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number(s) of the examining agent, ap-
peals officer, or counsel for the govern-
ment, as appropriate. Further, in the
case of property that is not inventory
in the hands of the taxpayer, a change
under this paragraph (f)(2) is made on a
cutoff basis as described in section 2.06
of Rev. Proc. 99-49 and without the
audit protection provided in section 7
of Rev. Proc. 99-49. However, a tax-
payer may receive such audit protec-
tion for non-inventory property by tak-
ing into account any section 481(a) ad-
justment that results from the change
in method of accounting to comply
with this section. A taxpayer that opts
to determine a section 481(a) adjust-
ment (and, thus, obtain audit protec-
tion) for non-inventory property must
take into account only additional sec-
tion 263A costs incurred after Decem-
ber 31, 1986, in taxable years ending
after December 31, 1986. Any change in
method of accounting that is not made
for the taxpayer’s first taxable year
ending or beginning after August 21,
2000, whichever is applicable, must be
made in accord with the procedures in
Rev. Proc. 97-27 (1997-1 C.B. 680) (see
§601.601(d)(2) of this chapter).

[T.D. 8897, 656 FR 50644, Aug. 21, 2000; 65 FR
61092, Oct. 16, 2000]

§1.263A-5 Exception for qualified cre-
ative expenses incurred by certain
free-lance authors, photographers,
and artists. [Reserved]

§1.263A-6 Rules for foreign persons.
[Reserved]

§1.263A-7 Changing a method of ac-
counting under section 263A.

(a) Introduction—(1) Purpose. These
regulations provide guidance to tax-
payers changing their methods of ac-
counting for costs subject to section
263A. The principal purpose of these
regulations is to provide guidance re-
garding how taxpayers are to revalue
property on hand at the beginning of
the taxable year in which they change
their method of accounting for costs
subject to section 263A. Paragraph (c)
of this section provides guidance re-
garding how items or costs included in
beginning inventory in the year of
change must be revalued. Paragraph (d)
of this section provides guidance re-
garding how non-inventory property

§ 1.263A-7

should be revalued in the year of
change.

(2) Taxpayers that adopt a method of
accounting under section 263A. Tax-
payers may adopt a method of account-
ing for costs subject to section 263A in
the first taxable year in which they en-
gage in resale or production activities.
For purposes of this section, the adop-
tion of a method of accounting has the
same meaning as provided in §1.446-
1(e)(1). Taxpayers are not subject to
the provisions of these regulations to
the extent they adopt, as opposed to
change, a method of accounting.

(3) Taxpayers that change a method of
accounting wunder section 263A. Tax-
payers changing their method of ac-
counting for costs subject to section
263A are subject to the revaluation and
other provisions of this section. Tax-
payers subject to these regulations in-
clude, but are not limited to—

(i) Resellers of personal property
whose average annual gross receipts for
the immediately preceding 3-year pe-
riod (or lesser period if the taxpayer
was not in existence for the three pre-
ceding taxable years) exceed $10,000,000
where the taxpayer was not subject to
section 263A in the prior taxable year;

(ii) Resellers of real or personal prop-
erty that are using a method that fails
to comply with section 263A and desire
to change to a method of accounting
that complies with section 263A;

(iii) Producers of real or tangible per-
sonal property that are using a method
that fails to comply with section 263A
and desire to change to a method of ac-
counting that complies with section
263A; and

(iv) Resellers and producers that de-
sire to change from one permissible
method of accounting for costs subject
to section 263A to another permissible
method.

(4) Effective date. The provisions of
this section are effective for taxable
years beginning on or after August 5,
1997. For taxable years beginning be-
fore August 5, 1997, the rules of §1.263A—
7T contained in the 26 CFR part 1 edi-
tion revised as of April 1, 1997, as modi-
fied by other administrative guidance,
will apply.

(5) Definition of change in method of
accounting. For purposes of this sec-
tion, a change in method of accounting
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