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              1761 Election to use historic absorption ratio with simplified UNICAP method. 

¶1761. Election to use historic absorption ratio with simplified UNICAP method.
A taxpayer may elect to use a simplified production method to account for certain costs required to be capitalized under uniform capitalization (UNICAP) rules. The costs subject to the election are those that must be capitalized (e.g., included in inventory) under UNICAP but that the taxpayer did not capitalize under his previous method of accounting. Under the simplified production method, the taxpayer first computes an absorption ratio (either "actual" or "historic") and then uses the elected ratio to allocate additional costs to ending inventory, etc. An "historic absorption ratio" is based on the taxpayer's Code Sec. 263A Code Sec. 263A and Code Sec. 471 Code Sec. 471 costs incurred over the three years prior to electing the simplified method (the "test period").
A taxpayer may only elect the historic absorption ratio if he has used the simplified production method for three or more consecutive tax years immediately before the year of election (the test period) and has capitalized additional Code Sec. 263A Code Sec. 263A costs using an actual absorption ratio for the three most recent tax years. The election is not available to a taxpayer that is deemed to have zero additional section 263A costs under the de minimis rule (i.e. indirect costs are $200,000 or less). If elected, the historic absorption ratio must be used for each tax year within the five-year period beginning with the first tax year after the test period. This five-year period is called the qualifying period. A taxpayer must maintain all appropriate records and details supporting the historic absorption ratio until the expiration of the statute of limitations for the last year for which the taxpayer used the historic absorption ratio.
How and when to make the election.
The election is made by attaching a statement to the taxpayer's federal income tax return for the tax year in which the election is made. The statement must show the actual absorption ratios determined under the simplified production method during the first test period. The statement must disclose the historic absorption ratio to be used by the taxpayer during its qualifying period. A similar statement must be attached to the federal income tax return for the first tax year within any subsequent qualifying period (i.e., after an updated test period). The election may be revoked only with consent of IRS and this consent will be granted only on a showing of unusual circumstances.
Authorities: Code Sec. 263A ; Reg § 1.263A-2(b)(4) ; Federal Tax Coordinator ¶ G-5667 ; Income ¶ G-5667 ; United States Tax Reporter ¶ 263A4.08 ; Tax Desk ¶ 456,009 .
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Coral Corp.
122 East Way
Sag Harbor, NY 10132
EIN: 16-2222222
Form 1120
Tax Year Ending Dec. 31, 20X4
  Coral Corp. hereby elects to use its historic absorption ratio with the
simplified production method beginning in the tax year ending Dec. 31, 20X4.
  Actual absorption ratios for the test period are 3.3% in 20X1, 5% in 20X2
and 6% in 20X3. Coral Corp. computes a 5% historic absorption ratio to be
used during the qualifying period.
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