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In brief 

In times of difficult economic conditions, companies may want to defer income and accelerate deductions 

to reduce cash taxes and improve cash flow.  Evaluating tax methods of accounting and making 

appropriate method changes or elections may help achieve these objectives for both domestic and 

foreign entities.   

The recently enacted CARES Act, allowing net operating losses (NOL) to be carried back for five tax 

years, creates options for additional accounting method planning to increase an NOL that is carried back 

to a higher rate tax year.  Taxpayers may be able to achieve tax savings by making method changes 

under the automatic procedures or by electing treatment on their federal income tax returns. 

 

In detail 

Reasons for accounting method planning  

In addition to reducing current cash taxes, accounting method planning may be helpful in increasing an 

NOL carryback, reducing the base erosion and anti-abuse tax (BEAT), increasing the Section 163(j) 

business interest deduction limitation, increasing a foreign derived intangible income (FDII) deduction, or 

reducing controlled foreign corporation (CFC) Subpart F inclusions such as global intangible low-taxed 

income (GILTI). 

Increase net operating losses 

The 2017 tax reform act reduced the maximum corporate federal income tax rate for tax years beginning 

after 2017 from 35% to 21%.  Tax reform also limited the NOL deduction to 80% of taxable income for 

NOLs arising in tax years beginning after December 31, 2017, and eliminated the two-year NOL 

carryback.   

The CARES Act allows taxpayers to carry back NOLs generated in a tax year beginning after December 

31, 2017, and before January 1, 2021, for five tax years and removes the annual limitation for those 

NOLs.  This carryback provision allows taxpayers with an NOL to apply losses generated in 21% rate tax 

years to potentially offset taxable income in 35% rate tax years.  Accounting method changes that 

increase deductions into or defer income from 2019 or 2020 may increase NOLs that may be carried back 

to a 35% rate year. 
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The IRS recently issued Rev. Proc. 2020-24, providing time and manner requirements for certain elections relating to 

these NOL carryback provisions.  The IRS also issued Notice 2020-26, providing an extension of time to file an application 

for a tentative refund to carry back an NOL that arose in a tax year that began during calendar year 2018 and ended on or 

before June 30, 2019.   

In determining the effect of a carryback, taxpayers carrying losses back to pre-2018 tax years likely will need to compute 

an alternative minimum tax (AMT) NOL deduction that takes into account any adjustments and preferences required 

under the AMT regime as well as the 90% limitation on AMT NOLs. 

Observation:  Taxpayers should exercise caution in pursuing strategies regarding NOLs.  Given the complexity and 

interaction of some tax provisions, especially after tax reform, taxpayers may determine that strategies to maximize NOLs 

may adversely affect other tax liabilities in that year, for example the BEAT or the Section 163(j) interest limitation.  

Similarly, increased NOL deductions in prior years could adversely impact tax attributes, such as Section 199 deductions, 

tax credits, charitable contributions, and Section 1341 tax benefits, that are affected by taxable income.  Careful modelling 

that takes into account all factors is needed. 

Reduce BEAT 

In general, the BEAT is a tax on base erosion payments an applicable taxpayer pays or accrues in tax years beginning 

after December 31, 2017.  A base erosion payment includes an amount a taxpayer pays or accrues to a related foreign 

person for which a deduction is allowable.  An applicable taxpayer is a corporation (other than a RIC, REIT, or S 

corporation) with average annual gross receipts for the three preceding tax years of at least $500 million and a base 

erosion percentage of at least 3% (2% in the case of certain banks and registered securities dealers).   

The BEAT is equal to the excess of (1) the BEAT applicable rate for the tax year multiplied by the taxpayer’s modified 

taxable income over (2) the taxpayer’s regular tax liability.  The BEAT applicable rate is 5% for tax years beginning in 

2018, 10% for tax years beginning on or before December 31, 2025, and 12.5% for tax years beginning after December 

31, 2025 (one percentage point higher for banks and securities dealers).  

A taxpayer may reduce its BEAT liability by eliminating or recharacterizing base erosion payments or by adopting or 

changing accounting methods to reduce deductible payments or increase regular taxable income.  A taxpayer also may 

be able to reduce its base erosion percentage below 3% and eliminate its BEAT liability for a tax year through accounting 

methods planning. 

Reduce Section 163(j) interest limitation 

Section 163(j) as amended under tax reform limits a taxpayer’s deduction for business interest to the sum of (1) business 

interest income, (2) 30% of adjusted taxable income (ATI), and (3) floor plan financing interest.  ATI is taxable income 

adjusted by disregarding certain income and deductions. ATI is increased for depreciation, amortization, or depletion 

(DAD) deductions incurred in tax years beginning before January 1, 2022.  The CARES Act increases the Section 163(j) 

limitation to 50% of ATI for tax years beginning in 2019 or 2020. 

Accounting methods planning may increase taxable income or recover costs as DAD instead of as a current deduction, 

increase ATI and the Section 163(j) limitation, or reduce disallowed interest. 

Reduce GILTI/increase FDII 

Section 951A taxes the GILTI of US shareholders of CFCs, effective for CFC tax years beginning after December 31, 

2017.  GILTI generally is the excess of net CFC tested income over a net deemed return on tangible property.   

Tested income effectively is equivalent to US taxable income and generally should be computed using the same 

accounting method principles that apply to domestic companies.  The deemed return on tangible property generally is 

equal to 10% of the qualified business asset investments (QBAI) of each CFC over the interest expense.  For this 

purpose, QBAI is the adjusted basis of depreciable tangible property under Section 168(g). 

FDII allows a deduction (37.5% for tax years beginning before January 1, 2026 and 21.875% thereafter) for foreign 

derived intangible income, which generally is calculated as the excess of eligible income over a 10% return on QBAI.  As 
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a result, FDII effectively is taxed at a lower tax rate (13.125% and 16.406%, respectively).  The FDII deduction is limited 

by taxable income. 

Accounting methods planning may reduce GILTI by deferring income or accelerating deductions to reduce CFC tested 

income, or conversely increase the FDII deduction by increasing taxable income of the domestic company. 

Observation:  Modelling should be conducted to determine if an increase in deductions to reduce cash tax or increase an 

NOL adversely impacts BEAT liability, Section 163(j), or FDII.  For additional information on accounting method planning 

for BEAT, Section 163(j), and GILTI, see Taxpayers should review tax reform and other guidance as year-end 

approaches. 

Accounting method planning to reduce taxable income 

Changes to accounting methods, such as the methods described in this section, may assist taxpayers to reduce taxable 

income by deferring income to a later tax year or increasing deductions in the current tax year.  Many of these changes 

may be made under the automatic procedures, thus for 2019 or 2020.  Taxpayers should review their financial and tax 

accounting records to determine if they are eligible to use these methods and to identify additional options. 

Defer income   

In general 

A taxpayer using an accrual method of accounting generally includes an item in gross income when all the events have 

occurred that fix the right to receive the income and the amount is determinable with reasonable accuracy (the all -events 

test).  Before tax reform, an accrual-method taxpayer generally accrued income at the earliest of when the item was due, 

paid, or earned.   

Tax reform added Section 451(b), which modifies the all-events test by providing generally that an accrual-method 

taxpayer meets the all-events test no later than when an item of gross income is taken into account as revenue in the 

taxpayer’s applicable financial statement (AFS).  Recognizing gross income when recognized as revenue in an AFS 

accelerates income recognition for many taxpayers.    

Under Section 451(b) and proposed regulations, the modified all-events test does not apply to special methods of 

accounting, such as installment sales under Section 453, prepaid subscription income under Section 455, qualified returns 

under Section 458, long-term contracts under Section 460, rental payments under Section 467, the mark-to-market 

method under Section 475, hedging transactions under  Reg. sec. 1.446-4, and integrated transactions under Reg. sec. 

1.988-5.   

Contingent future income, which is income to which a taxpayer’s entitlement is contingent on the occurrence or non-

occurrence of a future event, also is excluded. The proposed regulations identify contingent bonuses and contingent 

renewals as examples of contingent income.  

The modified all-events test also does not apply to amounts that are not income for tax purposes, such as pass-through 

payments for which the taxpayer does not have a claim of right.  Eligible taxpayers currently following AFS recognition 

may benefit from a change in method of accounting to one of these methods. 

For more information about the Section 451(b) proposed regulations, see Proposed regulations interpret the all-events 

test under Section 451(b). 

Advance payments 

Tax reform also added Section 451(c), which provides rules for an accrual-method taxpayer to elect to defer, for one tax 

year, recognizing certain advance payments in gross income consistent with treatment in an AFS.  The conference report 

to the tax reform act indicates that Section 451(c) is modelled on Rev. Proc. 2004-34, which also provides for a one tax 

year deferral of advance payments.  Taxpayers may continue to apply Rev. Proc. 2004-34 pending publication of final 

regulations.  Taxpayers currently recognizing advance payments upon receipt may benefit from a method change to defer 

eligible advance payments. 

https://www.pwc.com/us/en/services/tax/library/insights/taxpayers-should-review-guidance-as-year-end-approaches.html
https://www.pwc.com/us/en/services/tax/library/insights/taxpayers-should-review-guidance-as-year-end-approaches.html
https://www.pwc.com/us/en/services/tax/library/insights/proposed-regulations-interpret-all-events-test-of-section-451b.html
https://www.pwc.com/us/en/services/tax/library/insights/proposed-regulations-interpret-all-events-test-of-section-451b.html
https://www.pwc.com/us/en/services/tax/library/insights/proposed-regulations-interpret-all-events-test-of-section-451b.html
https://www.pwc.com/us/en/services/tax/library/insights/proposed-regulations-interpret-all-events-test-of-section-451b.html
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These rules are discussed in more detail in Guidance issued on Section 451(c) advance payments, Section 451(b) and (c) 

method changes. 

Accelerate deductions 

Accrued compensation  

Taxpayers that determine their book-tax differences for accrued compensation items (e.g., bonuses, commissions, 

vacation, or severance pay) by analyzing the change in balance from year to year may be able to benefit from a change in 

method of accounting to deduct accrued compensation to the extent that the liability is fixed and reasonably determinable 

at year-end, the employee has provided the services, and payment is made within 2½ months after the end of the tax year 

in which the compensation liability became fixed and determinable.  

Payroll taxes 

Under the recurring item exception, a taxpayer may deduct payroll taxes in the tax year when the underlying 

compensation liability, including accrued vacation and sick leave, is fixed and determinable to the extent the taxes are 

paid within 8½ months after the end of the tax year. The taxpayer may deduct payroll taxes that are paid within 8½ 

months of year-end related to accrued salaries, bonuses, and vacation and sick leave if the liability is fixed and 

determinable at year-end although the compensation is paid more than 2½ months after year-end.  A taxpayer that is not 

deducting payroll taxes until the tax year paid may change its method of accounting and accelerate the deduction.   

The CARES Act defers payment of 50% of the employer’s share of the social security portion of FICA taxes and the 

employer’s share of the social security portion of railroad retirement taxes that are due in 2020 to December 31, 2021, 

and the remainder to December 31, 2022.  However, a calendar year taxpayer that pays all or a portion of these deferred 

2020 payroll taxes by September 15, 2021, may deduct those taxes in 2020 (and potentially create or increase a 2020 

NOL) if the taxpayer uses or changes to the recurring item exception for this item.  

Defined benefit pension plans 

Pension rules allow taxpayers to contribute to qualified defined benefit plans up to 8½ months after the end of the plan 

year and deduct the contributions in the prior tax year.  Thus, a calendar year taxpayer that makes contributions for the 

2019 plan year on or before September 15, 2020, may deduct the contributions in either 2019 or 2020.  The taxpayer 

must deduct the contributions on the federal income tax return for the chosen tax year. 

Similar timing rules apply to defined contribution plans, although less beneficial because of limitations on the amount that 

may be contributed. 

Note:  Taxpayers also may free up cash by contributing real property or company securities to a qualified plan.  Subject to 

certain requirements, ERISA allows these contributions not to exceed 10% of pension plan assets at the time of the 

contributions.    

Bad debts 

Taxpayers that determine their book-tax difference for bad debts by analyzing the change in balance from year to year 

may change their method of accounting to deduct partially worthless debts to the extent there is a specific reserve for the 

customer’s debt.  Taxpayers must deduct wholly worthless debts in the year they become worthless and should change 

their method of accounting if on an improper method.   

Service liabilities  

Accrual method taxpayers that use a cash method (i.e., deduct an item when paid) for certain accrued services may be 

able to make an accounting method change to deduct these items when the services are provided or, if the liability is 

otherwise fixed and determinable at year-end to the extent the services are provided within 8½ months of year-end under 

the recurring item exception.  Items that may be covered by this change include legal and other professional fees, 

warranties, and environmental remediation costs.  

https://www.pwc.com/us/en/services/tax/library/insights/section-451-advance-payment-and-method-change-guidance-issued.html
https://www.pwc.com/us/en/services/tax/library/insights/section-451-advance-payment-and-method-change-guidance-issued.html
https://www.pwc.com/us/en/services/tax/library/insights/section-451-advance-payment-and-method-change-guidance-issued.html
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Rebates and allowances  

Taxpayers that provide rebates or allowances to customers and deduct the amounts when paid may benefit from applying 

the recurring item exception to accelerate the deduction to the extent (1) the customers earn the rebates by the end of the 

year, and (2) the taxpayers pay the rebates or allowances within 8½ months after year-end. 

Self-insured medical accruals  

Taxpayers may deduct incurred but not reported (IBNR) self-insured medical claims at the time the medical services are 

provided to an employee to the extent that, under the employer’s self-insured medical plan, the medical service provider, 

rather than the employee submits the claim for payment. This opportunity applies to medical IBNR accruals related to 

active employees, injured employees (via a workers’ compensation accrual), and retired employees, provided the claims 

are not funded through a VEBA. 

Inventory costing and valuation 

UNICAP 

Taxpayers subject to the uniform capitalization (UNICAP) rules under Section 263A must comply for the 2019 tax year 

with final regulations that substantially change the rules for taxpayers using a simplified method to capitalize additional 

costs to inventory.  Most taxpayers with inventory subject to UNICAP likely will need to make at least one accounting 

method change for 2019.  In addition to achieving compliance, these method changes may result in fewer costs 

capitalized to ending inventory for taxpayers that change to the new modified simplified production method or that were 

overcapitalizing costs due to the complexity of the rules.  

Note:  The UNICAP regulations are discussed in Final regulations provide complex rules on negative additional Section 

263A costs and Section 263A final regulations provide new modified simplified production method. 

Inventory identification and valuation  

Taxpayers may be able to benefit from a change in their inventory identification and valuation methods to reduce ending 

inventory.  For example, a taxpayer with an inventory shrinkage accrual for financial accounting purposes that is not 

deducting estimated inventory shrinkage for federal income tax purposes may want to change its method of accounting to 

do so.   

Similarly, a taxpayer with an obsolescence reserve for financial accounting purposes that is reversing that account for tax 

purposes may want to identify and value subnormal goods below cost, generally at an actual offering price or scrap value.   

A taxpayer with normal goods may want to use a lower of cost or market method to write down goods to reproduction or 

replacement cost or to an actual offering price.  A change to accrue inventory shrinkage or to value inventory below cost 

generally may be effected by an automatic accounting method change. 

Tangible property capitalization and recovery 

Depreciation 

Section 168(k) was amended under tax reform to allow additional (bonus) depreciation for qualified property acquired and 

placed in service after September 27, 2017, and before January 1, 2026 (one year later for certain aircraft and longer 

production period property).   Property placed in service before January 1, 2023 (one year later for certain aircraft and 

longer production period property) may be eligible for 100% depreciation, with percentages declining by 20% per year 

thereafter.  For more information on bonus depreciation generally, see Final and proposed regulations expand bonus 

depreciation availability. 

As the result of a drafting error, the tax reform amendment omitted qualified improvement property (which includes 

qualified leasehold improvement property, qualified restaurant property, and qualified retail improvement property) from 

the list of 15-year property.  Thus, this property was not qualified property eligible for bonus depreciation.  The CARES Act 

includes a technical correction that remedies this error for property placed in service after 2017.  An affected taxpayer 

may claim a 15-year life and bonus depreciation for any qualified improvement made by the taxpayer and placed in 

service in its 2018 tax year by filing an amended return or changing its method of accounting for its 2019 or 2020 tax year 

under the automatic procedures. 

https://www.pwc.com/us/en/services/tax/library/insights/final-regulations-on-negative-additional-section-263a-costs0.html
https://www.pwc.com/us/en/services/tax/library/insights/final-regulations-on-negative-additional-section-263a-costs0.html
https://www.pwc.com/us/en/services/tax/library/insights/final-regulations-on-negative-additional-section-263a-costs0.html
https://www.pwc.com/us/en/services/tax/library/insights/final-regulations-on-negative-additional-section-263a-costs0.html
https://www.pwc.com/us/en/services/tax/library/insights/final-regulations-provide-modified-simplified-production-method.html
https://www.pwc.com/us/en/services/tax/library/insights/final-regulations-provide-modified-simplified-production-method.html
https://www.pwc.com/us/en/services/tax/library/insights/final-and-proposed-regulations-expand-bonus-depreciation.html
https://www.pwc.com/us/en/services/tax/library/insights/final-and-proposed-regulations-expand-bonus-depreciation.html
https://www.pwc.com/us/en/services/tax/library/insights/final-and-proposed-regulations-expand-bonus-depreciation.html
https://www.pwc.com/us/en/services/tax/library/insights/final-and-proposed-regulations-expand-bonus-depreciation.html
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Elections to opt out of or reduce bonus depreciation may benefit taxpayers seeking to defer depreciation deductions to a 

later tax year, for example to increase an NOL in the later year that the taxpayer then may carry back five years.  A 

taxpayer may elect to opt out of bonus depreciation for all qualified property in a class placed in service during the tax 

year.  This election applies annually and on a class-by-class basis.   

Taxpayers also could elect to claim 50% bonus depreciation in lieu of 100% bonus depreciation for qualified property 

acquired after September 27, 2017, and placed in service in the first tax year ending after September 27, 2017 (the tax 

year that includes September 28, 2017).  This election applies to all qualified property placed in service during that tax 

year rather than on a class-by-class basis.   

Rev. Proc. 2019-33 allows a taxpayer that made one of these elections for a tax year and then desires to increase 

deductions in that year to revoke the election by changing its method of accounting.  Under Rev. Proc. 2019-33, a 

taxpayer that timely made an election and wishes to revoke it, or did not make an election and wishes to do so, may 

change its election position by filing a Form 3115 for the first, second, or third tax year after the election year using the 

automatic method change procedures.  See Rev. Proc. 2019-33 provides procedures for changing bonus depreciation 

elections. 

Additional possibilities to claim missed depreciation through accounting method changes arise as a result of failing to 

depreciate or amortize an asset that has been placed in service or using improper asset classifications with longer 

recovery periods. 

Repairs 

A taxpayer may deduct as a repair an expenditure that does not result in a betterment or a restoration of the unit of 

property and does not adapt the unit of property to a new or different use.  Because the unit of property for tax purposes 

often is larger than the unit of property for financial accounting purposes, the application of this test to the tax unit of 

property often results in the identification of additional repairs for tax purposes.  The tangible property regulations also 

provide favorable elections and safe harbors that taxpayers should consider.   

A change to deduct amounts paid or incurred for repair and maintenance, including a change in identifying the unit of 

property for this purpose, generally is eligible for automatic consent. 

Disposal losses 

A taxpayer may be able to change its method, generally under the automatic procedures, to claim losses on assets that 

were disposed of in prior years but the taxpayer has inadvertently continued to depreciate. 

A taxpayer also may be able to claim a loss on a partially disposed asset, such as a structural component of a building or 

a component of any other asset, before the unit of property itself is disposed.  In these instances, the taxpayer must 

capitalize the cost of replacement property.  Partial dispositions that are not elective, such as in the context of a casualty 

loss or partial sale of an asset, generally may be effected with an automatic accounting method change.  Elective partial 

dispositions, however, must be claimed on an original timely filed return. 

Materials and supplies  

Incidental materials and supplies for which a taxpayer does not keep a record of consumption or take physical inventories 

at the beginning and end of the year may be deducted when purchased to the extent that treatment clearly reflects 

income. The Section 263(a) tangible property regulations define materials and supplies, in part, as (1) fuel, lubricants, 

water, and similar items that are reasonably expected to be consumed in 12 months or less, (2) a unit of property that has 

an economic useful life of 12 months or less, and (3) a unit of property that has an acquisition or production cost of $200 

or less. 

Leasing issues 

Taxpayers that have mischaracterized a lease for federal income tax purposes, such as by following the book 

characterization as a sale when the arrangement is a true lease for tax, generally may change their methods of 

accounting using the automatic procedures.  Recent changes to the automatic procedures allow the change with a 

Section 481(a) adjustment and audit protection.  

https://www.pwc.com/us/en/services/tax/library/insights/rev-proc-2019-33-on-changing-bonus-depreciation-elections.html
https://www.pwc.com/us/en/services/tax/library/insights/rev-proc-2019-33-on-changing-bonus-depreciation-elections.html
https://www.pwc.com/us/en/services/tax/library/insights/rev-proc-2019-33-on-changing-bonus-depreciation-elections.html
https://www.pwc.com/us/en/services/tax/library/insights/rev-proc-2019-33-on-changing-bonus-depreciation-elections.html
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Taxpayers also generally may make automatic accounting method changes for certain tenant improvement allowances, 

Section 467 rental agreements, and initial direct costs with a Section 481(a) adjustment and audit protection.  A change in 

accounting for a lease under Section 461, however, likely would require a non-automatic method change.  For additional 

information, see Tax and financial accounting method differences for leases continue after ASC 842. 

Intangible capitalization and recovery 

Prepaid payment liabilities 

Taxpayers that currently capitalize prepaid expenses for items such as insurance, software maintenance, licenses, fees, 

or permits with a useful life of 12 months or less may be able to change their method of accounting to deduct those items 

when paid under the Section 263(a) intangible property regulations. 

Deferred costs 

In certain circumstances, taxpayers follow their financial accounting method for federal income tax purposes and defer 

incurred costs to match those costs against related revenue that will be recognized in a subsequent tax year or years.  

Deferred costs include costs to perform services when the related revenue has been deferred, set-up or transition costs 

necessary to perform contracts, and cost of goods sold when tax ownership of the goods has transferred but the taxpayer 

has not recognized revenue.   

Taxpayers also may deduct commissions paid to sales representatives for obtaining customer contracts that are deferred 

and recognized over the contract life for financial accounting purposes.  In many instances, a taxpayer may deduct these 

deferred costs and commissions for tax purposes with an automatic method change. 

Software development costs  

Taxpayers that capitalize costs attributable to the development of software, including costs incurred in connection with the 

implementation of enterprise resource planning software packages, may be able to deduct those costs currently in 

accordance with Rev. Proc. 2000-50. 

Accounting method planning to increase taxable income 

Accounting method planning may assist taxpayers that want to increase taxable income in a tax year, for example to 

reduce BEAT liability or the Section 163(j) business interest disallowance in the current tax year or to create or increase 

an NOL in a later tax year. 

Bonus depreciation elections 

A taxpayer may elect to opt out of or take reduced bonus depreciation, discussed earlier, to increase taxable income in 

the placed-in-service-year as well as defer deductions to a later tax year.  

Research and development costs 

Taxpayers with significant research and development (R&D) expenditures may increase taxable income by electing to 

capitalize these costs under Section 174 or 59(e).  

For tax years beginning before January 1, 2022, Section 174 allows taxpayers to deduct R&D expenditures paid or 

incurred during the tax year.  However, a taxpayer may elect, on a project-by-project basis, to capitalize otherwise 

deductible R&D expenditures.  The capitalized cost is recoverable as amortization over a period of not less than 60 

months beginning with the month the taxpayer first realizes benefits from the R&D.   

Under Section 59(e)(1), a taxpayer may deduct qualified expenditures, including R&D expenditures deductible under 

Section 174, ratably over a 10-year period beginning in the tax year of the expenditure.  The taxpayer may make this 

election for any portion of a qualified expenditure paid or incurred in a tax year by specifying a dollar amount and may 

make the election on a project-by-project basis.   

UNICAP 

Some taxpayers may increase taxable income by capitalizing additional costs to inventory or self-constructed assets 

under UNICAP.  For example, a taxpayer may significantly increase the capitalized amount of mixed service costs by 

https://www.pwc.com/us/en/services/tax/library/tax-and-financial-accounting-for-leases-differ-after-asc-842.html
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using the direct allocation method.  Mixed service costs are general and administrative costs that in part directly benefit or 

are incurred by reason of production activities and in part relate to nonproduction activities.  Generally, mixed service 

costs are allocated to both production activities and nonproduction activities.  Under the direct allocation method, a 

taxpayer may allocate all mixed service costs to capitalizable production activities if the costs relate to departments that 

impact production activities in any way. 

A taxpayer generally may change to a different UNICAP method, including to the direct reallocation method, 

automatically.  

Other options 

Many of the strategies to reduce taxable income may be reversed to increase income.  For example, a taxpayer may 

recognize advance payments currently, deduct taxes or rebates and allowances when paid, capitalize certain repair and 

maintenance costs, defer deductions for materials and supplies, or capitalize and amortize prepaid expenses or software 

development costs.   

A number of other tax provisions allow taxpayers to capitalize costs that otherwise may be deducted, including (1) 

transaction costs under the intangible property regulations, (2) certain costs that facilitate the acquisition of real or 

personal property under the tangible property regulations, (3) interest and taxes carrying charges, and (4) package design 

costs. 

The takeaway 

Taxpayers may be able to achieve significant tax savings and improve cash flow through changes in methods of 

accounting.  Taxpayers should evaluate their current accounting methods to determine what method changes may be 

beneficial.  Many of these changes may be made under the automatic procedures.  Taxpayers should consider all tax 

provisions and engage in careful modelling, however.
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Let’s talk 

For a deeper discussion of how this issue might affect your business, please contact one of the PwC professionals listed 

below, or your local Accounting Method Services contact: 

 

Annette Smith 

Washington, DC   

(703) 405-8775  

annette.smith@pwc.com 

Brad White 

Los Angeles, CA  

(206) 484-6587  

brad.white@pwc.com 

Christine Turgeon 

Washington, DC 

(973) 202-6615 

christine.turgeon@pwc.com 
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