
(v) Effective date—(A) In general.  The
rules of this paragraph (e)(3) and para-
graphs (b)(4) and (c)(2) of this section are
applicable for taxable years beginning on
or after the date these regulations are pub-
lished in the Federal Register as final
regulations.

(B) Change in method of accounting.
Any change in a taxpayer’s method of ac-
counting necessary to comply with this
paragraph (e)(3) or paragraphs (b)(4) or
(c)(2) of this section is a change in method
of accounting to which the provisions of
section 446 and the regulations thereunder
apply.  For the first taxable year beginning
on or after the date these regulations are
published in the Federal Register as final
regulations, a taxpayer is granted the con-
sent of the Commissioner to change its
method of accounting to a method re-
quired or permitted by this paragraph
(e)(3) and paragraphs (b)(4) and (c)(2) of
this section.  A taxpayer that wants to
change its method of accounting under
this paragraph (e)(3)(v) must follow the
automatic consent procedures in Rev.
Proc. 99–49 (1999–52 I.R.B. 725)(see
§601.601(d)(2) of this chapter).  However,
the scope limitations in section 4.02 of
Rev. Proc. 99–49 do not apply.  In addi-
tion, if the taxpayer’s method of account-
ing for its LIFO inventories is an issue
under consideration at the time the appli-
cation is filed with the national office, the
audit protection of section 7 of Rev. Proc.
99–49 does not apply.  If a taxpayer
changing its method of accounting under
this paragraph (e)(3)(v)(B) is under exam-
ination, before an appeals office, or before
a federal court with respect to any income
tax issue, the taxpayer must provide a
copy of the application to the examining
agent(s), appeals officer or counsel for the
government, as appropriate, at the same
time it files the application with the na-
tional office.  A change under this para-
graph (e)(3)(v)(B) must be made using a
cut-off basis and new base year in accor-
dance with paragraph (e)(3)(iv)(C)(1) of
this section.  Because a change under this
paragraph (e)(3)(v)(B) is made on a cut-
off basis, a section 481(a) adjustment is
not required.  However, a taxpayer chang-
ing its method of accounting under this
paragraph (e)(3)(v)(B) must comply with
the requirements of section 10.04(3) of the
APPENDIX of Rev. Proc. 99–49 (con-
cerning bargain purchases).

* * * * *
(h) Inventories received in certain non-

recognition transactions—(1) In general.
Except as provided in paragraph (h)(3) of
this section, if inventories are received in
a transaction described in paragraph
(h)(2) of this section, then for purposes of
determining future increments and liqui-
dations the transferee must use the year of
the transfer as the base year and the cur-
rent-year cost (determined under the
transferor’s method of accounting) of the
inventories received as the new base-year
cost of such inventories.  Likewise, the
transferee must use the current-year cost
(determined under the transferee’s
method of accounting) of its beginning in-
ventory, if any, as the new base-year cost
of the beginning inventory for purposes of
determining future increments and liqui-
dations.  The total new base-year cost of
the transferee’s beginning inventory is
equal to the new base-year cost of the in-
ventories received and the new base-year
cost of the beginning inventory.  The cu-
mulative index as of the first day of the
year in which the inventory is received
(the base date) is 1.00. The base-year
costs of any layers of increment in the
pool, as determined after the transfer,
must be restated in terms of new base-
year costs and the indexes for all such lay-
ers must be restated in terms of the new
base year index.  See paragraph
(e)(3)(iv)(C)(1) of this section for an ex-
ample of this computation.

(2) Transactions to which this para-
graph (h) applies. A transaction is de-
scribed in this paragraph (h) if—

(i) The transferee determines its basis
in the inventories, in whole or in part, by
reference to the basis of the inventories in
the hands of the transferor;

(ii) The transferor used the dollar-value
LIFO method to account for the trans-
ferred inventories;

(iii) The transferee uses the dollar-
value LIFO method to account for the in-
ventories in the year of the transfer; and

(iv) The transaction is not described in
section 381(a).

(3) Anti-avoidance rule.  The rule in
paragraph (h)(1) of this section will not
apply to a transaction entered into with
the principal purpose to avail the trans-
feree of a method of accounting that
would be unavailable to the transferor (or
would be unavailable to the transferor

without securing consent from the Com-
missioner).  In determining the principal
purpose of a transfer, consideration will
be given to all of the facts and circum-
stances.  However, a transfer is deemed
made with the principal purpose to avail
the transferee of a method of accounting
that would be unavailable to the transferor
without securing consent from the Com-
missioner if the transferor acquired inven-
tory in a bargain purchase within the five
taxable years preceding the year of the
transfer and used a dollar-value LIFO
method to account for that inventory that
did not treat the bargain purchase inven-
tory and physically identical inventory ac-
quired at market prices as separate items.
Inventory is deemed acquired in a bargain
purchase if the actual cost of the inven-
tory (or, if appropriate, the allocated cost
of the inventory) was less than or equal to
50 percent of the replacement cost of
physically identical inventory.  Inventory
is not considered acquired in a bargain
purchase if the actual cost of the inven-
tory (or, if appropriate, the allocated cost
of the inventory) was greater than or
equal to 75 percent of the replacement
cost of physically identical inventory.

(4) Effective date.  The rules of this
paragraph (h) are applicable for transfers
on or after the date these regulations are
published in the Federal Register as final
regulations.

Robert E. Wenzel,
Deputy Commissioner 

of Internal Revenue.

(Filed by the Office of the Federal Register on May
18, 2000, 8:45 a.m., and published in the issue of the
Federal Register for May 19, 2000, 65 F.R. 31841)

Partnership Options and
Convertible Instruments

Notice 2000–29

PURPOSE

This notice invites public comment on
the federal income tax treatment of the
exercise of an option to acquire a partner-
ship interest, the exchange of convertible
debt for a partnership interest, and the ex-
change of a preferred interest in a partner-
ship for a common interest in that partner-
ship. 
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BACKGROUND

In a variety of situations, partnerships
issue options or convertible debt that allow
the holder to acquire by purchase or conver-
sion an equity interest in an entity classified
as a partnership for federal tax purposes.
Partnerships also issue convertible preferred
partnership interests that allow a partner to
acquire a materially different interest in the
partnership upon conversion.  Often, these
instruments are exercised or converted
when the partnership interest to be received
is more valuable than the sum of considera-
tion previously transferred to the partner-
ship plus any consideration transferred upon
exercise or conversion.  In addition, con-
vertible preferred partnership interests often
are converted at a time when the partnership
interest to be received is more valuable than
the interest being converted (disregarding
the value of the conversion right).  Taxpay-

ers have noted significant uncertainties as to
the federal income tax consequences of
using such instruments and have expressed
a need for guidance. 

REQUEST FOR PUBLIC COMMENT

The Internal Revenue Service and the
Treasury Department request comments
on the tax consequences to the recipient
of the partnership interest as well as to the
partnership upon the exercise of a partner-
ship option or conversion of a debt or pre-
ferred equity interest in that partnership.

Taxpayers may submit comments in
writing to:

Internal Revenue Service
Attn: CC:DOM:CORP:R (Notice
2000–29, Room 5226)
P.O. Box 7604
Ben Franklin Station
Washington, D.C. 20044

Alternatively, taxpayers may submit
comments electronically at: 
sharon.y.horn@M1.IRSCounsel.treas.gov

All comments should be received by
September 15, 2000.  The comments sub-
mitted will be available for public inspec-
tion and copying.

DRAFTING INFORMATION

The principal author of this notice is
Audrey W. Ellis of the Office of Assistant
Chief Counsel (Passthroughs and Special
Industries).  For further information re-
garding this notice contact Ms. Ellis at
(202) 622-3060 (not a toll-free call).
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