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True Or False: A Change In Accounting Method From One Permissible Method Of
Accounting To Another (for is a common question among business owners, accountants, and tax
professionals. Understanding the rules, procedures, and implications involved in changing an
accounting method is crucial for accurate financial reporting and compliance with tax regulations.
This article provides a comprehensive overview of the topic, explaining when and how such changes
are permitted, the IRS requirements, and best practices to ensure a smooth transition.

Introduction to Accounting Methods
Accounting methods are the principles and procedures a business uses to record, recognize, and
report income and expenses. These methods influence financial statements and tax filings, making
their consistency and proper application vital.

Permissible Accounting Methods
The IRS recognizes several acceptable accounting methods, including:

Cash Method

Accrual Method

Hybrid Method

Each method has distinct advantages and implications, and a business typically chooses the one best
suited to its operations and industry.

Why Change an Accounting Method?
Businesses may consider changing their accounting method for various reasons:

To better reflect income and expenses

Due to changes in business operations or structure

To comply with new tax laws or regulations

To align with industry standards



However, such changes are subject to IRS approval and must be justified and properly documented.

Legal Framework Governing Changes in Accounting
Method

Internal Revenue Code and Regulations
The primary legal authority for changes in accounting methods is the Internal Revenue Code (IRC),
specifically sections related to method of accounting and the procedures for requesting changes.

IRS Revenue Procedures and Notices
The IRS issues Revenue Procedures and Notices that provide detailed guidance on how to request
and implement a change. Notably:

Revenue Procedure 2019-43 outlines the procedures for requesting a change in accounting
method.

Form 3115, Application for Change in Accounting Method, is used to formally request
approval.

Types of Changes in Accounting Methods
Changes generally fall into two categories:

Change in Method of Accounting: Switching from one permissible method to another (e.g.,1.
from cash to accrual).

Change in Accounting Period: Altering the fiscal year or accounting period used by the2.
business.

This article focuses on the first type: changing from one permissible method of accounting to
another.

Is It True or False? Changing From One Permissible
Method Is Allowed

Answer: True, but with Conditions
Changing from one permissible accounting method to another is generally allowed, but it requires
IRS approval and adherence to specific procedures.



Procedures for Requesting a Change in Method

Filing Form 3115
The key step in changing accounting methods is submitting Form 3115, Application for Change in
Accounting Method. This form must be filed:

With the IRS, typically with the tax return for the year of the change

By the due date of the return, including extensions

The form includes detailed information about the current method, the proposed new method, and
the reasons for the change.

Automatic vs. Non-Automatic Changes
Changes are classified as:

Automatic changes: Changes that the IRS permits to be made without prior approval,
provided certain conditions are met.

Non-automatic changes: Changes requiring prior IRS approval through a formal ruling
process.

Most common method changes fall under the automatic category if they meet specific criteria.

Implications of Changing Accounting Methods

Adjustment for Prior Years
When switching methods, the IRS may require an adjustment to account for income or deductions
that would have been recognized under the new method but were not under the old one. This
adjustment ensures consistency and comparability.

Impact on Tax Liability
The change can affect the timing of income and expense recognition, potentially increasing or
decreasing taxable income for the current and prior years.

Recordkeeping and Documentation
Proper records must be maintained to support the change, including:

Details of the old and new methods



Calculations of adjustments

Supporting documentation explaining the reasons for the change

Common Scenarios for Changing Accounting Methods

Switching from Cash to Accrual Method
A common scenario where a business might change from cash to accrual accounting involves
wanting to better match income and expenses, especially for companies with inventory or
receivables.

Changing from Accrual to Cash Method
Businesses with simpler operations may opt for cash accounting for ease and simplicity, but
changing back requires approval.

Other Permissible Method Changes
Additional changes include switching between different inventory valuation methods or depreciation
methods, each requiring specific procedures.

Best Practices for a Smooth Transition

Consult with Tax Professionals
Because of the complexity involved, it’s advisable to work with tax advisors or accountants
experienced in IRS procedures.

Plan the Change Carefully
- Determine the timing of the change (preferably at year-end)
- Calculate necessary adjustments beforehand
- Prepare comprehensive documentation

File the Correct Forms and Documentation
Ensure Form 3115 is correctly completed and filed timely to avoid penalties or complications.



Potential Risks and Considerations
- Tax Penalties: Failure to properly request or implement a change can result in penalties or
disallowed deductions.
- Audit Risks: Inadequate documentation increases audit risk.
- Impact on Financial Statements: Changing methods may alter financial results, affecting investor
or lender perceptions.

Summary and Key Takeaways
- Changing from one permissible accounting method to another is generally allowed but requires IRS
approval.
- The process involves submitting Form 3115, either automatically or with prior approval.
- Proper calculations, documentation, and timing are critical to avoid issues.
- Consulting with professionals can streamline the process and ensure compliance.

Conclusion
In conclusion, the statement "True or False: A Change In Accounting Method From One Permissible
Method Of Accounting To Another" is true, provided that the change complies with IRS rules and
procedures. While businesses have the flexibility to switch methods to better reflect their financial
reality, they must do so carefully, following all regulatory requirements to ensure accurate reporting
and avoid penalties.

By understanding the legal framework, procedural steps, and implications involved, businesses can
confidently navigate changes in their accounting methods, maintaining compliance and optimizing
their financial reporting systems.

Frequently Asked Questions

True or False: A change in accounting method from one
permissible method to another requires prior IRS approval.
False. Many changes between permissible accounting methods do not require prior approval but
must be disclosed and properly reported.

True or False: When changing accounting methods, taxpayers
must usually file Form 3115 to obtain IRS consent.
True. Form 3115 is typically used to request a change in accounting method and to obtain IRS
approval.



True or False: A change in accounting method from cash to
accrual is considered a change in accounting method that can
impact taxable income in the year of change.
True. Such a change can result in a Section 481(a) adjustment, affecting taxable income for the year
of change.

True or False: Once a taxpayer adopts a permissible
accounting method, they can always change to another
permissible method without any restrictions.
False. Changes are generally allowed but often require compliance with IRS rules, disclosures, and
sometimes prior approval.

True or False: A change in accounting method from a
permissible method to a different permissible method is
considered a correction and not a change that affects taxable
income.
False. Such a change is considered a change in accounting method and may impact taxable income,
requiring proper reporting.

True or False: The IRS allows taxpayers to change their
accounting methods to better reflect income recognition,
provided they follow proper procedures.
True. The IRS permits method changes to improve income recognition accuracy, provided the
correct procedures and disclosures are followed.

Additional Resources
True Or False: A Change In Accounting Method From One Permissible Method Of Accounting To
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In the complex world of financial reporting, the methods a business employs to account for its
transactions are critical—not only for internal clarity but also for external transparency and
compliance. Among the many accounting considerations, one that often prompts questions is
whether a company can switch from one permissible accounting method to another, and if so, what
the implications are. This article explores the nuances of such changes, clarifying the legal and
practical aspects, and offering insights into how businesses can navigate this often-misunderstood
area of accounting.

Understanding Permissible Accounting Methods

Before delving into the question of changing methods, it is essential to understand what constitutes



a permissible accounting method. Permissible methods are accepted under Generally Accepted
Accounting Principles (GAAP) or other applicable frameworks such as IFRS. These methods cover a
variety of accounting practices, including revenue recognition, inventory valuation, depreciation,
and methods of accounting for long-term contracts.

For example, common permissible methods for inventory valuation include FIFO (First-In, First-Out),
LIFO (Last-In, First-Out), and weighted average cost. For revenue recognition, methods might
include point of sale, percentage of completion, or installment sales. All these are acceptable so long
as they comply with relevant accounting standards and are applied consistently.

The Core Question: Is the Change Allowed?

True or False: A company can change from one permissible accounting method to another.

Answer: True, but with important caveats.

In general, under GAAP and IFRS, companies are permitted to change their accounting methods if
the change results in financial statements that are more accurate or relevant. However, such
changes are not made arbitrarily. They are subject to strict rules designed to maintain comparability
and transparency.

When Can a Change Be Made?

1. Change in Accounting Policy for Better Representation

A company might decide to switch from one permissible method to another if the new method
provides more reliable, relevant, or faithful representation of its financial position. For example, a
business might switch from FIFO to LIFO inventory valuation to better match current costs with
revenues, especially in times of inflation.

2. Change Due to New Accounting Standards or Regulations

Regulatory updates or new accounting standards may require or encourage companies to adopt new
methods. For instance, the adoption of IFRS 15 or ASC 606 on revenue recognition prompted many
companies to revise their revenue recognition policies.

3. Correction of Prior Errors or Inconsistencies

Sometimes, a change is necessitated by the correction of errors or to align with more consistent
application of accounting policies across reporting periods.

The Formal Process for Changing Methods

Changing an accounting method is not a casual decision. It involves a formal process governed by
accounting standards, which typically include:

- Disclosure Requirements: Companies must disclose the nature of the change, the reasons for it,
and its effect on financial statements.
- Retrospective Application: Generally, the change is applied retrospectively, meaning prior periods
are restated as if the new method had always been used.
- Consistency and Comparability: The goal is to ensure that financial statements across periods



remain comparable, enabling investors and regulators to make informed decisions.

The Role of Restatement and Disclosure

A key component of changing an accounting method involves restating prior financial statements.
This ensures that the current period's financials are comparable with previous periods, maintaining
transparency.

Restatement involves:

- Recalculating prior periods’ financial statements using the new method.
- Clearly disclosing the nature and reason for the change.
- Explaining the impact on net income, assets, liabilities, and other relevant metrics.

Failure to adequately disclose or properly restate can lead to regulatory scrutiny, penalties, and loss
of stakeholder trust.

Are All Changes Treated Equally?

Not all permissible changes are viewed the same under accounting standards. The key distinction is
between:

- Changes in accounting estimates: These are adjustments to estimates based on new information
(e.g., changes in useful life of an asset). These are handled prospectively.
- Changes in accounting policies: These involve a change in the principles, bases, conventions, or
procedures applied in preparing financial statements. These are typically required to be applied
retrospectively.

Switching from one permissible method to another falls into the latter category and thus generally
requires retrospective application and comprehensive disclosure.

Practical Implications for Businesses

Changing accounting methods can have significant effects on a company's reported financial
performance and position. For example:

- Impact on Earnings: Recalculating prior periods may change net income figures, influencing
investor perception.
- Tax Implications: Changes in accounting methods can affect taxable income, potentially leading to
tax adjustments or liabilities.
- Stakeholder Trust: Transparent disclosures and proper restatements are essential to maintain
credibility.
- Audit and Compliance: Auditors scrutinize changes to ensure they comply with applicable
standards and are justified.

Common Examples of Permissible Method Changes

- Switching inventory valuation methods (e.g., FIFO to LIFO)
- Changing revenue recognition policies (e.g., from point of sale to percentage of completion)
- Updating depreciation methods (e.g., from straight-line to declining balance)
- Altering amortization of intangible assets



Frequently Asked Questions

Q: Can a company switch back to a previous method?
A: Yes, provided that the change complies with applicable standards and is properly disclosed.
Reversing a previous change is also possible but must be carefully justified and documented.

Q: Are there restrictions on how often a method can be changed?
A: Standards generally do not specify limits, but frequent changes can raise concerns about
consistency and management’s intent. Proper justification and disclosures are required.

Q: What if the change results in a material effect?
A: The company must restate prior financial statements and clearly disclose the impact, ensuring
users understand the change's significance.

Legal and Regulatory Considerations

Regulatory bodies like the SEC (Securities and Exchange Commission) in the U.S. mandate strict
adherence to disclosure standards when changing accounting policies. Failure to comply can result
in penalties, restatements, or even legal action.

Internationally, IFRS standards are similarly rigorous, emphasizing transparency and comparability.
Companies must file detailed disclosures when changing policies and applying retrospective
adjustments.

Conclusion: Is the Statement True or False?

The statement: “A change in accounting method from one permissible method of accounting to
another is allowed”—is True, but with important qualifications.

While permissible methods are flexible, the change must be justified, properly disclosed, and applied
in accordance with relevant standards. The process involves a retrospective restatement of prior
periods, comprehensive disclosures, and careful consideration of the impact on financial statements.

In practice, such changes are common in the evolving landscape of accounting standards and
business needs. When executed correctly, they enhance the relevance and reliability of financial
reporting, fostering greater transparency and trust among stakeholders.

In summary, changing from one permissible accounting method to another is allowed, but it is a
regulated process that requires transparency, consistency, and adherence to standards. Properly
managed, such changes can reflect a company’s evolving understanding of its financial realities and
contribute to more accurate reporting.

True Or False A Change In Accounting Method From One
Permissible Method Of Accounting To Another For

True Or False A Change In Accounting Method From One Permissible Method Of Accounting To
Another For

https://sip.evo9x.com/ma27/true-or-false-a-change-in-accounting-method-from-one-permissible-method-of-accounting-to-another-for.pdf
https://sip.evo9x.com/ma27/true-or-false-a-change-in-accounting-method-from-one-permissible-method-of-accounting-to-another-for.pdf


Related Articles
The Budget For The Month Of May Was For 9,000 Units At A Direct Materials Cost Of $15 Per
Unit. Direct
The Position Of An Object At Any Time T Is Given Bys(t)=3t440t3+126t29.1 Determine The
Velocity Of The
Toby Has Five Coins. Three Of The Coins Add Up To 30p. Three Of The Coins Add Up To 40p.
All The Coins

Back to Home

https://sip.evo9x.com/ma27/the-budget-for-the-month-of-may-was-for-9-000-units-at-a-direct-materials-cost-of-15-per-unit-direct.pdf
https://sip.evo9x.com/ma27/the-budget-for-the-month-of-may-was-for-9-000-units-at-a-direct-materials-cost-of-15-per-unit-direct.pdf
https://sip.evo9x.com/ma27/the-position-of-an-object-at-any-time-t-is-given-bys-t-3t440t3-126t29-1-determine-the-velocity-of-the.pdf
https://sip.evo9x.com/ma27/the-position-of-an-object-at-any-time-t-is-given-bys-t-3t440t3-126t29-1-determine-the-velocity-of-the.pdf
https://sip.evo9x.com/ma27/toby-has-five-coins-three-of-the-coins-add-up-to-30p-three-of-the-coins-add-up-to-40p-all-the-coins.pdf
https://sip.evo9x.com/ma27/toby-has-five-coins-three-of-the-coins-add-up-to-30p-three-of-the-coins-add-up-to-40p-all-the-coins.pdf
https://sip.evo9x.com

