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Internal Revenue Service
26 CFR Parts 301 and 602

Extensions of Time to Make
Elections

AGENCY: Internd Revene Servie
(IRS), Treasuy.

ACTION: Temporay regulations.

SUMMARY: This documeh contains
temporay regulatiors concernilg exten-
siors of time for making certan elec-
tions unde the Internd Revene Code
(Code) The regulatiors provide the
standard tha the Commissione will

ue to grart taxpayes extensios of
time for making thes elections The
text of thee temporay regulatiors also
serves as the text of the propose regu-
lations sd forth in IA—29-9% on page 14
in this isste of the Bulletin.

DATES. The® regulatiors are effective
Jure 27, 1996.

For- dates— of- applicability,~ see
§ 301.9100-1T(h of thew regulations.

FOR- FURTHER- INFORMATION
CONTACT: Robet A. Testdf at (202)
622- 4960 (nat a toll-free number).

SUPPLEMENARY INFORMATION:

Paperwok Reductim Act

Thes regulatiors are being issued
without prior notice and public proce-
dure pursuan to the Administrative Pro-
cedue Act (5 U.S.C 553) For this
reason the collection of information
containg in thes regulatiors has been
reviewal and pendirg receig and
evaluatiom of public comments ap-
proved by the Office of Management
ard Budge unde contrd numbe 1545—
1488 Responsg to this collection of

information are requirad to obtan an
extensim of time for making an elec-
tion.

An ageng may not condud or spon-
sa, and a persm is naot requirad to
respom to, a collection of information
unles the collection of information dis-
plays avalid contrd numbe:.

For furthe information concerning
this collection of information where to
submt commens on the collection of
information and the accurag of the
estimate burden amd suggestioa for
reducirg this burden plea® refer to the
preambé to 1A—29-% on page 14 in
this isste of the Bulletin.

Books or record relating to a collec-
tion of information mud be retainel as
long as their contens may becone ma-
terid in the administration of ary inter-
nd revene law. Generaly, tax returns
and tax retum information are confiden-
tial, as requiredl by 26 U.S.C 6103.

Backgound

This documenh contairs temporary
regulatiors amenditg the Regulatiors on
Procedue and Administration (26 CFR
pat 301) concerniig extensios of time
for making certah elections The regula-
tions provide the standard tha the
Commissione will use to grart taxpay-
ers extensios of time for making these
elections Thes standard provide relief
to taxpayes who reasonall amd in
godd faith fail to make atimely election
when grantirg relief will not prejudice
the interess of the government The
regulatiors provide a mears by which
taxpayes can be in the sane position
they would hawe beea in had they made
their electiors in atimely fashion.

Explanatian of Provisions

Thes temporay regulatiors provide
the standard the Commissione will use
to determire whethe to grart an exten-
sion of time to make an electilmm when
the deadlire for making the electim is
prescribé by regulation revene ruling,
revene procedure notice or announce-
mert publishel in the Feder&a Register
or the Internd Revene Bulletin (regula-
tory election) Unde sectim 6081(a),
these regulatiors also provide an auto-
matic extensim of time to make an
electicm when the deadlire for making
the electimn is prescribe by statute
(statutoy electior) ard the deadlire for
making the electin is the due dage of
the retum or the due dak of the return
including extensions Thes regulations



adopt and revise the standards for reliefinder section 6662; (2) the taxpayer wataxpayer is under examination, requests
provided in Rev. Proc. 92-85, 1992—-Zully informed of the required election relief to change from an impermissible

C.B. 490. and related tax consequences and chosgethod of accounting, and granting re-
_ . not to file the election; or (3) the lief will provide the taxpayer a more
Automatic Extensions taxpayer uses hindsight in requestindgavorable method of accounting or more

relief. favorable terms and conditions than the

Rev. Proc. 92-85 provides an auto- . Id ive if the ch ;
matic 12-month extension for certain 1€ témporary regulations adopt théaxpayer would receive If the change is

regulatory elections listed in Appendix AStandards for prejudice to the interestsnade as part of the examination; or (3)
of that revenue procedure. The tempo@f the government in Rev. Proc. 92-85the election provides a more favorable
rary regulations continue the automatic "€ regulations provide that the interestsnethod of accounting or more favorable
12“month extension and update the lisp! the government are deemed to béerms and conditions if the election is
of eligible regulatory elections. _prejudlced if granting relief Would_resylt made by a certain date or taxable year.
Rev. Proc. 92-85 also provides ar @ taxpayer having a lower tax liability ~Rev. Proc. 92-85 provides an auto-
automatic 6-month extension for statuNan the taxpayer would have had if thenatic 12-month extension for elections
tory elections when the deadline forregulatory e'?‘?“on hac_i been timelyto use other tha’? the required taxable
making the election is prescribed as th&@de: [n addition, the interests of theyear under section 444. Rev. Proc.
due date of the return or the due date cjovernment are ordinarily deemed to b&2-85 also provides limited relief (ordi-
the return including extensions. ThePreiudiced if the tax year in which the narily not to exceed 90 days from the
election should have been made or angleadline for filing Form 1128, Applica-

temporary regulations expand the auto- A )
matli% 6_ymon%h extensio'?] to includedffected tax years are closed by théion to Adopt, Change, or Retain a Tax

; statute of limitations. Year) for accounting period regulatory

regulatory elections. elections subject to Rev. Proc. 87-32,
Other Extensions Accounting Method and Period Elec-1987-2 C.B. 396. Rev. Proc. 92-85 is
tions otherwise inapplicable to accounting pe-

Rev. Proc. 92-85 provides relief for riod regulatory elections. The temporary

certain regulatory elections that do not Rev. Proc. 92-85 provides limitedyegylations extend the limited relief for
qualify for relief under the automatic relief (ordinarily not to exceed 90 daysejections subject to Rev. Proc. 87-32 to
extensions. Rev. Proc. 92-85 requires BO0m the deadline for filing Form 3115, 5| other accounting period regulatory
taxpayer to demonstrate that (1) it acted\pplication for Change in Accounting glections except for the section 444
reasonably and in good faith and (2Method) for requests to change an acgiection, and provide relief for the sec-
granting relief will not prejudice the counting method subject to the proceyion 444 election beyond the automatic
interests of the government. The tempodure described in § 1.446-1(e)(3)(i) (re-12-month extension.

rary regulations continue to provide ex-quiring the advance written consent of

tensions for such regulatory electionghe Commissioner). The temporary regugffect on other documents

upon a showing of reasonable actiorﬂations continue this limited relief. Rev.
aﬁd good faith gnd no prejudice to theProc. 92-85 provides an automatic 12- Rev. Proc. 92-85, 1992-2 C.B. 490,

interests of the government. month extension for the election to usédS modified and clarified by Rev. Proc.
The temporar?/ requlations adopt thdhe last-in, first-out (LIFO) inventory 93-28, 1993-2 C.B. 344, is obsolete as
standards for reasonable action and goggethod under section 472 and als@f June 27, 1996.
faith in Rev. Proc. 92-85. The regula-Provides relief for the section 472 elec- Rev. Proc. 92-20, 1992-1 C.B. 685,
ions provide that a taxpayer is deemedion beyond the automatic 12-month'S modified as of June 27, 1996, to the
to have acted reasonably and in googXt€nsion. Rev. Proc. 92-85 is otherwis€Xtent that the provisions of this regula-
faith if. (1) the taxpayer applies for Inapplicable to accounting method regution apply to applications for relief with
relief before the failure to make thelatory elections, except for three specifid®Spect to requests to change an ac-
regulatory election is discovered by theelections listed in Appendix B of that counting method subject to the proce-
IRS; (2) the taxpayer inadvertentlyrevenue procedure. dures of Rev. Proc. 92-20.
failed to make the election because of The temporary regulations provide re- ReV. Proc. 87-32, 1987-2 C.B. 396,
intervening events beyond its controllief for all accounting method regulatory 'S modified as of June 27, 1996, to the
(3) the taxpayer failed to make theelections. For example, relief will now EXtent that the provisions of this regula-
election because after exercising reasofpe available for elections under sectiondOn apply to applications for relief with
able diligence the taxpayer was unawaré97 (amortization of goodwill and cer-"6SPect to requests to change an ac-
of the necessity for the election: (4) thelain other intangibles) and 468A (speciafounting period subject to the proce-
taxpayer reasonably relied on writterfU|eS) for nuclear decommissioningdures of Rev. Proc. 87-32.
advice of the IRS; or (5) the taxpayercosts). :
relied on a qualified tax professional, The temporary regulations provide ad_SpemaI Analyses
including a professional employed byditional rules regarding what constitutes It has been determined that this Trea-
the taxpayer, and the professional faileghrejudice to the interests of the governsury decision is not a significant regula-
to make or advise the taxpayer to makenent for accounting method regulatorytory action as defined in EO 12866.
the election. However, a taxpayer iselections. The temporary regulationsTherefore, a regulatory assessment is not
deemed to have not acted reasonablyrovide that the interests of the governfequired. It has also been determined
and in good faith if: (1) the taxpayer isment are deemed to be prejudiced exhat section 553(b) of the Administrative
requesting relief for an election to altercept in unusual and compelling circum-Procedure Act (5 U.S.C. chapter 5) and
a return position for which an accuracy-stances if: (1) the election requires arthe Regulatory Flexibility Act (5 U.S.C.
related penalty could have been imposeddjustment under section 481(a); (2) thehapter 6) do not apply to these regula-



tions, and, therefore, a Regulatory Flexthe election is the due date of the return (vi) To change an accounting period

ibility Analysis is not required. Pursuantor the due date of the return includingas described in § 1.442-1 of this chap-
to section 7805(f) of the Internal Rev-extensions. Section 301.9100-3T proter; or

enue Code, these temporary regulationsdes extensions of time for making (vii) To change the method of treat-

will be submitted to the Chief Counselregulatory elections that do not meet théng bad debts as described in § 1.166-1

for Advocacy of the Small Businessrequirements of § 301.9100-2T. of this chapter; or

Administration for comment on their (e) Terms.The following terms have (3) For elections that are expressly

impact on small businesses. the meanings provided below: excepted from relief or where alternative
_ _ Election includes an application for relief is provided by a statute, a regula-

Drafting Information relief in respect of tax; a request totion published in the Federal Register,

The principal author of these regula-2dOPt change, or retain an accountingr a revenue ruling, revenue procedure,
tions is Robert A. Testoff of the Office Method or accounting period; but doesotice, or announcement published in
of Assistant Chief Counsel (Income Tax0t include an application for an exten-he Internal Revenue Bulletin.
and Accounting). However, other per-Son of time for filing a return under (h) Effective dates.In general, this
sonnel from the IRS and Treasury DeS€ction 6081. _section and 8§ 301.9100-2T through
partment participated in their develop- Regulatoryelection means an election301.9100-3T are effective for all re-
ment. whose deadline is prescribed by a reguquests for relief being considered by the

e x e lation published in the Federal RegisterlRS on June 27, 1996, and for all
or a revenue ruling, revenue procedureequests for relief submitted on or after
Adoption of Amendments to the Regula?otice, or announcement published iune 27, 1996. However, the automatic
tions the Internal Revenue Bulletin. 12-month extension and the automatic
. Statutory electionmeans an election 6-month  extension provided in
Accordingly, 26 CFR parts 301 andyhose deadline is prescribed by statute§ 301.9100—2T are effective for elec-
602 are amended as follows: Taxpayermeans any pe(rS)?n)within thetions whose due dates are on or after
meaning of section 7701(a)(1). June 27, 1996.
ZADT/I-III\?IOS%I'_RZ'ﬁg(IEIEDURE AND ) Qeneral st_andards for re_Iief_‘.I' he _ _
Commissioner in the Commissioner's§ 301.9100-2T Automatic extensions
Paragraph 1. The authority citation fordiscretfion may grarllt a reasorable e>|<ter({emporary).
art 301 is amended by adding entriesion of time to make a regulatory elec- . )
iFr)1 numerical order to rgad as %‘ollows:tion, or a statutory election (but no more (@) Automatic 12—month. extensten

Authority: 26 U.S.C. 7805 * * * than 6 months except in the case of aL) N general. An automatic extension

_ . taxpayer who is abroad), under all subpf 12 months from the original deadline
Section 301.9100-1T also issued und

dtles of the Internal Revenue Codel© Making a regulatory election is

26 U.S.C. 6081; ; ; ranted to make elections described in
' except subtitles E, G, H, and I, provided® ; . :

Section 301.9100-2T also issued undgf,q tzxpayer demonstrates to Fhe sati®aragraph (a)(2) of this section provided

26 U.S.C. 6081, faction of the Commissioner that— he taxpayer takes corrective action as

Section 301.9100-3T also issued under

26 U.S.C. 6081; * * * an(dl)inngodt?;i?ﬁyng ithin that 12-month extension period.
Par. 2. Sections 301.9100-1T through (2) Granting rélief will not prejudice (2) Elections eligible for automatic

301.9100-3T are added to read as folyq interests of the government. 12-month extensiorlhe following regu-

lows: (g) Exceptions. Notwithstanding the latory elections are eligible for the auto-

. : ic 12-month extension described in
. : , rovisions of paragraph (f) of this sec-Matic . ,
§ 301.9100-1T Extensions of time i, ™ "o iansion of time will not be Paragraph (a)(1) of this section—

acted reasonabl efined in paragraph (c) of this section

make elections (temporary). granted— () The election to use other than the
(@) - (c) [Reserved]. (1) For elections under sectionf@guired taxable year under section 444;
(d) Introduction. The regulations un- 4980A(f)(5); (if) The election to use the last-n,

der this section and §§ 301.9100-2T (2) For elections required to be maddirst-out (LIFO) inventory method under
through 301.9100-3T provide the stanprior to November 20, 1970, in the caseS€ction 472; 3

dards the Commissioner will use toof an election— (i) The 15-month rule for filing an
determine whether to grant an extension (i) Required to be made in or with €xemption application for a section
of time to make a regulatory election.the taxpayer's original income tax re-901(c)(9), 501(c)(17), or 501(c)(20) or-
The regulations under this section andurn; ganization under section 505;

§§ 301.9100-2T through 301.9100-3T (ii) Required to be exercised by filing (iv) The 15-month rule for filing an
also provide an automatic extension of claim for credit or refund, unless theexemption application for a section
time to make certain statutory electionselection is required to be exercised o?01(c)(3) organization under section
An extension of time is available foror before a date that precedes the daf08;

elections that a taxpayer is otherwisef expiration of the period of limitations (V) The election to be treated as a

eligible to make and the granting of anprovided in section 6511; homeowners association under section
extension of time is not a determination (iii) Required to be filed in a petition 528; _ _ _
that the taxpayer is otherwise eligible tato the Tax Court; (vi) The election to adjust basis on

make the election. Section 301.9100-2T (iv) To change a previous election;partnership transfers and distributions
provides automatic extensions of time (v) To change an accounting methodinder section 754,

for making regulatory and statutoryas described in 88 1.77-1 of this chap- (vii) The estate tax election to spe-
elections when the deadline for makinger and 1.446-1 of this chapter; cially value qualified real property



(where the IRS has not yet begun armo make the election would have beerhis paragraph (b), a taxpayer will not
examination of the filed return) undersent had the filing been timely madebe considered to have reasonably relied
section 2032A(d)(1); No request for a letter ruling is requiredon a qualified tax professional if the

(viii) The chapter 14 gift tax election to obtain an automatic extension. Actaxpayer knew or should have known
to treat a qualified payment right ascordingly, user fees do not apply tothat the professional was not—
other than a qualified payment undetaxpayers taking corrective action to (i) Competent to render advice on the
section 2701(c)(3)(C)(i); and obtain an automatic extension. regulatory election; or

(iX) The chapter 14 qift tax election (e) The following example illustrates (i) Aware of all relevant facts.
to treat any distribution right as a quali-the rules of this section: (3) Taxpayer deemed to have not
fied payment under section 2701(c)(3)- IEﬁampli-Ta}s?aye/L Algf’giéS_ to ma'ie a tceﬂain acted reasonably or in good faithzor

i election wnen T1iin S Income tax return on H

(C)k()").A . ) h . March 17, 1997, ?he due date of the return. Thiéaurpose.S ?jf this dparagLaph (). a tax(;

(b) Automatic 6-month extensiomn  gjeciion does not affect the tax liability of any PAYer is deemed to have not acte
automatic extension of 6 months fromother taxpayer. The applicable regulation require§easonably and in good faith if the
the due date of a return excludingthat the election be made by attaching the appraaxpayer—
extensions is granted to make regulatorriate form to a timely filed retun including (j) Seeks to alter a return position for
or statutory elections whose deadlineécx)tegf'fh?z' slgcetii%%m(l\annig with paragraphs (b) andipicny an accuracy-related penalty has

: , y make the regulatory . .

are prescribed as the due date of thgection by filing an amended return with theP€€N or could be imposed under section
return or the due date of the returrappropriate form by September 15, 1997 (66662 at the time the taxpayer requests
including extensions in the case of anonths from the March 17, 1997, due date). relief (taking into account any qualified
taxpayer that timely filed its return for . amended return filed within the meaning
the year the election should have beeﬁ 301.9100-3T Other extensions (temc')f § 1.6664-2(c)(3)) of this chapter and
made, provided the taxpayer takes Corporary). the new position requires or permits a
rective action as defined in paragraph (a) In general. Requests for exten- regulatory election for which relief is
(c) of this section within that 6-month sions of time for regulatory electionsrequested;
extension period. This extension doeshat do not meet the requirements of (i) Was fully informed of the re-
not apply, however, to regulatory or§ 301.9100-2T must be made under thquired election and related tax conse-
statutory elections that must be made byules of this section. Requests for reliefjuences, but chose not to file the elec-
the due date of the return excludingsubject to this section will be grantedtion; or
extensions. when the taxpayer provides the evidence (iii) Uses hindsight in requesting re-

(c) Corrective actionFor purposes of (including affidavits described in para-lief. If specific facts have changed since
this section, corrective action means graph (e) of this section) to establishthe original deadline for making the
filing an original or an amended returnthat the taxpayer acted reasonably anelection that make the election advanta-
for the year the regulatory or statutoryin good faith, and granting relief will geous to a taxpayer, the IRS will not
election should have been made andot prejudice the interests of the governerdinarily grant relief. In such a case,
attaching the appropriate form or statement. the IRS will grant relief only when the
ment for making the election. For those (b) Reasonable action and goodtaxpayer provides strong proof that the
elections not required to be filed with afaith—(1) In general. Except as pro- taxpayer’s decision to seek relief did not
return, corrective action means taking/ided in paragraphs (b)(3)(i) throughinvolve hindsight.
the steps required to file the election in(iii) of this section, a taxpayer is (c) Prejudice to the interests of the
accordance with the statute, the reguladeemed to have acted reasonably and government—(1) In general—(i) Lower
tion published in the Federal Registergood faith if the taxpayer— tax liability. The interests of the govern-
or the revenue ruling, revenue proce- (i) Requests relief under this sectiorment are prejudiced if granting relief
dure, notice, or announcement publishetlefore the failure to make the regulatorywould result in a taxpayer having a
in the Internal Revenue Bulletin. Tax-election is discovered by the IRS; lower tax liability in the aggregate for
payers who make an election under an (ii) Inadvertently failed to make the all years to which the regulatory elec-
automatic extension (and all taxpayerglection because of intervening eventson applies than the taxpayer would
whose tax liability would be affected by beyond the taxpayer’s control; have had if the election had been timely
the election) must report their income in (jiii) Failed to make the election be-made (taking into account the time
a manner that is consistent with thecause, after exercising reasonable dilivalue of money). Similarly, if the tax
election and comply with all other re-gence (taking into account the taxpay€onsequences of more than one taxpayer
quirements for making the election forer's experience and the complexity ofare affected by the election, the govern-
the year the election should have beethe return or issue), the taxpayer wasnent’s interests are prejudiced if extend-
made and for all affected years; otherunaware of the necessity for the elecing the time for making the election

wise, the Service may invalidate thetion; may result in the affected taxpayers, in
election. (iv) Reasonably relied on the writtenthe aggregate, having a lower tax liabil-
(d) Procedural requirementsAny re- advice of the IRS; or ity than if the election had been timely

turn, statement of election, or other form (v) Reasonably relied on a qualifiedmade.

of filing that must be made to obtain antax professional, including a tax profes- (i) Closed yearsThe interests of the
automatic extension must provide thesional employed by the taxpayer, andyjovernment are ordinarily prejudiced if
following statement at the top of thethe tax professional failed to make, orthe tax year in which the regulatory
document: “FILED PURSUANT TO advise the taxpayer to make, the elecelection should have been made or any
§ 301.9100-2T". Any filing made to tion. tax years that would have been affected
obtain an automatic extension must be (2) Reasonable reliance on a quali-by the election had it been timely made
sent to the same address that the filinfjled tax professional.For purposes of are closed by the period of limitations



on assessment under section 6501(&dopt, Change, or Retain a Tax Year (owwho made a substantial contribution to
before the taxpayer’s receipt of a rulingother required statement). the preparation of the return, and any
granting relief under this section. The (d) Effect of amended returas(l) accountant or attorney, knowledgeable in
IRS may condition a grant of relief on Second examination under sectionax matters, who advised the taxpayer
the taxpayer providing the IRS with a7605(b). Taxpayers requesting and re-with regard to the election. An affidavit
statement from an independent auditoceiving an extension of time under thismust describe the engagement and re-
(other than an auditor providing ansection waive any objections to a secondponsibilities of the individual as well as
affidavit pursuant to paragraph (e)(3) ofexamination under section 7605(b) forthe advice that the individual provided
this section) certifying that the require-the issue(s) that is the subject of théo the taxpayer. Each affidavit must
ments of paragraph (c)(1)(i) of thisrelief request and any correlative adjustinclude the name, current address, and
section are satisfied. ments. taxpayer identification number of the
(2) Special rules for accounting (2) Suspension of the period of limi-individual, and be accompanied by a
method regulatory electionsThe inter- tations under section 6501(aj request dated declaration, signed by the indi-
ests of the government are deemed to er relief under this section does notvidual, which states: “Under penalties
prejudiced except in unusual and comsuspend the period of limitations onof perjury, | declare that, to the best of
pelling circumstances if the accountingdssessment under section 6501(a). Thusly knowledge and belief, the facts
method regulatory election is— for relief to be granted, the IRS maypresented herein are true, correct, and
(i) Subject to the procedure described€duire the taxpayer to consent undecomplete.”
in § 1.446-1(e)(3)(i) of this chapter (re-Section 6501(c)(4) to an extension of the (4) Other Information. The request
quiring the advance written consent ofPeriod of limitations on assessment foffor relief filed under this section must
the Commissioner), and the request fofhe tax year in which the regulatoryalso contain the following information—
relief under this section is filed more €lection should have been made and any (i) The taxpayer must state whether
than 90 days after the deadline for filingtax years that would have been affecte¢he taxpayer’s return(s) for the tax year
the Form 3115, Application for Changeby the election had it been timely madein which the regulatory election should
in Accounting Method; (e) Procedural requirements(1) In  have been made or any tax years that
(i) Not an election described in para-9€n€ral. Requests for relief under thiswould have been affected by the elec-
graph (C)(Z)(I) of this section and I,_e_S_eCtIOH must _pl’OVIde e\_/ldence that SatISJon had it been t|me|y m-ade is be"’-]g
quires an adjustment under sectiofi€S the requirements in paragraphs (bdxamined by a district director, or is
481(a) (or would require an adjustmenf"d (€) Of this section, and must providepeing considered by an appeals office or
under section 481(a) if the taxpayetaqd't'onal information as required bya federal court. The taxpayer must no-
changed to the method of accounting fof 'S Paragraph (€). : tify the IRS office considering the re-
which relief is requested in a taxable, (2) Affidavit and declaration from quest for relief if the IRS starts an
year subsequent to the taxable year thi@xPayer.The taxpayer, or the individual examination of any such return while

election should have been made): who acts on behalf of the taxpayer withthe taxpayer’s request for relief is pend-
’ respect to tax matters, must submit gng;

(i) Not an election described in yetajleq affidavit describing the events (i) The taxpayer must state when the
paragraph (c)(2)(1) of this section, theat jeq to the failure to make a validappiicable return, form, or statement
taxpayer is under examination and reseqlatory election and to the discoveryisad to make the election was required
quests relief under this section to changghe fajlure. When the taxpayer reliediy pe filed and when it was actually
from an impermissible method of ac-qn 5 qualified tax professional for ad-filed:

counting, and granting relief will pro- \;ce the tax ; R )
i ; payer's affidavit must de- .. .
vide the taxpayer a more favorablegeiie the engagement and responsibil'sf('") The taxpayer must submit a copy

method of accounting or more favorablgies of the professional as well as the) &Y documents that refer to the
terms and conditions than the taxpayegyent to which the taxpayer relied orelection;
would receive if the change from they,q professional. The affidavit must be (iv) Wher) requested, the taxpayer
impermissible_ method is made as part quccompanied by a dated declaratiorMust submit a copy of the taxpayer’s
the examination; or signed by the taxpayer, which stateslhcome. tax return for any taxable year
(iv) Not an election described in“Under penalties of perjury, | declare (O Which the taxpayer requests an ex-
paragraph (c)(2)(i) of this section andthat, to the best of my knowledge and€nsion and any return affected by the
the election provides a more favorableyelief, the facts presented herein ar&'€ction; and
method of accounting or more favorableyrye, correct, and complete.” The indi- (v) When applicable, the taxpayer
terms and conditions if the election isvidual who signs for an entity mustMmust submit a copy of the income tax
made by a certain date or taxable yeahave personal knowledge of the factgeturns of other taxpayers affected by
(3) Special rules for accounting pe-and circumstances at issue. the election.
riod regulatory elections.The interests  (3) Affidavits and declarations from (5) Filing instructions. A request for
of the government are deemed to bether parties.The taxpayer must submitrelief under this section is a request for
prejudiced except in unusual and comdetailed affidavits from the individuals & letter ruling. Requests for relief should
pelling circumstances if an election is arhaving knowledge or information aboutbe submitted in accordance with the
accounting period regulatory electionthe events that led to the failure to makeépplicable procedures for requests for a
(other than the election to use other thaa valid regulatory election and to theletter ruling and must be accompanied
the required taxable year under sectiodiscovery of the failure. These individu-by the applicable user fee.
444) and the request for relief is filedals must include the taxpayer’s income (f) Examples. The following ex-
more than 90 days after the deadline fotax return preparer, any individual (in-amples illustrate the provisions of this
filing the Form 1128, Application to cluding an employee of the taxpayer)section:



Example 1. Taxpayer discovers own errdax- deemed to have not acted reasonably and in goa section 481(a) adjustment by the examining
payer A prepares As 1996 income tax return. A isfaith because C seeks to alter a return position foagent than if the change is made on a cut-off basis
unaware that a particular regulatory election isvhich an accuracy-related penalty could be impursuant to the regulation. Under paragraph
available to report a transaction in a particulaposed under section 6662. (c)(2)(iii) of this section, the interests of the
manner. A files the 1996 return without making Example 4. Election not requiring adjustmentgovernment are deemed to be prejudiced except in
the election and reporting the transaction in ander section 481(a)Taxpayer D prepares D’s unusual and compelling circumstances.
different manner. In 1998, A hires a qualified tax1996 income tax return. D is unaware that a
professional to prepare As 1998 return. Theparticular accounting method regulatory election i pART 602—OMB CONTROL
professional discovers that A did not make theavailable. D files the 1996 return using another,
election. A promptly files for relief in accordance method of accounting. In 1998, D hires a qualifiedNUlvIBERS UNDER THE
with this section. Assuming paragraphs (b)(3)(i)tax professional to prepare D’s 1998 return. Thé’APERWORK REDUCTION ACT
through (iii) of this section do not apply, A is professional discovers that D did not make the . L
deemed to have acted reasonably and in gooelection. D promptly files for relief in accordance Par. 3. The authority citation for part
faith. with this section. Assume the applicable regulatior602 continues to read as follows:

Example 2. Reliance on qualified tax profes-provides that the election does not require an Authority: 26 U.S.C. 7805
sional. Taxpayer B hires a qualified tax profes- adjustment under section 481(a) and the election is . .
sional to advise B on preparing B’s 1996 incomenot subject to the procedure described in § 1.446— Par. 4 Section 602_'101(0) _'S amended
tax return and provides the professional with allL(e)(3)(i) of this chapter. Further assume that if Dby adding the following entries in nu-
the information requested. The professional fails tavere granted an extension of time to make thenerical order to the table:
advise B that a regulatory election is necessary ielection, D would pay no less tax than if the
order for B to report income on B’s 1996 return inelection had been timely made. Under paragrap$ 602.101 OMB Control numbers
a particular manner. Nevertheless, B reports thigc) of this section, the interests of the governmen !
income in a manner that is consistent with havingare not deemed to be prejudiced.
made the election. In 1999, during the examination Example 5. Election requiring adjustment under
of the 1996 return by the IRS, the examiningsection 481(a).The facts are the same as in % % %
agent discovers that the election has not beeBxample 4of this paragraph (f) except that the (C)
filed. B promptly files for relief in accordance applicable regulation provides that the electionCFR part or section where Current OMB
with this section, including attaching an affidavit requires an adjustment under section 481(a). Uridentified and described control No.
from B’s professional stating that the professionader paragraph (c)(2)(ii) of this section, the inter-

* * * * *

* * * * *

failed to advise B that the election was necessargsts of the government are deemed to be prejus
Assuming paragraphs (b)(3)(i) through (iii) of thisdiced except in unusual or compelling% 2818188:5; """"""" ﬁigjﬁg
section do not apply, B is deemed to have actedircumstances. : ey s
reasonably and in good faith. Example 6. Under examinationA regulation

Example 3. Accuracy-related penalfjaxpayer permits an automatic change from an impermis-
C reports income on its 1996 income tax return irsible method of accounting on a cut-off basis. Any
a manner that contravenes a statutory provision. Change to this method made as part of an Margaret Milner Richardson,
was aware of the statutory provision that prohib-examination is made with a section 481(a) adjust- Commissioner of Internal Revenue.

ited the manner in which C reported this incomement. Taxpayer E reports income on E's 1996

but did not provide adequate disclosure of th@ncome tax return using the impermissible method .

return position within the meaning of § 1.6662—of accounting. In 1999, during the examination of Donald C. Lubick,
3(c) of this chapter. In 1999, during the examinathe 1996 return by the IRS, the examining agent Assistant Secretary of the Treasury.
tion of the 1996 return, the IRS raises an issuguestions the propriety of E's method of account-

regarding the reporting of this income on C’sing. E requests relief under this section to makéFiled by the Office of the Federal Register on
return. C requests relief under this section to eledhe change pursuant to the regulation for 1996. HBune 26, 1996, 8:45 a.m., and published in the
an alternative method of reporting the incomeuwill receive less favorable terms and conditions ifissue of the Federal Register for June 27, 1996, 61
Under paragraph (b)(3)(i) of this section, C isthe change in method of accounting is made with.R. 33365)



