
Repeal of the Modification of the
Installment Method for Accrual
Method Taxpayers

Notice 2001–22

PURPOSE

This notice provides guidance on the
application of the Installment Tax Cor-
rection Act of 2000, Pub. L. No. 106-
573, 114 Stat. 3061 (2000) (the “Install-
ment Tax Correction Act”), to an accrual
method taxpayer that disposed of prop-
erty in an installment sale on or after
December 17, 1999, and filed by April
16, 2001, a Federal income tax return re-
porting the gain on the disposition using
an accrual method of accounting rather
than the installment method.

BACKGROUND

An installment sale generally is de-
fined in § 453(b) as a disposition of
property where at least one payment is
to be received after the close of the tax-
able year in which the disposit ion 
occurs.  Section 453(a) provides the
general rule that income from an install-
ment sale must be taken into account
under the installment method.   How-
ever, § 536(a) of the Ticket to Work and
Work Incentives Improvement Act of
1999, Pub. L. No. 106-170, 113 Stat.
1860 (1999), added former § 453(a)(2)
to the Code, which provided that the in-
stallment method did not apply to in-
come from an installment sale if the in-
come would be reported under an
accrual method of accounting without
regard to § 453.   Former § 453(a)(2)
was effective for sales or other disposi-
tions occurring on or after December 17,
1999, the date of enactment.

On December 28, 2000, the Install-
ment Tax Correction Act repealed 
§ 453(a)(2) with respect to sales and
other dispositions occurring on or after
December 17, 1999.   Section 2(b) of the
Installment Tax Correction Act provides
that the Code (including § 453) should
be applied and administered as i f  
§ 453(a)(2) had not been enacted.  

The installment method does not
apply to any disposition for which the

taxpayer elects out of the installment
method.  Section 453(d)(1).  A taxpayer
that reports an amount realized equal to
the selling price on the tax return filed
for the taxable year in which the install-
ment sale occurs is considered to have
made an effective election out of the in-
stallment method.  Section 15a.453–
1(d)(3)(i) of the temporary Income Tax
Regulations.  An election out of the in-
stallment method with respect to a dis-
position may be revoked only with the
consent of the Secretary.  Section
453(d)(3).  A revocation is retroactive.
Section 15a.453–1(d)(4).

APPLICATION 

Consistent with the change in law ef-
fected by the Installment Tax Correction
Act, an accrual method taxpayer that en-
tered into an installment sale on or after
December 17, 1999, and filed a Federal
income tax return by April 16, 2001, re-
porting the sale on an accrual method
(and, thus, an amount realized equal to
the selling price) has the consent of the
Secretary to revoke its effective election
out of the installment method, provided
the taxpayer files, within the applicable
period of limitations, amended Federal
income tax return(s) for the taxable year
in which the installment sale occurred,
and for any other affected taxable year,
reporting the gain on the installment
method.  Thus, a taxpayer may not re-
voke its effective election out of the in-
stallment method if the taxable year in
which any payment on the installment
obligation was received has closed.

EFFECT ON OTHER DOCUMENTS

Notice 2000–26, 2000–17 I.R.B. 954,
is modified to remove Q&As 1 through
9.  

DRAFTING INFORMATION

The principal author of this notice is
Merrill D. Feldstein of the Office of As-
sociate Chief Counsel (Income Tax &
Accounting).  For further information
regarding this notice, contact Ms. Feld-
stein at (202) 622-4950 (not a toll-free
call).

Modification of Rev. Rul. 2001–4

Notice 2001–23

PURPOSE

This notice modifies Rev. Rul. 2001–4,
2001–3 I.R.B. 295, by extending the ap-
plication of the automatic consent for
change in accounting method provisions
of Rev. Proc. 99–49, 1999–2 C.B. 725, to
the taxpayer’s first or second taxable year
ending after December 21, 2000. 

BACKGROUND

On December 21, 2000, the Internal
Revenue Service issued Rev. Rul.
2001–4, which holds, in part, that costs
incurred by a taxpayer to perform work
on its aircraft airframe as part of a heavy
maintenance visit generally are deductible
as ordinary and necessary business ex-
penses under § 162 of the Internal Rev-
enue Code.  The APPLICATION section
of Rev. Rul. 2001–4 provides that a tax-
payer wanting to change its method of ac-
counting to conform to the holding must
follow the automatic change in account-
ing method provisions of Rev. Proc.
99–49, provided the change is made for
the first taxable year ending after January
16, 2001.  Thus, for example, a taxpayer
using a calendar year may apply for auto-
matic consent to change its method of ac-
counting to conform to Rev. Rul. 2001–4
for the year 2001.  The Service recognizes
that the revenue ruling precludes a calen-
dar year taxpayer from applying for auto-
matic consent for the change for the year
2000, and greatly limits its ability to
apply for consent for that year under the
general procedures of Rev. Proc. 97–27,
1997–1 C.B. 680, due to the requirement
that the application must have been sub-
mitted by December 31, 2000.  

EXTENSION OF AUTOMATIC
METHOD CHANGE PROCEDURES
FOR 2000

To facilitate changes in method of ac-
counting by taxpayers to conform to the
holding of Rev. Rul. 2001–4 for the year
2000, the revenue ruling is modified to
allow a taxpayer to apply for the change
by following the automatic change in ac-
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