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 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/45L), Research & Development Tax Credits, Cost Segregation 

Studies, IC-DISC Export Incentives, Accounting Methods, and Utility 

Rebates.
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 Alex Bagne is the President of ICS Tax, LLC (ICS). His expertise 
includes the tangible property regulations, cost segregation, energy 
efficiency incentives (179D/45L), 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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 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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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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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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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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Each Automatic

Method Change has a 

Designated Change 

Number (DCN).

About 200 DCNs.
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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.
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 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.
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 The new Tangible Property Regulations allow taxpayers to 

retroactively review expenditures that were capitalized but qualify 

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.
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 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, HVAC 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.
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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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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.
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 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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 Taxpayers wanting to 

make an accounting 

change file Form 3115, 

Application for Change 

in Accounting Method.

 Form 3115 has 8 

pages, but not all are 

used at once.
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The 23 page of 

instructions are 

reasonable intuitive.

However, they are not 

always updated.
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 Instructions for specific accounting 

method changes are often in 

various Revenue Procedures that 

are continuously superseded and 

replaced.

 The latest general procedures are 

in Rev. Proc. 2015-13.

 The latest list of automatic changes 

and specific instructions for each 

one are in Rev. Proc. 2017-30.
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 In addition to filing 

Form 3115, the 

taxpayer may need to 

provide an attachment 

that lists additional 

detail.
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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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Not all parts and 

schedules from Form 

3115 are used and 

should be left blank.
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Most information on Page 1 top is found on the taxpayer’s income 
tax return.

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

 Part II 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.
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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.
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 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 $169,856 of depreciation expense.
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3,900,000$      780,000$        3,120,000$     

Annual Depr. Exp.

39-Year 5-Year 39-Year

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$     

 481(a) 

Adjustment Year

 Accumulated 

Depreciation 

 Accumulated 

Depreciation 

Annual Depr. Exp.

Proposed MethodOriginal Method

Building Tax Basis: Segregated Tax Basis:



 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:

 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:
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Accrued income (Line 2a) $250,000

Less:

Uncollectible amount (50,000)

Net income accrued but not received $200,000

Less:

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

Expenses deducted as recurring item 
(Line 2g) (5,000)

Total expenses accrued but not paid (80,000)

Section 481(a) adjustment $120,000

Accrued income $250,000

Uncollectible amounts based on the nonaccrual-
experience method

$50,000

Accrued amounts properly deductible (economic 
performance has occurred)

$75,000

Expenses eligible for recurring item exception $5,000



If a taxpayer files a timely Form 3115 pursuant to Rev. Proc. 2015-13, the IRS 
generally 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 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 Repairs and Maintenance Expenditures under the TPRs.
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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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ICS Tax, LLC Locations

www.ics-tax.com 

Alexander Bagne, JD, CPA, MBA, CCSP

President – ICS Tax, LLC

alexb@ics-tax.com

216-870-0742
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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 Pl, 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


