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‘‘(B) such change shall be treated as made with the 
consent of the Secretary, and 

‘‘(C) except as provided in paragraph (3), the net 
amount of the adjustments required to be taken into 
account by the taxpayer under section 481 of the In-
ternal Revenue Code of 1986 shall be taken into ac-
count ratably over the 5-taxable year period begin-
ning with the first taxable year ending on or after 
December 31, 1993. 
‘‘(3) SPECIAL RULE FOR FLOOR SPECIALISTS AND MARKET 

MAKERS.— 
‘‘(A) IN GENERAL.—If— 

‘‘(i) a taxpayer (or any predecessor) used the last- 
in first-out (LIFO) method of accounting with re-
spect to any qualified securities for the 5-taxable 
year period ending with its last taxable year ending 
before December 31, 1993, and 

‘‘(ii) any portion of the net amount described in 
paragraph (2)(C) is attributable to the use of such 
method of accounting, 

then paragraph (2)(C) shall be applied by taking such 
portion into account ratably over the 15-taxable year 
period beginning with the first taxable year ending 
on or after December 31, 1993. 

‘‘(B) QUALIFIED SECURITY.—For purposes of this 
paragraph, the term ‘qualified security’ means any 
security acquired— 

‘‘(i) by a floor specialist (as defined in section 
1236(d)(2) of the Internal Revenue Code of 1986) in 
connection with the specialist’s duties as a special-
ist on an exchange, but only if the security is one 
in which the specialist is registered with the ex-
change, or 

‘‘(ii) by a taxpayer who is a market maker in con-
nection with the taxpayer’s duties as a market 
maker, but only if— 

‘‘(I) the security is included on the National As-
sociation of Security Dealers Automated 
Quotation System, 

‘‘(II) the taxpayer is registered as a market 
maker in such security with the National Asso-
ciation of Security Dealers, and 

‘‘(III) as of the last day of the taxable year pre-
ceding the taxpayer’s first taxable year ending on 
or after December 31, 1993, the taxpayer (or any 
predecessor) has been actively and regularly en-
gaged as a market maker in such security for the 
2-year period ending on such date (or, if shorter, 
the period beginning 61 days after the security 
was listed in such quotation system and ending 
on such date).’’ 
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AMENDMENTS 

1964—Pub. L. 88–272, title II, § 224(b), Feb. 26, 1964, 78 
Stat. 79, added item 483. 

§ 481. Adjustments required by changes in meth-
od of accounting 

(a) General rule 

In computing the taxpayer’s taxable income 
for any taxable year (referred to in this section 
as the ‘‘year of the change’’)— 

(1) if such computation is under a method of 
accounting different from the method under 
which the taxpayer’s taxable income for the 
preceding taxable year was computed, then 

(2) there shall be taken into account those 
adjustments which are determined to be nec-

essary solely by reason of the change in order 
to prevent amounts from being duplicated or 
omitted, except there shall not be taken into 
account any adjustment in respect of any tax-
able year to which this section does not apply 
unless the adjustment is attributable to a 
change in the method of accounting initiated 
by the taxpayer. 

(b) Limitation on tax where adjustments are sub-
stantial 

(1) Three year allocation 

If— 
(A) the method of accounting from which 

the change is made was used by the taxpayer 
in computing his taxable income for the 2 
taxable years preceding the year of the 
change, and 

(B) the increase in taxable income for the 
year of the change which results solely by 
reason of the adjustments required by sub-
section (a)(2) exceeds $3,000, 

then the tax under this chapter attributable to 
such increase in taxable income shall not be 
greater than the aggregate increase in the 
taxes under this chapter (or under the cor-
responding provisions of prior revenue laws) 
which would result if one-third of such in-
crease in taxable income were included in tax-
able income for the year of the change and 
one-third of such increase were included for 
each of the 2 preceding taxable years. 

(2) Allocation under new method of accounting 

If— 
(A) the increase in taxable income for the 

year of the change which results solely by 
reason of the adjustments required by sub-
section (a)(2) exceeds $3,000, and 

(B) the taxpayer establishes his taxable in-
come (under the new method of accounting) 
for one or more taxable years consecutively 
preceding the taxable year of the change for 
which the taxpayer in computing taxable in-
come used the method of accounting from 
which the change is made, 

then the tax under this chapter attributable to 
such increase in taxable income shall not be 
greater than the net increase in the taxes 
under this chapter (or under the corresponding 
provisions of prior revenue laws) which would 
result if the adjustments required by sub-
section (a)(2) were allocated to the taxable 
year or years specified in subparagraph (B) to 
which they are properly allocable under the 
new method of accounting and the balance of 
the adjustments required by subsection (a)(2) 
was allocated to the taxable year of the 
change. 

(3) Special rules for computations under para-
graphs (1) and (2) 

For purposes of this subsection— 
(A) There shall be taken into account the 

increase or decrease in tax for any taxable 
year preceding the year of the change to 
which no adjustment is allocated under 
paragraph (1) or (2) but which is affected by 
a net operating loss (as defined in section 
172) or by a capital loss carryback or carry-
over (as defined in section 1212), determined 
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