
Part III. Administrative, Procedural, and Miscellaneous
Notice of Intent to Waive Certain
Limitations on Obtaining
Expeditious Consent to Change an
Accounting Period and Elect to be
an S Corporation Effective January
1, 1997

Notice 97–3

SUMMARY: The Internal Revenue Ser-
vice wil l issue guidance shortly that will
waive certain limitations on a corpora-
tion’s ability to expeditiously (i.e., with-
out the Commissioner’s prior written
approval) change its annual accounting
period under §¬ 1.442–1(c) of the In-
come Tax Regulations or Rev. Proc.
92–13, 1992–1 C.B. 665, in order to
elect to be an S corporation under §
1362 of the Internal Revenue Code
effective for the taxable year beginning
January 1, 1997. The forthcoming guid-
ance wil l provide specific procedures a
corporation must follow to request an
expeditious change of annual accounting
period, and subsequently elect to be an
S corporation.

BACKGROUND: Pursuant to § 1378, an
S corporation generally must have a cal-
endar year. However, a corporation may
not expeditiously change its annual ac-
counting period to a calendar year if it
attempts to elect to be an S corporation
effective for the taxable year immediately
following the short period required to
effect the change. See § 1.442–1(c)(2)(v);
Rev. Proc. 92–13, section 4.01(5). In
addition, a corporation is precluded under
§¬ 1.442–1(c)(2)(i) from expeditiously
changing its annual accounting period if
the corporation has changed it within the
last ten calendar years, and under Rev.
Proc. 92–13, section 4.01(2), if the corpo-
ration has changed it within the last six
calendar years.
The Small Business Job Protection

Act of 1996 (SBJPA), Pub. L. No.
104–188, 110 Stat. 1755, significantly
amended Subchapter S of the Code,
expanding eligibility to elect to be an S
corporation. These amendments, gener-
ally effective for taxable years begin-
ning after December 31, 1996, were
intended to allow more corporations to
elect to be S corporations as of January
1, 1997.

WAIVER OF LIMI TATIONS: Consis-
tent with this intent, the Service will
issue further guidance shortly that will
waive the limitations of §§ 1.442–
1(c)(2)(i) and (c)(2)(v), and of sections

4.01(2) and 4.01(5) of Rev. Proc. 92–13,
on a corporation’s ability to expedi-
tiously change its annual accounting
period to a calendar year effective for
the short period ending December 31,
1996, provided that the corporation:
(1) is otherwise eligible to change its

annual accounting period under either
§ 1.442–1(c) or Rev. Proc. 92–13;
(2) is a small business corporation (as

described in §¬ 1361(b)) and timely
elects to be an S corporation effective
for the taxable year beginning on Janu-
ary 1, 1997; and
(3) follows the procedures to be pro-

vided in forthcoming guidance.
The forthcoming guidance wil l also

provide special procedures to allow a
corporation to request an expeditious
change of annual accounting period and
make the election to be an S corporation
effective January 1, 1997. Until that
guidance is issued, a corporation that
qualifies to expeditiously change its an-
nual accounting period under either
§ 1.442–1(c) or Rev. Proc. 92–13 as a
result of this notice should not fil e the
statement required by § 1.442–1(c)(1),
Form 1128, Application to Adopt,
Change or Retain a Tax Year (required
by Rev. Proc. 92–13), or Form 2553,
Election by a Small Business Corpora-
tion. Moreover, such a corporation
should not submit a request to change
its annual accounting period under
§ 1.442–1(b) (which provides proce-
dures to obtain the Commissioner’s
prior written approval). However, a cor-
poration that does not otherwise qualify
to expeditiously change its annual ac-
counting period may request permission
to change its annual accounting period
by following the procedures described in
§ 1.442–1(b).

DRAFTING¬ INFORMATION: The
principal author of this notice is Susie
K. Bird of the Office of Assistant Chief
Counsel (Income Tax and Accounting).
For further information, contact Ms.
Sandra Cheston at (202) 622–4840 (not
a toll-free call).

Revenue Service on the tax treatment of
environmental cleanup costs under
§§ 162 and 263 of the Internal Revenue
Code in transactions that span past and
future taxable years. These special pro-
cedures wil l be available to taxpayers
during a two-year trial period beginning
on the date that the proposed revenue
procedure is finalized.
The Service welcomes comments on

this proposed revenue procedure. In par-
ticular, the Service invites comments on
whether this proposed revenue proce-
dure should be extended to other tax
issues besides the tax treatment of envi-
ronmental cleanup costs. Comments
should be submitted by April 5, 1997
either to:
The Internal Revenue Service
P.O. Box 7604 Ben Franklin Station
Washington, D.C. 20044
Attn: CC:CORP:T:R (IT&A Branch
5), room 5228,

or electronically via the Service internet
site at: http://www.irs.ustreas.gov/prod/
tax_regs/comments.html.

Rev. Proc. 97–**

SECTION 1. PURPOSE

This revenue procedure provides spe-
cial procedures for requesting written
guidance from the Internal Revenue Ser-
vice on the tax treatment under §§ 162
and 263 of the Internal Revenue Code of
environmental cleanup costs incurred in
transactions that span several years, in-
cluding future years and prior years
(whether or not under examination).
These special procedures are available
for letter ruling requests submitted during
the two-year period beginning on month,
day, year . The purpose of this revenue
procedure is to facilitate the resolution of
issues involving the capitalization or de-
duction of environmental cleanup costs
for both prior and future years of a
single environmental cleanup transaction.

SECTION 2. BACKGROUND

.01 Section 162(a) allows a deduction
for all the ordinary and necessary ex-
penses paid or incurred during the tax-
able year in carrying on any trade or
business.
.02 Section 263 generally prohibits

deductions for capital expenditures. Sec-
tion 263(a)(1) provides that no deduc-
tion is allowed for any amount paid out
for permanent improvements or better-
ments made to increase the value of any


