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Introduction 
 

The IRS allows a taxpayer to correct depreciation deductions by claiming the missed 
depreciation and correcting the depreciation methods and/or life for future years. Often 
the tax preparer does not know about a depreciable asset until the taxpayer has sold it 
or he or she has owned and used it in his or her trade or business for several years without 
taking any depreciation deduction. 

 
Method of Accounting 

 
In the year a depreciable asset is placed in service, the taxpayer must determine the 
depreciation method and life to be used, as provided under tax law. Future year depreciation 
deductions for this asset will be computed consistently based on the methods elected in the first 
year. If the method and life used in the first year are not valid under tax law, the taxpayer should 
correct the method and/or life by the due date of the taxpayer’s return for the second year of the 
asset’s life. 

In general, a method of accounting has been adopted when a permissible method of 
determining depreciation was used on the first tax return, or when the same impermissible 
method of determining depreciation has been used on two or more consecutively filed 
tax returns. 

 
A change in method of accounting for depreciation includes the following [Reg. §1.446- 
1(e)(2)(ii)]. 

➢ A change from an impermissible method of determining depreciation to a permissible 
method, if the method was used in two or more consecutively filed tax returns. 

➢ A change in the treatment of an asset from nondepreciable to depreciable or vice versa. 
➢ A change in the depreciation method, recovery period or convention of a depreciable 

asset. 
➢ A change from not claiming to claiming bonus depreciation if the taxpayer did not make 

the election not to claim any bonus depreciation. 
➢ A change from claiming a 50% special depreciation allowance to claiming a 100% 

special depreciation allowance for qualified property acquired and placed in service 
after September 27, 2017 (if the election under §168(k)(10) was not made to claim the 
50% special depreciation allowance). 

 
The following are not changes in the method of accounting for depreciation [Reg. §1.446- 
1(e)(2)(ii)]. 

➢ The taxpayer claimed an incorrect amount of depreciation due to a mathematical or 
posting error. 
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➢ An adjustment in the useful life of an asset for which depreciation is determined 
under§167. 

➢ A change in the use of an asset in the hands of the same taxpayer. 
➢ Making a late depreciation election or revoking a timely valid depreciation election 

(including the election not to claim bonus depreciation). If the taxpayer elected not to 
claim bonus depreciation, a change from not claiming to claiming bonus depreciation is a 
revocation of the election and is not an accounting method change. In general, to make 
a late depreciation election or revoke a depreciation election, the taxpayer must get IRS 
approval by requesting a letter ruling. 

➢ Any change in the placed-in-service date of a depreciable asset. 
 

Filing an Amended Return 
 

Taxpayers can file an amended return to correct the amount of depreciation claimed if: 
 

➢ They do not have a change in method of accounting. 
➢ They did not adopt a method of accounting for property placed in service in tax years 

ending after December 29, 2003. 
➢ They claimed the incorrect amount on property placed in service in tax years ending 

before December 30, 2003. 
 
A taxpayer who has used an impermissible method of depreciation for only one tax year has 
not adopted a method of accounting. The taxpayer can file an amended tax return for the year 
the property was placed in service if the amended return is filed before the taxpayer files a tax 
return for the succeeding year. Otherwise, the taxpayer must file Form 3115, Application for 
Change in Accounting Method, for the year of change. 

On January 28, 2004, the IRS issued Chief Counsel Notice 2004-007 announcing that, for 
depreciable or amortizable property placed in service by the taxpayer in taxable years ending 
before December 30, 2003, they will not assert that a change in computing depreciation under 
§§167, 168, 197, 1400I, 1400L(b), 1400L(c), or former §168 for depreciable or amortizable 
property that is treated as a capital asset under the taxpayer’s present and proposed methods 
of accounting is a change in the method of accounting under §446(e). This means that a 
taxpayer can take the position that a change in computing depreciation is not a change in 
accounting, and he or she can file amended returns to change the accounting for depreciation 
or amortization. 

On July 12, 2004, the IRS issued Chief Counsel Notice 2004-024 to clarify the application of 
Chief Counsel Notice 2004-007.  

Key provisions of Chief Counsel Notice 2004-024 include: 

➢ If the taxpayer files amended returns to implement the change in depreciation or 
amortization, no §481(a) adjustment is required or permitted. 

➢ If the taxpayer is only making a depreciation or amortization change to one asset, 
the taxpayer cannot file amended returns for some tax years and Form 3115 for 
other tax years. However, if a taxpayer is making changes to two or more assets, 
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the taxpayer can file amended returns for some assets and file Form 3115 for 
different assets. If the taxpayer filed Form 3115 before Chief Counsel Notice 2004-
007, and all years affected by the §481(a) adjustment are still open for assessment 
under the statute of limitations, the taxpayer can undo the Form 3115 and file an 
amended return to implement the change. 

Changing Accounting Method 
 

Taxpayers can get automatic approval from the IRS to change their method of accounting for 
depreciation under Rev. Proc. 2015-13 (modified by Rev. Proc. 2015-33 and Rev. Proc. 
2017-59). Taxpayers can recoup missed or understated allowable depreciation from open 
and closed years using this revenue procedure, and the approval is automatic; thus, no user 
fee applies. 

NOTE: If taxpayers do not qualify to use the automatic consent procedures, they can use the 
advance consent request procedures covered in Rev. Proc. 2015-13. 

Rev. Proc. 2015-13 applies to taxpayers who are changing from an impermissible to a 
permissible method of accounting for depreciation for any item of depreciable property that 
meets all of the following basic requirements. 

➢ The taxpayer used the impermissible method of accounting for depreciation in at least 
two taxable years immediately preceding the year of change (one year for property 
placed in service in the taxable year immediately preceding the year of change). 

➢ The property must be owned by the taxpayer at the beginning of the year of change, 
except for property disposed of before the year of change. 

➢ The property must be depreciable under §56(a)(1) (AMT depreciation), §56(g)(4)(A) 
(ACE depreciation), §§167 and 168 (ACRS and MACRS), §197 (amortization), §1400I 
(commercial revitalization deduction), or §1400L (New York Liberty Zone property), or 
under any first-year bonus depreciation provisions. 

➢ The change in depreciation is a change in method of accounting under Reg. 
§1.446-1(e)(2)(ii)(d). 
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Form 3115 
 

To make a change under Rev. Proc. 2015-13, the taxpayer must attach Form 3115 to a timely 
filed (including extensions) original return for the year of the change. In addition, the taxpayer 
must file a copy of Form 3115 with the IRS National Office no earlier than the first day of the 
year of change and no later than when Form 3115 is filed with the federal income tax return for 
the year of change. 

NOTE: The Form 3115 instructions provide that the automatic change number is “7” for 
changes from an impermissible method to a permissible method of depreciation for depreciable 
property owned at the beginning of the year of change. 

An automatic six-month extension from the due date of the return (excluding any extensions) for 
the year of change is available if the taxpayer: 

➢ Timely filed its federal income tax return for the year of change. 
➢ Files an amended return within the six-month extension period in a manner consistent 

with the new method of accounting. 
➢ Attaches the original Form 3115 to the amended return. 
➢ Files a copy of Form 3115 with the National Office no later than when the original is filed 

with the amended return. 
➢ Attaches a statement to Form 3115 that it is being filed pursuant to Reg. §301.9100-2.  

 
In general, there are no other extensions of time to file Form 3115, except in unusual and 
compelling circumstances. See Reg. §301.9100-3 for the standards that must be met. 

 

Understated Depreciation on Disposed Assets 
 

Rev. Proc. 2007-16 allows taxpayers to change their method of accounting for depreciation for 
property that has been disposed of if they used an impermissible method of accounting under 
which they did not claim any depreciation or less than the amount allowable in the “year of 
change” or any prior years. For this purpose, the year of change is the year the property was 
disposed of by the taxpayer. 

Under Rev. Proc. 2015-13, this automatic change can be made: 
 

➢ On a timely-filed (including extensions) original tax return for the year the property was 
disposed of by the taxpayer. 

➢ On an amended tax return for the year the property was disposed of if the taxpayer files 
the original Form 3115 with the amended return prior to the expiration of the statute of 
limitations for such year (generally three years from the due date, including extensions). 
A copy of Form 3115 must be filed with the IRS National Office no later than when the 
original Form 3115 is filed with the amended return. The amended return must include 
the adjustments to taxable income and any collateral adjustments to taxable income or 
tax liability resulting from this change in method of accounting. 
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NOTE: The instructions to Form 3115 provide that the change number for post-disposition 
depreciation is “107.” 

§481(a) Adjustment 
 

The adjusted basis of the depreciable property is changed when the taxpayer changes from an 
impermissible method of depreciation to a permissible method. This change results in a §481(a) 
adjustment. The adjustment is usually taken into account over a four-year period, beginning in 
the year of change. However, if the entire §481(a) adjustment is less than $50,000, a de minimis 
rule permits taxpayers to take 100% of the amount into account in the year of change. A 
negative adjustment (in the taxpayer’s favor) can be taken in full in the year of change. 

The §481(a) adjustment equals the difference between the total depreciation taken in prior 
years under the old method and the total depreciation allowable for those years under the new 
method. As of the beginning of the year of change, the basis of the depreciable property must 
reflect the §481(a) adjustment. 

Conclusion 
 

This opportunity to correct missed depreciation deductions may result in some taxpayers 
deliberately not claiming depreciation in year then when they have a low income so they can fix 
it in a later year when their income is higher. This is not advisable since in Rev. Rul. 56-407 
states a taxpayer cannot choose not to claim deductions. Knowing a deduction is available and 
not claiming it would be a violation of this revenue ruling. 

 
Example 

 
In June 2017, Fred Jones bought residential rental property for $210,000 (exclusive of land) that 
was 27.5-year MACRS property. When filing his 2019 tax return Fred determined that he never 
claimed depreciation on the property. Fred determines that his missed depreciation for the 
property is $11,773 

Fred wants to claim his missed depreciation by filing Form 3115. Since he owned the property 
on January 1, 2019, and used it in his rental activity, he is eligible to claim the missed 
depreciation. Fred’s §481(a) adjustment is ($11,773), which is allowed in full in the year of 
change since it is a negative adjustment. The “§481(a) adjustment” is shown as other expense 
on his 2019 Schedule E. 
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Form 3115 Required Attachments 
 

Part II of Form 3115 
Line 14(a) Item being changed: unclaimed depreciation of $11,773 on 

residential rental property purchased in 2017. 
Line 14(b) Present method: no depreciation has previously been taken. 
Line 14(c) Proposed method: depreciation under §168 (MACRS) using 

mid-month straight-line method over a 27.5 year life. 
Line 14(d) Present overall method of accounting: cash. 
Line 15 Description of business: residential rental real estate. 

 
Part IV of Form 3115 
Line 26 2017 Depreciation $210,000 x 1.970% = $ 4,137 

2018 Depreciation $210,000 x 3.636% = 7,636 
Total 2017 & 2018 Missed Depreciation $11,773 

 

Schedule E of Form 3115 
Line 7(a) Code section under which the property will be depreciated: 

Section 168 and regulations. 
Line 7(b) Asset Class: residential rental property. 
Line 7(d) Depreciation method: Section 168 (MACRS) straight-line. 
Line 7(e) Useful life: 27.5 years. 
Line 7(f) Convention: Mid-month. 
Line 7(g) First-year special depreciation: No, property does not qualify. 
Line 7(h) Account: Single asset account. 
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