
with an explanation for the denial.
.02 Review of examining officials.  The

appropriate examining official may ascer-
tain if the change in annual accounting
period was made in compliance with all
the applicable provisions of this revenue
procedure.  Corporations or consolidated
groups changing their annual accounting
period pursuant to this revenue procedure
without complying with or satisfying all
the terms and conditions of this revenue
procedure ordinarily will be deemed to
have initiated the change in annual ac-
counting period without the consent of the
Commissioner.

SECTION 8. EFFECTIVE DATE AND
TRANSITION RULE

.01 Effective date.  This revenue pro-
cedure 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 meeting the scope of this revenue
procedure may elect early application of
the procedure by providing the notifica-
tion set forth in section 6.02(3) on the top
of page 1 of Form 1128 and by satisfying
the other procedural requirements of sec-
tion 6.  

.02 Transition rule.  If a corporation or
consolidated group within the scope of
this revenue procedure filed an applica-
tion with the National Office to make a
change in annual accounting period and
the application is pending with the Na-
tional Office on January 18, 2000, the
corporation or consolidated group may
make the change under this revenue pro-
cedure.  However, the National Office
will process the application in accordance
with the authority under which it was
filed, unless prior to the later of March 3,
2000, or the issuance of the letter ruling
granting or denying consent to the
change, the corporation or consolidated
group notifies the National Office that it
wants to make the change under this rev-
enue procedure.  If the corporation or
consolidated group timely notifies the Na-
tional Office that it wants to make the
change under this revenue procedure, the
National Office will require the corpora-
tion or consolidated group to make appro-

Exchange of MACRS Property
for MACRS Property

Notice 2000–4

This notice provides guidance about
the depreciation of property subject to §
168 of the Internal Revenue Code
(MACRS property) that is acquired in a
like-kind exchange under § 1031 or as a
result of an involuntary conversion under
§ 1033.  The Internal Revenue Service
and the Department of Treasury intend to
issue regulations under § 168 that will ad-
dress these transactions.  Taxpayers
should follow this notice until these regu-
lations are issued.  Public comments to
aid in the development of the regulations
are requested by March 31, 2000.

BACKGROUND

Section 167 allows as a depreciation
deduction a reasonable allowance for the
exhaustion, wear and tear of property
used a trade or business or held for the
production of income.  The depreciation
allowable for depreciable tangible prop-
erty placed in service after 1986 generally
is determined under § 168 (MACRS).

Section 1031(a)(1) provides that no
gain or loss is recognized on the exchange
of property held for productive use in a

trade or business or for investment if the
property is exchanged solely for property
of like kind that is to be held either for
productive use in a trade or business or
for investment.

Section 1033(a)(1) provides that if
property (as a result of its destruction in
whole or in part, theft, seizure, or requisi-
tion or condemnation or threat or immi-
nence thereof) is compulsorily or involun-
tarily converted into property similar or
related in service or use to the property so
converted, no gain is recognized.

The basis of property acquired in a
transaction to which § 1031 or § 1033 ap-
plies generally is the same as the property
surrendered in the transaction less any
cash received plus any gain recognized.
However, there is no guidance as to how
to depreciate the basis of the acquired
property under § 168.

APPLICATION

For purposes of determining the depre-
ciation allowable for MACRS property
acquired in an exchange of MACRS prop-
erty for like-kind property to which §
1031 applies, or acquired in replacement
of involuntarily converted MACRS prop-
erty to which § 1033 applies, the acquired
MACRS property should be treated in the
same manner as the exchanged or invol-
untarily converted MACRS property with
respect to so much of the taxpayer’s basis
in the acquired MACRS property as does
not exceed the taxpayer’s adjusted basis
in the exchanged or involuntarily con-
verted MACRS property.  Thus, the ac-
quired MACRS property is depreciated
over the remaining recovery period of,
and using the same depreciation method
and convention as that of, the exchanged
or involuntarily converted MACRS prop-
erty.  Any excess of the basis in the ac-
quired MACRS property over the ad-
justed basis in the exchanged or
involuntarily converted MACRS property
is treated as newly purchased MACRS
property.

For acquired MACRS property placed
in service on or after January 3, 2000, in a
like-kind exchange of MACRS property
under § 1031 or as a result of an involun-
tary conversion of MACRS property
under § 1033, a taxpayer must follow the
principles set out in this notice.

For acquired MACRS property placed
in service before January 3, 2000, in a
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like-kind exchange of, or as a result of an
involuntary conversion of, MACRS prop-
erty, the Service is aware that taxpayers
are depreciating this acquired property ei-
ther (i) in the manner set out in this notice
consistent with §1.168–5(f) of the pro-
posed Income Tax Regulations, published
in the Federal Register on February 16,
1984 (49 Fed. Reg. 5940), under former §
168 (ACRS); or (ii) as newly purchased
MACRS property.  The Service will allow
a taxpayer to continue to use its present
method of depreciating the acquired prop-
erty and will treat these methods as allow-
able methods of depreciation.  However, a
taxpayer presently treating the acquired
property as newly purchased MACRS
property may change to treating the prop-
erty under the principles in this notice,
provided the property has been treated by
the taxpayer as acquired in a § 1031 like-
kind exchange or § 1033 involuntary con-
version and the change is made for the
first or second taxable year ending after
January 3, 2000.

CHANGE IN METHOD OF
ACCOUNTING

A change from treating MACRS prop-
erty acquired in a § 1031 like-kind ex-
change or § 1033 involuntary conversion
as newly purchased MACRS property to
treating the property under the principles
of this notice is a change in method of ac-
counting to which the provisions of § 446
and § 481 and the regulations thereunder
apply.  A taxpayer changing its method of
accounting for the acquired MACRS
property must follow the automatic
change in accounting method provisions
of Rev. Proc. 99–49, 1999–52 I.R.B. 725,
provided the taxpayer makes the change
in method of accounting for the first or
second taxable year ending after January
3, 2000, and takes into account any neces-
sary § 481(a) adjustment in accordance
with the provisions of Rev. Proc. 99–49.
The scope limitations in section 4.02 of
Rev. Proc. 99–49 do not apply to the tax-
payer.  However, if the taxpayer is under
examination, before an appeals office, or
before a federal court, the taxpayer must
provide a copy of the Form 3115, Appli-
cation for Change in Accounting Method,
to the examining agent(s), appeals officer,
or counsel for the government, as appro-
priate, at the same time that the taxpayer
files the copy of the Form 3115 with the

national office.  The Form 3115 must con-
tain the name(s) and telephone number(s)
of the examining agent(s), appeals officer,
or counsel for the government, as appro-
priate.

REQUEST FOR COMMENTS

The Service and the Treasury Depart-
ment intend to issue regulations under §
168 to address the depreciation of
MACRS property acquired in a § 1031
like-kind exchange or § 1033 involuntary
conversion.  Before issuing proposed reg-
ulations, the Service and the Treasury De-
partment invite comments from the public
to aid in the development of these regula-
tions.  Comments should be submitted in
writing by March 31, 2000, to:

Internal Revenue Service
EXCHANGE OF MACRS PROP-
ERTY FOR MACRS PROPERTY
CC:DOM:P&SI:6, Room 5112
P.O. Box 7604
Benjamin Franklin Station
Washington, DC 20044

Alternatively, comments may be submitted
electronically via:
http://www.irs.gov/prod/tax_regs/com-
ments.html (the Service Internet site).

EFFECT ON OTHER DOCUMENTS

Rev. Proc. 99–49 is modified and am-
plified to include this automatic account-
ing method change in the Appendix.

DRAFTING INFORMATION

The principal author of this notice is
Alan H. Cooper of the Office of Assistant
Chief Counsel (Passthroughs and Special
Industries).  For further information re-
garding this notice contact Mr. Cooper at
(202) 622-3110 (not a toll-free call).

estimated tax installment is affected by §
571 of  the Tax Relief Extension Act of
1999, P.L. 106–170 (“the Act”).  The no-
tice provides specific procedures for these
taxpayers to follow in order to qualify for
the penalty relief.

BACKGROUND

Section 571 of the Act amends § 6655
of the Internal Revenue Code by adding
new subsection (e)(5).  This subsection
provides that any dividend that is received
from a closely-held real estate investment
trust by any person that owns (after appli-
cation of § 856(d)(5)) 10 percent or more
(by vote or value) of the stock or benefi-
cial interests in the trust will be taken into
account in computing annualized income
tax installments under § 6655(e)(2) in a
manner similar to the manner under
which partnership income inclusions are
taken into account.  The statute also refer-
ences attribution under § 856(l)(3)(B).
This reference is erroneous and presum-
ably will be the subject of a technical cor-
rection.  For the purposes of § 6655(e)(5),
the term “closely-held real estate invest-
ment trust” means a real estate investment
trust with respect to which five or fewer
persons own (after application of §
856(d)(5)) 50 percent or more (by vote or
value) of the stock or beneficial interests
in the trust.  The amendment made by §
571 of the Act applies to estimated tax
payments due on or after December 15,
1999.   

RETROACTIVE EFFECT OF SECTION
571 OF THE ACT

The President signed the Act into law
on December 17, 1999.  As a result, § 571
of the Act retroactively applies to esti-
mated tax installment payments due on
December 15, 1999, by those corporate
taxpayers that employ the annualization
method to calculate quarterly estimated
tax installment payments.  Those taxpay-
ers may have used the law in effect on
December 15, 1999, to calculate their es-
timated tax installment due on that date.
The retroactive application of § 571 of the
Act may result in those taxpayers under-
paying their installment due on December
15, 1999.  If so, those taxpayers may be
subject to an addition to tax under § 6655
of the Code.   

PENALTY RELIEF
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