer qualifies for a
reduced Form 3115 filing requirement. See section 6.02 of Rev. Proc. 2015-14,

10 Sale, lease, or financing transactions (sections 61, 162, 167, 168, and 1012)—from improperly treating property as sold,
leased or, financed to a permissible method as described in section 6.03 of Rev. Proc. 2015-14. See section 6.03 of Rev. Proc.
2015-14. Note. This change is implemented on a cut-off basis and does not receive audit protection.
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THE WHY: ACCOUNTING
METHOD CHANG
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UNTING

WHY MAKE AN ACCO
METHOD CHANGE?

= As a tax planning tool, accounting methods help taxpayers
implement cost segregation studies and energy efficiency
incentives, adopt favorable provisions of the Tangible Property
Regulations, and numerous other tax minimization strategies.

= Accounting methods also help taxpayers correct improper methods
to maintain tax compliance or to eliminate audit risk.




POPULAR METHOD CHANGES:
DEPRECIATION/COST SEGREGATION

= Residential rental property is depreciated over a lengthy 27.5
years whereas commercial real estate is depreciated even longer
over 39 years.

= IRS rules allow non-building components such as personal property
and land improvements to be segregated from the building and
depreciated more rapidly, generally over 5, 7, and 15 years.

* DCN 7 allows taxpayers to retroactively make depreciation
changes.




POPULAR METHOD CHANGES:
REPAIR AND MAINTENANCE COSTS

= The new Tangible Property Regulations allow taxpayers to
retroactively review expenditures that were capitalized but quality
as repair and maintenance expenses, such as replacing roof

membranes, resealing parking lots, and replacing of HVAC
components.

* DCN 184 allows taxpayers to take an immediate deduction on
such costs rather than depreciate them over a lengthy period.




POPULAR METHOD CHANGES: §179D
ENERGY EFFICIENT COMMERCIAL
BUILDING DEDUCTION

= Taxpayers who construct new buildings or make improvements to
existing ones can take an immediate deduction of up to $1.80/SF
for investments in efficient lighting systems, HVYAC and hot water
systems, and the building envelope.

= For most taxpayers, this is vastly more preferential than
depreciating these expenditures as real property over a lengthy

27.5 or 39 year period.

= DCN 152 allows taxpayers to retroactively deduct these costs.




POPULAR METHOD CHANGES:
DISPOSITIONS OF TANGIBLE ASSETS

= Taxpayers often have “ghost” assets on their fixed asset

schedules, such as old tenant improvements or machinery and
equipment.

«DCNs 205 and 206 allow taxpayers to take abandonment
losses on these assets.
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POPULAR METHOD CHANGES: CASH
METHOD VS. ACCRUAL METHOD

= Cash Method provides simplicity and greater control over
when income and expense is recognized.

= Accrual Method may be mandatory (e.g., C-Corp failing the$5
Million Gross Receipts Test).

= Multiple DCN options (32, 33, 34, 122, 123, 126, 127,
128) depending on situation. See List of Automatic Changes in
the 3115 instructions.




CHANGES THAT ARE NOT
ACCOUNTING METHOD CHANGES

= There are several changes that taxpayers can make on a go-forward
basis that are not accounting method changes. Examples include:
= Correction of Computational or Posting Errors.

= Implementing a cost segregation study where the taxpayer has yet to establish a
previous method (e.g., the building was placed in service in 2016, taxpayer has yet
to file 2016 return.

= De Minimis Safe Harbor: Taxpayer can deduct amounts paid for tangible property up
to $5,000 per invoice or item with AFS or $2,500 without. Requires an annual
election statement to be filed with tax return.
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THE HOW: ACCOUNTING
METHOD CHANC
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— 31 1 5 Application for Change in Accounting Method

545-
(Rev. December 2015) OMB No. 1545-0152

Department of the Treasury P Information about Form 3115 and its separate instructions is at www.irs.gov/form3115.
Internal Revenue Service
Name of filer (name of parent corporation if a consolidated group) (see instructions) i ion number (see

Principal business activity code number (see instructions)
Number, street, and room or suite no. If a P.O. box, see the instructions, Tax year of change begins (MM/DD/YYYY)

Tax year of change ends (MM/DD/YYYY)
City or town, state, and ZIP code Name of contact person (see instructions)
Name of applicant(s) (if different than filer) and identification number(s) (see instructions) Contact person’s telephone number
If the applicant is a member of a consolidated group, check this box. s o |
If Form 2848, Power of Attorney and Declaration of Representative, is attached (see |nstruct|ons for when Form 2848 is
required), check thisbox. . . . BT IR I ETE T T E T E T T Y . |

° Check the box to indicate the type of appllcant Check the appropriate box to indicate the type
O X O e r S W O n t I n t O ] Individual [] Cooperative (Sec. 1381) of accounting method change being requested.

[] Corporation [] Partnership See instructions.
[] Controlled foreign corporation (Sec. 957) [] S corporation [] Depreciation or Amortization

[[] 10/50 corporation (Sec. 904(d)(2)(E))  [] Insurance co. (Sec. 816(a)) | [] Financial Products and/or Financial Activities of

L]
k 1' [] Qualified personal service [] Insurance co. (Sec. 831) Financial Institutions
makKke an accounting coporalon Sec. 4480@) [ Over fpecty> | [ Overfspesiy>
[[] Exempt organization. Enter

Code section »

Caution: To be eligible for approval of the requested change in method of accounting, the taxpayer must provide all information that is
relevant to the taxpayer or to the taxpayer’'s requested change in method of accounting. This includes (1) all relevant information requested on
, this Form 3115 (including its mstructions) and (2) any other relevant information, even if not specifically requested on Form 3115.

The taxpayer must attach all appli requested throughout this form.
Information for Automatic Change Request

. . C
A | I C O tl O n fo r h O n e 1 Enter the applicable designated automatic accounting method change number (‘DCN”") for the requested automatic |Yes| No
change. Enter only one DCN, except as provided for in guidance published by the IRS. If the requested change has no
DCN, check “Other,” and provide both a description of the change and a citation of the IRS guidance providing the
automatic change. See instructions.

i n AC C O U n Ti n g Meth O d R a (DN {2} DON: (3 DCN: (4) DCN: (5) DCN: (6) DCN;

(7) DCN: (8) DCN: (9) DCN: (10) DCN: (1) DCN: (12) DCN:
b Other [J Description »
2 Do any of the eligibility rules restrict the applicant from filing the requested change using the automatic change
procedures (see instructions)? If “Yes,” attach an explanation. . . .
m F 3  Has the filer provided all the information and statements required (a) on thls form and (b) by the Llst of Automatlc
O r m G S Changes under which the applicant is requesting a change? See instructions. . . . LN S EE G AR
Note: Complete Part Il and Part IV of this form, and, Schedules A through E, if appllcable
Information for All Requests Yes| No
4 During the tax year of change, did or will the applicant (a) cease to engage in the trade or business to which the
G e S U T n Ot G G re requested change relates, or (b) terminate its existence? See instructions. . . .
p g / 5 Is the applicant requesting to change to the principal method in the tax year of change under Regulatlons sectlon
1.381(c)(4)-1(d)(1) or 1.381(c)(5)-1(d)(1)? . ; Ew oEE BEE B8 B4 i Bk MK BE

If “No,” go to line 6a.

U S e d O T O n ‘ e If “Yes,” the applicant cannot file a Form 3115 for this change. See instructions.
o Undev penalhes of per]ury | declare that | have examlned this af)pllcanon including accompanymg schedules and statamems and to the best of my
2 pli all the e he pli e

knowledge an ontain




INSTRUCTIONS TO
FORM 3115

*The 23 page of
instructions are
reasonable intuitive.

= However, they are not
always updated.

Instructions for Form 3115

(Rev. December 2015)

Department of the Treasury
Internal Revenue Service

Application for Change in Accounting Method

Section references are to the Internal Revenue Code unless
otherwise noted.

All references to Rev. Proc. 2015-13 are to Rev. Proc. 2015-13,
2015-5 |.R.B. 419 (as clarified and modified by Rev. Proc.
2015-33), or its successor.

All references to Rev. Proc. 2015-14 and the List of Automatic
Changes are to Rev. Proc. 2015-14, 2015-5 I.R.B. 450, or its
successor.

All references to Rev. Proc. 2016-1 are to Rev. Proc. 2016-1,
2016-1 I.R.B. 1, or its successor (updated annually).

General Instructions
Future Developments

For the latest information about developments related to Form
3115 and its instructions, such as legislation enacted after they
were published, go to www.irs.gov/form3115.

What's New

Change of filing address.

® Beginning in January 2016, the copy of Form 3115 for
automatic change requests should be sent to the Covington,
Kentucky Service Center. See the address chart on page 2.

* Exempt organizations file at the same address as other filers
of Form 3115. See the address chart on page 2.

Purpose of Form

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

Method Change Procedures

When filing Form 3115, you must determine if the IRS
. has issued any new published guidance which includes
)  revenue procedures, revenue rulings, notices,
regulations, or other relevant guidance in the Internal Revenue
Bulletin. For the latest information, visit Wwww.irs.gov.

For general application procedures on requesting accounting
method changes, see Rev. Proc. 2015-13. Rev. Proc. 2015-13
provides procedures for both automatic and non-automatic
changes in method of accounting.

Automatic change procedures. Unless otherwise provided in
published guidance, you must file under the automatic change
procedures if you are eligible to request consent to make a
change in your method of accounting under the automatic
change procedures for the requested year of change. See the
instructions for Part | later, and the List of Automatic Changes.

A Form 3115 filed under these procedures may be reviewed

you are required or permitted to file a single Form 3115 for
particular concurrent changes in method of accounting. See
section 6.03(1)(b) of Rev. Proc. 2015-13 for more information.

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 (DCN7)). 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. See Year of Change, later.
For qualifying changes and filing requirements, see the List of
Automatic Changes.

Non-automatic change procedures. If you do not qualify to
file under the automatic change procedures for the requested
change in method of accounting for the requested year of
change, you may be able to file under the non-automatic change
procedures. See Non-automatic change—Scope and Eligibility
Rules, in Part Ill, later. 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 submethod. A user fee is required. See the instructions
for Part Ill, later, for more information.

Filing exception for certain first-year tangible property
changes. A small business taxpayer may make certain tangible
property changes in method of accounting for its first taxable
year beginning on or after January 1, 2014 without filing a Form
3115. Under these special procedures, the change in method of
accounting is effectively made on a cut-off basis. These special
method change procedures apply to small business taxpayers
making certain method changes to comply with Regulations
sections 1.263(a)-3 and 1.168(i)-8. A small business taxpayer is
a business with total assets of less than $10 million or average
annual gross receipts of less than or equal to $10 million for the
prior three taxable years. For more details about eligibility and
these special method change procedures, see Rev. Proc.
2015-20, 2015-9 |.R.B. 694.

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
section 1.446-1(d)), whose method of accounting is being
changed.

For a 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. For example, the common parent corporation of a
consolidated group is the filer when requesting a change in
method of accounting for another member of that consolidated
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? ? 26 CFR 601.204: Changes in accounting periods and in methods of accounting.
(Also Part |, §§ 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, 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-
. ]r_ ]r_ . 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,
m |nstruc’r|ons or speC| IC cccoun’rlng 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.)

method changes are often in

various Revenue Procedures that Rev. Proc. 201730
are continuously superseded and
LIST OF AUTONMALIC CHANGES ..., vuosevsspmumsionisamssmmissssim i s misanss s s isesesss 7
SECTION 1. GROSS INCOME (§ B1)..cuveiiieiiiiiieiieiiecie it 7
rep'aced . .01 Up-front Payments for Network Upgrades received by Utilities ............ccccccvvvnene 7
SECTION 2. COMMODITY CREDIT LOANS (§ 77) .c.veviieiiiiiiiicieieesce e 8
.01 Treating amounts received as l0ans.............cceevviiiiniiiiieiiiieieisieee e srreessinnee e 8
SECTION 3. TRADE OR BUSINESS EXPENSES (§ 162) ...cc.ccoiiiiiiiiiiiiiiciiccineieenen 8
= The latest general procedures are 01 AVACES ad by  12WYer O Bohal Of IO e 5
02 1S OO0 0D BOBES v rasavsnvusawssons caesssiomy s o Saise iy 88815 (EHERE AT SRS AR 9
. .03 Restaurant or tavern smallwares packages...........cccceerveriiiiiriniieisine e 9
N Rev- PrOC . 20 ] 5'] 3 . .04 Timber grower fertilization costs

.05 Materials and supplies...................
:06, Repair.and maintenance CosIS s snasnmianmismianmsnaassy
. . .07 Wireline network asset maintenance allowance and units of property methods of
. The |Gte5t ||St Of GUtomOhC Chcnges accounting:under:Rev.. Proc: 201 1=-27 . xwvnmnsinsssimsvn o sosasin ssonavas i 11
.08 Wireless network asset maintenance allowance and units of property methods of
i~ 1 accounting under ReV. Proc. 2011-28 .........ccoeueiiieiiieeireiiieesieesesessessesssesse e 11
an d Spec I FI cin StrUCh ons for eGCh .09 Method of accounting under Rev. Proc. 2011-43 for taxpayers in the business of
transporting, delivering, or selling electricity ............cccccviiiiiiiiiiiiii, 12

one are | n Re\/. PrOC . 2 O ] 7-3 O . .10 Method of accounting under Rev. Proc. 2013-24 for taxpayers in the business of

enerating steam or electric power 13
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ATTACHMENT TO
FORM 3115

=In addition to filing
Form 3115, the
taxpayer may need to
provide an attachment
that lists additional
detail.

Filer: TAXPAYER NAME

EIN:  XX-XXXXXXX

Attachment to Form 3115

Tax Year Ended December 31, 2016

| Applicant [ EIN | Principal Business Activity Code |
[ TAXPAYER NAME l XRIKXXXXX ] XXXXXX

Part Il, Question 7b

The Applicant is not under examination. No further statement is required.

Part tion 14
a. The Applicant is requesting permission to change its method of accounting for qualifying energy-
efficient property within the meaning of §179D.
b. The Applicant’s present method of accounting for qualifying energy-efficient property described in
Line 12(a) is to recover amounts capitalized under section 168 and related regulations.
c. The Applicant's proposed method of accounting for qualifying energy-efficient property described in

Line 12(a) is to deduct eligible amounts under §179D and to properly reflect such deduction as a
reduction in the basis of such assets.
d. The Applicant uses the accrual method of accounting.

Part Il. Question 15a
The Applicant's trade or business is owning and leasing nonresidential commercial real estate.
Part Il. Question 16

The Applicant constructed [Building Name], a [BUILDING DESCRIPTION] located in [CITY, STATE]. [ENTER
OTHER BUILDING DETAILS, SUCH AS OCCUPANCY DATE, LEED CERTIFICATION, ENERGY EFFICIENT
FEATURES, ETC.].

The Applicant is currently depreciating these improvements as buildings over 39 years using the straight-line
method. The Applicant wants to change its method of accounting to deduct under §179D amounts paid or
incurred for the installation of energy efficient commercial building property as defined in §179D(c)(1).

A taxpayer making this change must attach a certification as required by section 4 of Notice 2006-52, 2006-1
C.B. 1175, or section 5 of Notice 2008-40, 2008-14 |.R.B. 725, to demonstrate the energy efficient commercial
building property has achieved the reduction in energy and power costs or in lighting power density necessary
to qualify for the §179D deduction. These certifications are attached.

Part Il ion 17
The change of accounting method will not be used for the Applicant’s books, records and financial statements

because the change of accounting method is not required or permitted under generally accepted accounting
principles (GAAP).
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TOP TIP...

= While Form 3115, the corresponding instructions, and the
related Revenue Procedures and other rules are lengthy, tax
preparers only need to know a small portion for any given
change.

= The key is to determine which sections are relevant.
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COMPLETING FORM 3115

Table B: Schedules to Complete on Form 3115 for Common Accounting Method Changes
Information to be completed for common method change requests

Common Method Schedule A Schedule B Schedule C Schedule D Schedule E
Changes
- NOf G pCI rtS O n Partl | Partll Partl | Partll | Partl | Partll | Partlll
Accrual to Cash X X
h d | f F Cash to Accrual X

SC e U es ro I I I O rl I l Capitalize to Expense
Expense to Capitalize X* X*

3 ] ] 5 d d Depreciation X

G re U Se G n Long-Term Contracts X X
Inventory Valuation X X*
hould be left blank

shou e left blank. E | B
Pooling
Change to Deferral X
Method for Advanced

Table A: Parts to Complete on Form 3115 for Accounting Method Changes Payments
Information to be completed for automatic and non-automatic change requests
Part | Part Part lll Part IV
Automatic Change X X X
Non-Automatic Change X X X
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COMPLETING FORM 3115, CONT'D

= Most information on Page 1 top is found on the taxpayer’s income
fax return.

« Part | is for Automatic Changes, whereby the taxpayer lists the
DCN, which can be found in the instructions.

= Part Il information is required for all accounting methods. My
defaults are check “No” for 6a, 8a, and 10 —= 17, “Yes” for 7a and

18, “Not under exam” for 7b, and the rest blank. However, each
question should be reviewed thoroughly.

1CS
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COMPLETING FORM 3115, CONT'D

=Part IV: The 481(a) Adjustment

= Section 481(a) provides that, where a taxpayer’s taxable income
for a tax year is computed under a method of accounting
different from that previously used, an adjustment will be made to
prevent amounts from being duplicated or omitted solely by
reason of the change in accounting method.

1CS
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SAMPLE 481(a) CALC: DEPRECIATION

= Taxpayer purchased a building in 2012 for $3.9M and has been depreciating it as real property over 39 years. As
a result of a cost segregation study completed in 2016, the taxpayer carved out $780,000 as 5-year property.

= The 481(a) Adjustment would be $(565,216), the difference between the original and proposed accumulated
depreciation at year-end 2015. For 2016, the taxpayer would take $169,856 of depreciation expense.

Building Tax Basis: Segregated Tax Basis:
$ 3,900,000 $ 780,000 $ 3,120,000
Original Method Proposed Method
Annual Depr. Exp.| Accumulated Annual Depr. Exp. Accumulated 481(a)

Year 39-Year Depreciation 5-Year | 39-Year Depreciation Adjustment
2012 § 100,000 $ 100,000 $ 156,000 $ 80,000 $ 236,000
2013  $ 100,000 $ 200,000 $ 249,600 $ 80,000 $ 565,600
2014  $ 100,000 $ 300,000 $ 149,760 $ 80,000 $ 795,360
2015 § 100,000 $ 400,000 ' $ 89,856 $ 80,000 $ 965,216 ' $ (565,216)
2016 § 100,000 " $ 500,000 $ 89,856  $ 80,000 $ 1,135,072
2017 $ 100,000 $ 600,000 $ 44,928 $ 80,000 $ 1,260,000

1CS
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SAMPLE 481(a) CALC: CASH TO

» ABC Corporation, a calendar year taxpayer using the cash
method of accounting, has the following items of unreported
income and expense on December 31, 2015:

Accrued income $250,000

Uncollectible amounts based on the nonaccrual- $50,000
experience method

Accrued amounts properly deductible (economic $75,000
performance has occurred)

Expenses eligible for recurring item exception $5,000

= ABC Corporation changes to an overall accrual method, a
nonaccrual-experience method, and the recurring item
exception for calendar year 2016. The section 481(a)
adjustment is calculated as of January 1, 2016, as follows:

UAL METHOD OF ACCOUNTING

Accrued income (Line 2a) $250,000

Less:

Uncollectible amount (50,000)

Net income accrued but not received $200,000
Less:

Accrued expenses (Line 2c) (75,000)

Expenses deducted as recurring item

(Line 2g) (5.000]

Total expenses accrued but not paid (80,000)
Section 481(a) adjustment $120,000




AUDIT PROTECTION FOR YEARS
PRIOR TO THE CHANGE

If a taxpayer files a timely Form 3115 pursuant to Rev. Proc. 2015-13, the IRS
generoﬁy will not require the taxpayer to change its method of accounting for the
same item for any taxable year prior to the year of change. The IRS may,
however, make a method change for a prior year in any of the following
circumstances:

= The change is not made or is made improperly;

= The requested change is to a sub-method and the IRS's change is to the method itself;

= The IRS's change is a prior year IRS-initiated change; or

= There is a pending or future criminal investigation or proceeding concerning the taxpayer's tax
liability, or the possibility of false or fraudulent statements by the taxpayer relating to its tax
liability, for the prior year.
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SOME THINGS TO KNOW

= Some method changes can and should be filed on one Form 3115s, such as
DCN 7 for Depreciation and DCN 205 for Missed Retirements.

= Taxpayers generally cannot amend a return to include a new accounting
method change. If a taxpayer files a return and wants to make an accounting
method change, they can file a “superseding” tax return before the extended

due date.

= There are rules prohibiting making the same method change twice within a
certain period. Sometimes these rules are temporarily waived, such as DCN

184 for Reﬁoirs and Maintenance Eerndi’rures under the TPRs.
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THE WHEN AND THE WHERE:
ACCOUNTING METHOD CHANGES
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WHEN AND WHERE TO FILE

= The original Form 3115 should be filed with the income tax
return.

= A duplicate copy of the signed Form 3115 should be sent to
the IRS. The address varies depending on whether the change
request is automatic or non-automatic (see 3115 instructions).
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CONTACLTS...

Alexander Bagne, JD, CPA, MBA, CCSP
President — ICS Tax, LLC

alexb@ics-tax.com

216-870-0742

ICS Tax, LLC Locations

Twin Cities Office (HQ) Northeast Ohio Office Pacific Coast Office Tristate Office Dakotas Office
3890 Pheasant Ridge Dr NE, Ste 180 3401 Enterprise Pkwy, Ste 340 1234 Wilshire Boulevard, #121 400 Chambers Street #8K 7001 South Lyncrest PI, Ste105
Blaine, MN 55449 Beachwood, OH 44122 Los Angeles, CA, 90017 New York, NY 10282 Sioux Falls, SD 57108
763-354-2670 216-870-0742 310-968-0970 646-559-5024 605-929-6942
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