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years’’ and replacing it with ‘‘pre-1954
years’’ in each place that it appears.

The revised paragraphs read as
follows:

§ 1.481–2 Limitation on tax.
(a) Three-year allocation. Section

481(b)(1) provides a limitation on the
tax under chapter 1 of the Internal
Revenue Code for the taxable year of
change that is attributable to the
adjustments required under section
481(a) and § 1.481–1 if the entire
amount of the adjustments is taken into
account in the year of change. If such
adjustments increase the taxpayer’s
taxable income for the taxable year of
the change by more than $3,000, then
the tax for such taxable year that is
attributable to the adjustments shall not
exceed the lesser of the tax attributable
to taking such adjustments into account
in computing taxable income for the
taxable year of the change under section
481(a) and § 1.481–1, or the aggregate of
the increases in tax that would result if
the adjustments were included ratably
in the taxable year of the change and the
two preceding taxable years. * * *

(b) Allocation under new method of
accounting. Section 481(b)(2) provides a
second alternative limitation on the tax
for the taxable year of change under
chapter 1 of the Internal Revenue Code
that is attributable to the adjustments
required under section 481(a) and
§ 1.481–1 where such adjustments
increase taxable income for the taxable
year of change by more than $3,000.
* * *

(c) Rules for computation of tax. (1)
The first step in determining whether
either of the limitations described in
section 481(b) (1) or (2) applies is to
compute the increase in tax for the
taxable year of the change that is
attributable to the increase in taxable
income for such year resulting solely
from the adjustments required under
section 481(a) and § 1.481–1.
* * * * *

(4) The tax for the taxable year of the
change shall be the tax for such year,
computed without taking any of the
adjustments referred to in paragraph
(c)(1) of this section into account,
increased by the smallest of the
following amounts—

(i) The amount of tax for the taxable
year of the change attributable solely to
taking into account the entire amount of
the adjustments required by section
481(a) and § 1.481–1;

(ii) The sum of the increases in tax
liability for the taxable year of the
change and the two immediately
preceding taxable years that would have
resulted solely from taking into account
one-third of the amount of such

adjustments required for each of such
years as though such amounts had been
properly attributable to such years
(computed in accordance with
paragraph (c)(2) of this section); or

(iii) The net increase in tax
attributable to allocating such
adjustments under the new method of
accounting (computed in accordance
with paragraph (c)(3) of this section).
* * * * *

§ 1.481–3 [Amended]
Par. 5. Section 1.481–3 is amended as

follows:
1. The language ‘‘pre-1954 Code

years’’ is removed and the language
‘‘pre-1954 years’’ is added in its place in
the section heading and the first, second
and third sentences of the section.

2. Remove the last sentence of the
section.

§ 1.481–4 [Removed]
Par. 6. Section 1.481–4 is removed.

§ 1.481–5 [Redesignated as § 1.481–4]
Par. 7. Section 1.481–5 is

redesignated as § 1.481–4 and is revised
to read as follows:

§ 1.481–4 Adjustments taken into account
with consent.

(a) In addition to the terms and
conditions prescribed by the
Commissioner under § 1.446–1(e)(3) for
effecting a change in method of
accounting, including the taxable year
or years in which the amount of the
adjustments required by section 481(a)
is to be taken into account, or the
methods of allocation described in
section 481(b), a taxpayer may request
approval of an alternative method of
allocating the amount of the
adjustments under section 481. See
section 481(c). Requests for approval of
an alternative method of allocation shall
set forth in detail the facts and
circumstances upon which the taxpayer
bases its request. Permission will be
granted only if the taxpayer and the
Commissioner agree to the terms and
conditions under which the allocation is
to be effected. See § 1.446–1(e) for the
rules regarding how to secure the
Commissioner’s consent to a change in
method of accounting.

(b) An agreement to the terms and
conditions of a change in method of
accounting under § 1.446–1(e)(3),
including the taxable year or years
prescribed by the Commissioner under
that section (or an alternative method
described in paragraph (a) of this
section) for taking the amount of the
adjustments under section 481(a) into
account, shall be in writing and shall be
signed by the Commissioner and the

taxpayer. It shall set forth the items to
be adjusted, the amount of the
adjustments, the taxable year or years
for which the adjustments are to be
taken into account, and the amount of
the adjustments allocable to each year.
The agreement shall be binding on the
parties except upon a showing of fraud,
malfeasance, or misrepresentation of
material fact.

Par. 8. Section 1.481–5 is added to
read as follows:

§ 1.481–5 Effective dates.

Sections 1.481–1, 1.481–2, 1.481–3,
and 1.481–4 are effective for Consent
Agreements signed on or after December
27, 1994. For Consent Agreements
signed before December 27, 1994, see
§§ 1.481–1, 1.481–2, 1.481–3, 1.481–4,
and 1.481–5 (as contained in the 26 CFR
part 1 edition revised as of April 1,
1995).

§ 1.481–6 [Removed]

Par. 9. Section 1.481–6 is removed.

Margaret Milner Richardson,
Commissioner of Internal Revenue.

Approved: July 26, 1995.
Leslie Samuels,
Assistant Secretary of the Treasury.
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