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SECTI ON 1. PURPOSE

Thi s revenue procedure provi des procedures by which
certain corporations may obtain automatic approval to change
their annual accounting periods under § 442 of the |nternal
Revenue Code. This revenue procedure nodifies, anplifies, and
supersedes Rev. Proc. 92-13, 1992-1 C.B. 665. A corporation
conplying with all the applicable provisions of this revenue
procedure has obtained the consent of the Conm ssioner of the
I nternal Revenue Service to change its annual accounting period
under 8 442 and the Incone Tax Regul ati ons t hereunder.

SECTI ON 2. BACKGROUND



.01 Section 1.442-1(a)(1) of the Incone Tax Regul ations
provides that if a taxpayer w shes to change its annual
accounting period (as defined in 8 441(c)) and adopt a new
taxabl e year (as defined in 8 441(b)), it nust obtain prior
approval fromthe Conmi ssioner.

.02 Section 1.442-1(b)(1) provides that in order to secure
prior approval of a change of a taxpayer’s annual accounting
period, the taxpayer nust file an application on Form 1128,
Application to Adopt, Change, or Retain a Tax Year, with the
Conmi ssi oner on or before the 15'" day of the second cal endar
nonth follow ng the close of the short taxable year required to
effect the change. Section 1.442-1(b)(1) also provides that
approval will not be granted unless the taxpayer and the
Conmi ssi oner agree to the terns, conditions, and adjustnents
under which the change will be effected.

.03 Section 1.442-1(c) provides a special rule whereby certain
corporations may change their annual accounting periods w thout

the prior approval of the Conmm ssioner. Rev. Proc. 92-13 al so
provi ded procedures whereby certain corporations that did not
satisfy the conditions of 8 1.442-1(c) could obtain expeditious

approval of a change of their annual accounting peri od.



.04 Section 1.443-1(b)(1)(i) provides that if a return is nade
for a short period resulting froma change of an annual
accounting period, the taxable incone for the short period nust
be placed on an annual basis by nultiplying the income by 12 and
dividing the result by the nunber of nonths in the short period.
Unl ess 88 443(b)(2) and 1.443-1(b)(2) apply, the tax for the
short period is the sane part of the tax conputed on an annual
basis as the nunber of nonths in the short period is of 12
nmont hs.

.05 Sections 1.852-3(e) and 1.857-2(a)(4) provide that the
taxabl e i ncone of a regul ated i nvestnent conpany (RIC) and a real
estate investnent trust (REIT) are conputed wi thout regard to 8§
443(b). Thus, taxable income for a period of |less than 12 nonths
I's not placed on an annual basis even though such short taxable
year results froma change of annual accounting peri od.

SECTI ON 3. SI GNI FI CANT CHANGES
Signi ficant changes to Rev. Proc. 92-13 nmade by this revenue
procedure include:

.01 Section 4.01(2) provides that this revenue procedure
applies to a corporation that wants to change froma 52-53-week
taxabl e year to a taxable year that ends with reference to the

sane nonth, and vice versa;



.02 Section 4.01(3) adds a provision whereby a controlled
foreign corporation (CFC) may revoke its one-nonth deferra
el ection under 8 898(c)(1)(B) and automatically change its
taxabl e year to the majority United States sharehol der year (as
defined in § 898(c)(1)(0O);

.03 Section 4.02(1) provides certain exceptions to the 6-year
wai ting period between automatic period changes, such as for
changes to or froma 52-53-week taxable year referencing the sane
nmont h;

.04 Section 4.02(2) adds three exceptions to the scope
restrictions applicable to an autonatic period change for a
corporation that is a nenber of a partnership or a beneficiary of
a trust or estate;

.05 Section 4.02(3) adds two exceptions to the scope
restrictions applicable to an automatic period change for a
corporation that is a sharehol der of a foreign sales corporation
(FSC) or an interest charge donestic international sales
corporation (1C DI SC;

.06 Section 4.02(6) elimnates the prohibition of an automatic
period change for a corporation nmaking an S corporation election

effective for the taxable year immedi ately followi ng a change in



accounting period, provided the corporation is changing to a
permtted S corporation taxable year;

.07 Section 4.02(14) nodifies the scope restriction for a
cooperative association with a loss in the short period required
to effect the change to allow an otherw se automatic change if
the patrons of the cooperative association remain substantially
the sane before and after the accounting period change; and

.08 Section 5.06 deletes the requirenent that a net operating
|l oss (NOL) in the short period required to effect the change nust
be deducted ratably over 6 years. Further, section 5.06
i ncreases (from $10, 000 to $50, 000) the exception to the general
rul e proscribing a carryback of a short period NOL.

SECTI ON 4. SCOPE

.01 Applicability. (1) In general. This revenue procedure
applies to a corporation requesting consent to change its annual
accounting period. The common parent of a consolidated group may
change the group’s annual accounting period under this revenue
procedure if every nmenber of the consolidated group neets all the
requi renents and conplies with all the conditions of this revenue
procedure.

(2) 52-53-week year. Notw thstanding section 4.02 of this

revenue procedure, this revenue procedure applies to a



corporation (including a nenber of a consolidated group) that
wants to change froma 52-53-week taxable year to a taxable year
that ends with reference to the same nonth, and vice versa.

(3) Section 898 election. Notw thstanding section 4.02 of
this revenue procedure, this revenue procedure applies to a CFC
(as defined in 8 957) that wants to revoke its one-nonth deferral
el ection under 8 898(c)(1)(B) and change its taxable year to the
majority U S. sharehol der year (as defined in 8§ 898(c)(1)(CQ)).

.02 Inapplicability. This revenue procedure does not apply to
a corporation that:

(1) has changed its annual accounting period at any tine
within the 6 cal endar years ending with the cal endar year that
I ncl udes the beginning of the short period required to effect the
change. For this purpose, the follow ng changes will not be
consi dered a change in annual accounting peri od:

(a) a change in accounting period by a subsidiary
to its common parent’s taxable year in order to conply with the
common taxabl e year requirenent of § 1.1502-76(a)(1l). See 8
1.442-1(d);

(b) any prior change in accounting period by a
maj ority-owned, newly acquired subsidiary that wants to change to

the taxable year of its donestic or foreign parent with which it



does not file consolidated tax returns in order to file
consolidated financial statenents, provided the change is nade
within 12 nonths of the acquisition. For purposes of this
subsection, “majority-owned” nmeans ownership that satisfies the
test of § 1504(a)(2), substituting “nore than 50 percent” for “at
| east 80 percent;”

(c) a change froma 52-53-week taxable year to a
taxabl e year that ends wth reference to the sane nonth, and vice
ver sa;

(2) is a nenber of a partnership or a beneficiary of a
trust or an estate (collectively referred to as “pass-through
entities”) as of the end of the short period. However, an
interest in a pass-through entity will be disregarded for this
purpose if any of the follow ng conditions are net:

(a) the partnership in which the corporationis a
majority interest partner (i.e., a partner having an interest in
the partnership’s profits and capital of nore than 50 percent)
woul d be required to change its taxable year pursuant to 8 706(Db)
to the new taxabl e year of the corporation. See section 5.08 of
this revenue procedure for a special termand condition related

to this exception



(b) the new taxable year of the corporation would
result in no change in or less deferral (as described in 8§ 1.706-
1T(a)(2)) fromthe pass-through entity than the present taxable
year of the corporation. |If the pass-through entity is a
partnership, the corporation should conpare the existing deferral
period (between the partnership’ s and the corporation’s current
taxabl e years) with the new deferral period (between the taxable
year of the partnership that would be required under 8 706 and
the corporation’s new taxable year). See section 4.04 of this
revenue procedure for an exanple of this rule; or

(c) for pass-through entities not qualifying for the
exceptions in either section 4.02(a) or 4.02(b) of this revenue
procedure, the pass-through entity in which the corporation has
an interest has been in existence for at |east 3 taxable years
and the interest is de mnims. For this purpose, an interest in
a pass-through entity is de mnims only if:

(i) for each of the prior 3 taxable years of the

corporation, the anount of incone (including ordinary income or
| oss, capital gains or |osses, rents, royalties, interest, or
di vi dends) from such pass-through entity is less than or equal to
(A) 5 percent of the corporation’s gross receipts (or, in the

case of a nenber of a consolidated group, the consolidated



-10-

group’s gross receipts) for those taxable years, and (B)
$500, 000; and

(ii1) the amount of incone fromall such pass-
through entities in the aggregate is |less than or equal to the
anounts described in (A) and (B) above. See section 4.04 of this
revenue procedure for an exanple of this rule;

(3) is a shareholder of a FSC or I C-DI SC, as of the end of
the short period. However, an interest in a FSCor ICGDISCis
disregarded if either of the following conditions is net:

(a) the FSC or IC-DSCin which the corporation is the
princi pal shareholder (i.e., the shareholder with the highest
percent age of voting power as defined in 8§ 441(h)) would be
required to change its taxable year pursuant to 88 1.921-1T(b)(4)
and (b)(6) to the new taxable year of the corporation. See
section 5.08 of this revenue procedure for a special term and
condition related to this exception; or

(b) the new taxable year of the corporation would
result in no change in or |ess deferral of inconme (as determ ned
under the principles of 8 1.706-1T(a)(2)) fromthe FSC or | C DI SC
than the present taxable year of the corporation;

(4) is a FSCor an ICGDISC. See § 1.921-1T(b)(4) for

rul es regardi ng automati c changes of the annual accounting period
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of a FSC or IC-DI SCto the taxable year of its principal
shar ehol der

(5) is an S corporation (as defined in 8 1361). See Rev.
Proc. 87-32 for procedures to follow for certain automatic
changes in the annual accounting period of an S corporation;

(6) attenpts to nake an S corporation election for the
taxabl e year imediately follow ng the short period, unless the
change is to a permtted S corporation year. For this purpose, a
“permtted S corporation year” includes a cal endar year, a
taxabl e year permtted under 8§ 444, or an ownership taxable year
or natural business year (as defined in Rev. Proc. 87-32, 1987-2
C.B. 396);

(7) is a personal service corporation (as defined in §
441(i)). See Rev. Proc. 87-32 for procedures to follow for
certain automatic changes in the annual accounting period of a
personal service corporation;

(8) is a CFC (as defined in 8 957) or a foreign personal
hol di ng conmpany (FPHC) (as defined in § 552);

(9) is a sharehol der of a CFC or FPHC. However, an
interest in a CFC or FPHC is disregarded if the shareholder is
the mpjority U S. shareholder (i.e., the sharehol der that neets

t he ownership requirenent of 8 898(b)(2)(A)) and the CFC or FPHC
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woul d be required to change its taxable year to the new taxabl e
year of the shareholder. See section 5.08 of this revenue
procedure for a special termand condition related to this
exception;

(10) is a tax-exenpt organization, other than an
organi zati on exenpt from federal income tax under 8§ 521, 526,
527, or 528. See Rev. Proc. 85-58, 1985-2 C. B. 740, for
procedures to follow in changing an annual accounting period for
a tax-exenpt organization not neeting the scope of this revenue
procedure;

(11) is a direct or indirect sharehol der of a passive
foreign investnent conpany (PFIC) that is a qualified electing
fund (within the neaning of 8§ 1295) with respect to the
shar ehol der

(12) is a PFIC that U S. persons (who own directly or
indirectly, in the aggregate, 10 percent or nore of the conpany)
el ected under § 1295 to treat as a qualified electing fund;

(13) is a corporation which has in effect an el ection
under § 936; or

(14) is a cooperative association (wthin the neaning of 8
1381(a)) with a loss in the short period required to effect the

change of annual accounting period, unless all the patrons of the
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cooperati ve association are substantially the sanme in the year
bef ore the change of annual accounting period, in the short
period required to effect the change, and in the year follow ng
the change. For purposes of this subsection, “substantially the
sanme” neans that ownership of nore than 90 percent of the
cooperati ve association’s stock is owned by the sane nenbers.

.03 Nonautomati c changes. Corporations that are unable to use
the automatic provisions of this revenue procedure nust secure
prior approval fromthe Conm ssioner for a change in an
accounting period pursuant to 8 442 and the regul ations
t her eunder.

. 04 Exanpl es.

(1) Exanple 1. (i) Corporations V, W X, Y, and Z hold
equal 20 percent interests in the capital and profits of
partnership ABC. V and Ware cal endar year taxpayers. X and Y
have a taxable year ending June 30, and Z has a taxable year
endi ng Septenber 30. ABC does not have a business purpose for a
particul ar taxable year, and thus, pursuant to 8 1.706-1T, ABC is
required to use a taxable year ending June 30 because that
taxabl e year results in the | east aggregate deferral of inconme to
Its partners. Z currently has a 3-nonth deferral period (the

nunber of nonths fromthe end of ABC s taxable year to the end of
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Z's taxable year). Z wants to change its taxable year to a
cal endar year

(ii) If Z changes its taxable year to a cal endar year
ABC woul d be required to change its taxable year under 8 706 to
its mpjority interest taxable year, which is the cal endar year
As a result of Z's new taxable year and ABC s new taxabl e year
Z's deferral period would be elimnated. Because Z's new taxable
year would reduce Z's deferral, Z may disregard its interest in
ABC under section 4.02(2)(b) of this revenue procedure.

(2) Exanple 2. (i) Corporation X, a cal endar year
taxpayer, wants to change its tax year to a year ending June 30.
X has interests in five partnerships, ABC, DEF, GH , JKL, and
MNO. All of the partnerships have been in existence for over
three taxable years. X s interests in each of ABC and DEF is
greater than 50 percent. X s interest in GH, JKL, and MO is 15
percent, 10 percent, and 5 percent, respectively. GH uses the
majority interest taxable year ending May 31 and JKL and MNO each
use their respective majority interest taxable year ending
Decenber 31. X s distributive share of incone/(loss) from JKL
for the prior three taxable years is $300, 000, $(100,000), and
$200, 000, respectively, and from MNO i s $300, 000, $200, 000, and
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$100, 000, respectively. X s gross receipts for each of those
same taxabl e years was $15, 000, 000.

(i1) X s interests in its pass-through entities wll
be disregarded only if each pass-through entity satisfies one of
t he exceptions enunerated under section 4.02(2) of this revenue
procedure. In the instant case, X s interests in ABC and DEF
each neet the exception in section 4.02(2)(a) because X is the
majority interest partner in each partnership. X s interest in
GHl neets the exception in section 4.02(2)(b) because X s new
taxabl e year would result in less deferral than its old taxable
year (the deferral between May 31 and June 30 of 1 nonth as
conpared to the deferral between May 31 and Decenber 31 of 7
nonths). Because X is not the majority interest partner in JKL
and MNO and because its new taxable year would not result in |less
deferral fromthese partnerships, X s interests in JKL and M\O
may be disregarded only if they satisfy the de mnims exception
In section 4.02(2)(c). A though the income fromJKL and MNO for
each of the prior three taxable years is |less than 5 percent of
X s gross receipts and $500, 000, the income for year 1 from JKL
and MNO, in the aggregate ($300,000 and $300, 000), exceeds the
$500, 000 amount specified in section 4.02(2)(c)(ii).

Consequently, JKL and MNO fail to satisfy the de mnims
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exception in section 4.02(2)(c). Because X' s interests in all of
Its pass-through entities will not be disregarded, X is not
Wi thin the scope of this revenue procedure.

SECTION 5. TERMS AND CONDI TI ONS OF CHANGE

.01 In general. A change in annual accounting period filed
under this revenue procedure nust be made pursuant to the terns
and conditions provided in this revenue procedure.

.02 Short period. The short period required to effect the
change of annual accounting period nust begin with the day
follow ng the close of the old taxable year and end with the day
preceding the first day of the new taxabl e year.

.03 Short period tax return. The corporation or consolidated
group nust file a federal income tax return for the short period
by the due date of that return, including extensions pursuant to
8§ 1.443-1(a). The corporation’s taxable income (or the
consolidated group’s consolidated taxable incone) for the short
period nust be annualized, except in the case of a RRC or a REIT,
and the tax nust be conputed in accordance with the provisions of
88 443(b) and 1.443-1(b). However, for changes to or froma 52-
53-week taxable year, see special rules in 8 1.441-2T(c)(5).

.04 Subsequent year tax returns. Returns for subsequent

t axabl e years nust be made on the basis of a full 12 nonths (or
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on a 52-53-week basis) ending on the |ast day of the new taxable
year, unless the corporation or consolidated group secures the
approval of the Comm ssioner to change its new taxabl e year.

.05 Book conformty. The books of the corporation or
consol i dated group nust be closed as of the |ast day of the new
taxabl e year. The corporation or consolidated group nust conpute
Its income and keep its books and records (including financi al
statenments and reports to creditors) on the basis of the new
t axabl e year

.06 Net operating |losses. |If the corporation (or consolidated
group) has a NOL (or consolidated NOL) in the short period
required to effect the change, the NOL may not be carried back
but nust be carried over in accordance with the provisions of §
172 beginning with the first taxable year after the short period.
However, the short period NOL (or consolidated NO.) is carried
back or carried over in accordance with 8 172 if it is either:
(a) $50,000 or less, or (b) results froma short period of 9
nmonths or longer and is less than the NOL (or the consolidated
NOL) for a full 12-nonth period beginning wwth the first day of
t he short peri od.

.07 General business credits. |If there is an unused general

busi ness credit or any other unused credit for the short period,
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the corporation or consolidated group nust carry that unused
credit forward. An unused credit fromthe short period nmay not
be carried back.

.08 Concurrent change for related entities. If a
corporation’s interest in a pass-through entity, FSC, |C DI SC,
CFC, or FPHC is disregarded pursuant to sections 4.02(2)(a),
4.02(3)(a), or 4.02(8) of this revenue procedure because the
entity is required to change its taxable year to the
corporation’s new taxable year, the entity nust change its
t axabl e year concurrently with the corporation’s change in
t axabl e year, notwi thstanding the testing date provisions in 88§
706(b) (4) (A (ii) and 898(c)(1)(C(ii).

SECTI ON 6. MANNER OF EFFECTI NG THE CHANGE

.01 Consent. Approval is hereby granted to any corporation or
consol idated group wthin the scope of this revenue procedure to
change its annual accounting period, provided the corporation or
consol idated group conplies with all the applicabl e provisions of
this revenue procedure. Approval is granted beginning with the
short period required to effect the change. A corporation or
consol i dated group granted approval under this revenue procedure

to change its annual accounting period is deened to have



-19-

established a business purpose for the change to the satisfaction
of the Secretary.

.02 Filing requirenments. (1) Where to file. Any corporation
(including the common parent of a consolidated group) that
deci des to change its annual accounting period pursuant to the
provi sions of this revenue procedure nust conplete and file a
current Form 1128 with the Director, Internal Revenue Service
Center, Attention: ENTITY CONTROL, where the corporation or
consolidated group files its federal incone tax return. No
copies of Form 1128 are required to be sent to the National
Ofice.

(2) Wen to file. A Form 1128 filed pursuant to this
revenue procedure will be considered tinely filed for purposes of
8§ 1.442-1(b)(1) only if it is filed on or before the tine
(i ncluding extensions) for filing the return for the short period
required to effect such change.

(3) Label. In order to assist in the processing of the
change in annual accounting period, reference to this revenue
procedure nmust be made a part of the Form 1128 by either typing
or legibly printing the follow ng statenment at the top of page 1
of the Form 1128: “FILED UNDER REV. PROC. 2000-11.” For a CFC

that is revoking a §8 898(c)(1)(B) election under section 4.01(3)
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of this revenue procedure, the label at the top of page 1 of the
Form 1128 shoul d read “REVOCATI ON OF § 898(c)(1)(B) ELECTION
FI LED UNDER REV. PRCC. 2000-11.~”

(4) Signature requirenents. The Form 1128 nust be signed
on behal f of the corporation requesting the change of annual
accounting period by an individual with authority to bind the
corporation in such matters. |If the corporation is a nenber of a
consol i dated group, the Form 1128 nust be signed by a duly
aut hori zed officer of the common parent. |If an agent is
aut horized to represent the corporation or consolidated group
before the Service, to receive the original or a copy of
correspondence concerning the application, or to perform any
ot her act(s) regarding the application on behalf of the
corporation or consolidated group, a power of attorney reflecting
such aut hori zation(s) should be attached to the application. A
corporation or consolidated group’s representative wthout a
power of attorney to represent the corporation or consolidated
group will not be given any information about the application.

(5) No user fee. A user fee is not required for an
application filed under this revenue procedure and, except as

provided in section 7.01 of this revenue procedure, the receipt
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of an application filed under this revenue procedure may not be
acknow edged.

(6) Consolidated application. A common parent may file a
single application to change the annual accounting period of its
consolidated group. The commopn parent corporation nmust clearly
I ndi cate that the Form 1128 is filed on behalf of the common
parent and all its subsidiaries, and the common parent nust
answer all relevant questions on the Form 1128 for each nmenber of
t he consolidated group.

SECTI ON 7. REVI EW OF APPLI CATI ON

.01 Service Center review. A Service Center may deny a change
of annual accounting period under this revenue procedure only if:
(a) the Form 1128 is not filed tinely, or (b) the corporation or
consolidated group fails to neet the scope or ternms and
conditions of this revenue procedure. |f the change is denied,
the Service Center will return the Form 1128 with an expl anati on
for the deni al

.02 Review of examining officials. The appropriate exam ning
official may ascertain if the change in annual accounting period
was nmade in conpliance with all the applicable provisions of this
revenue procedure. Corporations or consolidated groups changing

their annual accounting period pursuant to this revenue procedure
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W t hout conmplying with or satisfying all the terns and conditions
of this revenue procedure ordinarily will be deened to have
initiated the change in annual accounting period w thout the
consent of the Conm ssioner.
SECTI ON 8. EFFECTI VE DATE AND TRANSI TI ON RULE

.01 Effective date. This revenue procedure generally is
effective for all changes in annual accounting periods for which
the short period ends on or after January 18, 2000. However, if
the time period set forth in section 6.02(2) of this revenue
procedure for filing a Form 1128 with respect to a short period
has not yet expired, a corporation or consolidated group neeting
the scope of this revenue procedure may elect early application
of the procedure by providing the notification set forth in
section 6.02(3) on the top of page 1 of Form 1128 and by
satisfying the other procedural requirenents of section 6.

.02 Transition rule. If a corporation or consolidated group
Wi thin the scope of this revenue procedure filed an application
with the National Ofice to nmake a change in annual accounting
period and the application is pending with the National Ofice on
January 18, 2000, the corporation or consolidated group nmay nake
t he change under this revenue procedure. However, the Nati onal

Ofice will process the application in accordance with the
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authority under which it was filed, unless prior to the |later of
March 3, 2000, or the issuance of the letter ruling granting or
denyi ng consent to the change, the corporation or consolidated
group notifies the National Ofice that it wants to nake the
change under this revenue procedure. |If the corporation or
consolidated group tinely notifies the National Ofice that it
wants to make the change under this revenue procedure, the
National O fice will require the corporation or consolidated
group to make appropriate nodifications to the application to
conply with the applicable provisions of this revenue procedure.
In addition, any user fee that was submtted with the application
will be refunded to the corporation or consolidated group.
SECTI ON 9. EFFECT ON OTHER DOCUMENTS

Rev. Proc. 92-13, Rev. Proc. 92-13A, 1992-1 C B. 668, and
Rev. Proc. 94-12, 1994-1 C.B. 565, are nodified, anplified, and
super seded.
DRAFTI NG | NFORNMATI ON

The principal authors of this revenue procedure are Roy A
H rschhorn and Martin Scully, Jr. of the Ofice of Assistant
Chi ef Counsel (lIncome Tax and Accounting). For further
I nformati on regarding this revenue procedure, contact Roy A
H rschhorn or Martin Scully, Jr. on (202) 622-4960 (not a toll-

free call).
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