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Proposed regulations: Removal of regulations on advance 
payments, goods and long-term contracts 
 
Proposed regulations (REG-104872-18) to remove existing regulations that are no 
longer necessary after the enactment of the new U.S. tax law (Pub. L. No. 115-97) are 
included in the Internal Revenue Bulletin 2018-44 (October 29, 2018). 
 
Read the proposed regulations [PDF 220 KB] as initially released for publication in 
the Federal Register earlier in October 2018. 

The proposed regulations would remove existing Reg. section 1.451-5 relating to the 
treatment of advance payments for goods and long-term contracts and would affect 
accrual method taxpayers that receive advance payments for goods, including those 
for inventoriable goods. In general, Reg. section 1.451-5 permits taxpayers to defer 
the inclusion of income from advance payments for goods for federal tax purposes 
until the advance payments are recognized in gross receipts under the taxpayer’s 
method of accounting for financial reporting purposes.   
 
This action was expected. The new tax law added a new section 451(b) to the Code, 
which states that for accrual method taxpayers, the "all events test" is not met any 
later than when the item of income is taken into account as revenue in a taxpayer’s 
applicable financial statement or such other financial statement as the Treasury 
Secretary may prescribe. 
 
The new tax law also added a new section 451(c) which permits an accrual method 
taxpayer that receives an advance payment during the tax year to include the portion 
of the payment in income in the tax year of receipt as required under section 451(b) 
and to defer including the remaining portion of the payment until the following tax year, 
similar to the rules in Rev. Proc. 2004-34. These new Code sections override the 
deferral method provided by Reg. section 1.451-5. Therefore, it was expected that 
these regulations would be withdrawn. 
 

https://www.gpo.gov/fdsys/pkg/FR-2018-10-15/pdf/2018-22025.pdf
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KPMG observation 
 
Taxpayers that are presently using a method of accounting permitted by Reg. section 
1.451-5 will need to make an accounting method change to a permitted method of 
accounting for advance payments, effective for tax years beginning after December 
31, 2017. 
 
Interim guidance has been issued under Notice 2018-35 permitting taxpayers to 
continue to rely on Rev. Proc. 2004-34 to make automatic accounting method 
changes for advance payments until guidance is issued specific to section 451(b) and 
451(c). 
 
Other changes that do not qualify under Rev. Proc. 2004-34 are generally non-
automatic method changes and must be filed by the end of the year of change. It is 
uncertain whether Treasury and IRS will issue procedural guidance providing 
additional automatic accounting method changes before the end of the calendar year. 
 
Comments, requests for public hearing 
 
Before the proposed regulations are adopted as final regulations, consideration will be 
given to any comments that are timely submitted to the IRS in the preamble under the 
“Addresses” section.  
 
A public hearing will be scheduled, if requested, by any person that timely submits 
comments. If a public hearing is scheduled, notice of the date, time, and place for the 
hearing will be published in the Federal Register. 
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