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IRS Issues Guidance for Accounting of R&D Expenditure

The IRS issued Rev. Proc. 2023-8, accounting guidance for research and development expenditure. In
the guidance, the IRS detailed how companies should implement the new accounting method under
Section 174, which changed as a result of a provision in the 2017 tax reform that requires companies
to amortize their R&D costs over five years in 2022. According to the guidance, the change in Section
174 is automatic, and taxpayers would have to file paperwork by the end of 2022 to indicate an
accounting method change if it were non-automatic.

IRS Finalizes Changes to Partnership Sale Withholding Agreement

The IRS has finalized its changes to the agreement under which brokers withhold taxes on foreign
investors’ sales of partnership interests. In Rev. Proc. 2022-43, the IRS applied the changes to qualified
intermediaries (Qls) that withhold taxes under Section 1446(a) and (f) on foreign investors’ transfers of
interests in publicly traded partnerships (PTPs) or their reception of distributions made by a PTP. Qls
are also allowed to assume withholding on a payment-by-payment basis and may act as a disclosing
QI by providing specific payee documentation to its withholding agent for payments of PTP distributions
or amounts realized from the sale of a PTP interest.

IRS Considers Concerns over Passive Investment Rules

The IRS is actively working to finalize its regulations on passive foreign investment companies and
partnership elections, an IRS official said at a conference. The proposed rules deal with domestic
partnerships’ income from PFICs, which are foreign companies that derive their income from
passive sources like dividends and royalties. The proposed rules generally move toward attributing a
partnership’s assets and income to its individual partners.
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